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Abstract
Motivated by the international business literature that examines the

interactions between political forces and business environments, we
investigate whether and how political connections affect managers’ voluntary

disclosure choices. We show that compared to non-connected firms, connected

firms issue fewer management earnings forecasts. In addition, relative to non-
connected firms, connected firms have a greater increase in the frequency of

management forecasts subsequent to the elections that damage their political

ties. Further analyses suggest that lack of capital market incentives, reduced
litigation risk, and lower proprietary costs shape politically connected firms’

unique voluntary disclosure choices.
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INTRODUCTION
Political connections are prevalent and economically significant in
global markets (Faccio, 2006). An extensive cross-country literature
suggests that high-level political connections are associated with
various benefits and costs to firms and their shareholders.1 How-
ever, there is little evidence on how the benefits and costs
associated with political connections affect a firm’s voluntary
disclosure choices. Further, prior studies examining connected
firms’ earnings quality and auditor choices yield mixed evidence on
connected firms’ preference for transparency.2 In this study, we aim
to shed light on politically connected firms’ preference for trans-
parency by assessing the effect of political connections on the
voluntary disclosure practice of firms around the world.

A global study on political connections and voluntary disclosures
is timely and of great interest from the international business (IB)
perspective. A growing number of studies in the IB literature focus
on corporate transparency because it plays an important role in
contractual agreements for multinational corporations (Jandik &
Kali, 2009). In addition, the literature recognizes that corporate
transparency improves investment efficiency and spurs growth,
and that a firm’s disclosure choice is a function of country-level

Received: 12 March 2017
Revised: 12 November 2017
Accepted: 3 December 2017
Online publication date: 26 January 2018

Journal of International Business Studies (2018) 49, 272–302
ª 2018 Academy of International Business All rights reserved 0047-2506/18

www.jibs.net



institutions (Cumming & Walz, 2010; Durnev,
Errunza, & Molchanov, 2009; Shi, Magnan, &
Kim, 2012). By taking advantage of the cross-
country variation in capital market development
and corruption, we provide evidence on the mech-
anisms through which political connections influ-
ence voluntary disclosure choices. Further, we
establish causality of the relation by leveraging on
multiple shocks to political connections across
different countries.

We hypothesize that compared to non-con-
nected firms, politically connected firms issue fewer
voluntary disclosures because of their weaker cap-
ital market incentive and/or lower litigation risk.
Disclosure theories suggest that firms are more
likely to provide voluntary disclosure when they
have greater capital market incentives and when
they face higher litigation risk (Diamond & Verrec-
chia, 1991; Skinner, 1994). Compared to non-
connected firms, however, connected firms have
better access to credits and obtain privileged loans
from banks that are influenced by politicians. As a
result, connected firms have a lesser need to raise
capital from the public and therefore have lower
disclosure incentives to reduce the cost of capital.
In addition, connected firms enjoy political protec-
tion and lower litigation risk and, consequently,
have lower disclosure incentives to avoid lawsuits.

We note, however, that countervailing incentives
may exist for connected firms to provide more
voluntary disclosure in order to improve trans-
parency or manage expectations. For example,
theories suggest that firms are less likely to provide
voluntary disclosure when they face higher propri-
ety costs of disclosure. Connected firms are more
likely to receive government contracts, which
lowers the proprietary costs of disclosure because
information revealed through voluntary disclosures
does not deprive connected firms of their compet-
itive advantage. Thus relative to non-connected
firms, the lower proprietary costs increase the
disclosure incentives of connected firms. In addi-
tion, politically connected firms are subject to more
public scrutiny, which increases their incentives to
improve information transparency (Guedhami,
Pittman, & Saffar, 2014). Thus the relation between
political connections and voluntary disclosure is an
empirical question.

We use management earnings forecasts to cap-
ture voluntary disclosure because prior studies
suggest that they lower the cost of capital (Coller
& Yohn, 1997) and reduce litigation risk (Field,
Lowry, & Shu, 2005). Management forecasts are

also an important channel through which man-
agers communicate additional information to mar-
ket participants to reduce information uncertainty
(Hirst, Koonce, & Venkataraman, 2008). While
management forecasts have been examined exten-
sively in the US, they are relatively unexplored in
international markets. We follow recent studies (Li
& Yang, 2016) and obtain worldwide management
forecasts from Capital IQ. Following Chaney, Fac-
cio, & Parsley (2011) and Guedhami et al. (2014),
we capture high-level political connections using
the data from Faccio (2006), who defines a firm as
politically connected if at least one of its large
shareholders and top directors is a member of
parliament, a minister or the head of state, or is
closely related to a top official.
Our treatment sample consists of 208 politically

connected firms (547 politically connected firm-
years) in 24 countries from 2002 to 2004.3 Because
political connections are not random, we imple-
ment the two-stage regression procedure suggested
by Heckman (1979) to control for the effect of self-
selection. The control sample consists of 11,466
non-connected firms (28,006 non-connected firm-
years) in the same 24 countries. Our selection
model indicates that political connections are more
prevalent among firms that are larger, more
mature, and headquartered in a nation’s capital
city. Connected firms are also more likely to be in
an industry where a greater percentage of industry
peers are connected and less likely to be in coun-
tries with stricter regulations limiting business
activities of government officials. Importantly, after
controlling for the self-selection effect, we find that
connected firms are associated with less frequent
management forecasts. The association is econom-
ically significant. For example, the average number
of management forecasts issued by connected firms
in a given year is 77.4 percent lower relative to
forecasts issued by non-connected firms.
We perform various robustness checks for our

main results. We find that the effect of political
connections on management forecasts is greater
among firms whose political ties are measured more
objectively (i.e., where top shareholders and direc-
tor serve as a member of parliament or a minister),
relative to firms whose political ties are measured
more subjectively (i.e., where top shareholders and
directors have close relationships with a top offi-
cial). Our results hold when we use alternative
measures of voluntary disclosure, including a vari-
able indicating whether a firm issues management
forecasts and a variable measuring the frequency of
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conference calls during a fiscal year. Further, we
find that our results are robust to including addi-
tional controls (i.e., state ownership, earnings
quality, analyst forecast accuracy, and family own-
ership), using alternative samples, and employing
alternative clustering methods for standard errors.

To further establish the causal link between polit-
ical connections and management forecasts, we
employ a difference-in-differences (DiD) research
design that examines changes in the frequency of
management forecasts for connected firms relative
to the changes for non-connected firms subsequent
to exogenous shocks to political ties. Using world-
wide presidential and legislative elections between
2004 and 2010, we find that connected firms have a
greater increase in the frequency of management
forecasts subsequent to the elections that result in
power turnovers, compared to non-connected firms
in the same countries. This finding supports our
inference that political connections cause less fre-
quentmanagement forecasts. In contrast,we findno
change in the frequency of management forecasts
for connected firms following the elections that do
not result in power turnovers, suggesting that con-
nected firms do not change their voluntary disclo-
sure practices when their political ties remain intact
after the election. We further mitigate potential
concerns regarding our DiD estimation by showing
that the increase in management forecasts material-
izes in the years subsequent to the power-turnover
elections. In addition, there is no increasing or
decreasing trend in management forecasts prior to
these elections, suggesting that confounding effects
such as increased economic or political uncertainty
are unlikely to explain our results.

Next, we investigate the mechanisms through
which political connections shape voluntary disclo-
sure by performing analyses conditional on capital
market incentives, litigation risk, and proprietary
costs. If connected firms’ weak capital market incen-
tives drive the negative relation between political
connections and the level of management forecasts,
we predict that this negative relation is more
pronounced in countries with greater capital market
development. In addition, if the lower litigation risk
of connected firms drives the relation, we predict the
negative relation to be greater in more litigious
industries. In contrast, if the lower propriety costs of
connected firms attenuate the negative relation, we
predict the negative relation to be less pronounced
for firms with greater industry-adjusted R&D, a
proxy of firm-level proprietary information. Our
analyses confirm these predictions.

A possible alternative explanation for the nega-
tive relation between political connections and
voluntary disclosure is political rent extraction.
Prior studies suggest that political rent seeking may
motivate politically connected firms to maintain
opaque information environment (Chaney et al.,
2011). The rent extraction explanation implies that
the negative relation between political connections
and management earnings forecasts is more pro-
nounced in countries with greater corruption.
Inconsistent with the rent extraction explanation,
we find that the negative relation is more pro-
nounced in less corrupt countries.
Our study contributes to the literature in several

ways. First, by documenting disclosure practices of
politically connected firms, we add to the IB
literature that examines the interactions among
political forces, corporate policies, and economic
outcomes (Adhikari, Derashid, & Zhang, 2006;
Boubakri, Mansi, & Saffar, 2013; Brockman, Rui, &
Zou, 2013; Chen, Ding, & Kim, 2010; Claessens,
Feijen, & Laeven, 2008; Faccio, 2006; Faccio,
Masulis, & McConnell, 2006; Fan, Wong, & Zhang,
2007; Fisman, 2001; Habib & Zurawicki, 2002;
Khwaja & Mian, 2005; Li, Meyer, Zhang, & Ding,
2017; Simon, 1984; Sojli & Tham, 2017). We
provide the first evidence on whether and how
political connections influence voluntary disclo-
sure practices, which in turn shape firms’ informa-
tion environment. Several recent studies have
examined corporate reporting environments of
politically connected firms by investigating accrual
quality (Chaney et al., 2011), analyst forecast error
(Chen et al., 2010), appointment of Big N auditors
(Guedhami et al., 2014), and tax aggressiveness
(Kim & Zhang, 2016). However, the findings of
these studies are inconclusive and speak only
indirectly to connected firms’ preference for infor-
mation transparency.4 Our article provides direct
evidence of politically connected firms’ preference
for transparency by examining voluntary disclo-
sure. We also shed lights on the channels through
which political connections affect voluntary dis-
closure. Our results suggest that weaker capital
market incentives and lower litigation risk reduce
politically connected firms’ disclosure incentives.
This finding adds to our understanding of how
political forces shape global companies’ strategy for
the communication with capital providers.
Second, we add to the burgeoning line of

research in the IB literature on firms’ disclosure
choice and behavior. Cumming & Walz (2010), for
example, show that there are significant and
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systematic biases in managers’ reporting of fund
performance around the world. Shi et al. (2012)
document that the disclosure likelihood of firms
cross-listed in the US varies with their home-
country legal institutions. Akamah, Hope, & Tho-
mas (2018) find that multinational firms with tax-
haven operations exhibit distinct geographic dis-
closure behavior. By providing evidence on the
relation between political connections and firms’
voluntary disclosure behavior, we answer to a
recent call by the special issue of Journal of
International Business Studies for more research
on patterns in disclosure policy around the world
(Cumming, Filatotchev, Knill, Senbet, & Reeb,
2015).

Third, our study extends recent studies that
examine management forecasts worldwide (Li &
Yang, 2016; Radhakrishnan, Tsang, & Yang, 2012)
by documenting the effect of political connections
on management forecasts in global markets. Our
findings suggest a greater disclosure gap between
connected and non-connected firms in countries
with more developed markets and less corrupt
institutions, thereby highlighting the interactive
effect of firm-level political strategy and country-
level institutions on management forecasts.

Finally, to the best of our knowledge, we are the
first to examine the effect of political events on
firms’ voluntary disclosure practices in global mar-
kets. Our study extends prior single-country studies
that document the impact of political events on
financing strategies (Leuz & Oberholzer-Gee, 2006
for Indonesia), accounting choices (Ramanna &
Roychowdury, 2010 for the US), and information
environments (Piotroski, Wong, & Zhang, 2015 for
China).

The rest of the article is organized as follows. The
second section develops our hypothesis. The third
section describes the variable measurement and
research design. The fourth section presents our
sample and descriptive statistics, and the fifth
section reports empirical results. The sixth section
discusses the key mechanisms and alternative
explanations. The last section concludes.

HYPOTHESIS DEVELOPMENT
A long-standing literature shows that political
connections add value to the connected firms.
Fisman (2001) finds that at the time of Indonesian
President Suharto’s worsening health, stock prices
of firms closely connected with Suharto dropped
more than the prices of less connected firms. In a

cross-country study, Faccio (2006) finds that stock
prices rise when officers or large shareholders of a
firm enter politics. Studies also document that the
benefits of political connections can take various
forms including access to bank finance and lower
cost of capital (Claessens et al., 2008), lower tax
burdens (Adhikari et al., 2006), lax regulatory
enforcement (Firth, Rui, & Wu, 2011), and receipt
of government contracts and support (Faccio et al.,
2006; Sojli & Tham, 2017). In addition, Boubakri
et al. (2013) provide evidence that politically
connected firms are more likely to undertake risky
projects because they are insulated from bank-
ruptcy in worse states of nature. An important
implication from this literature is that political
connections and political favors could affect firms’
preference for voluntary disclosure.
Disclosure theories suggest that capital market

incentives and litigation risk influence a firm’s
voluntary disclosure choice. First, firms have incen-
tives to provide voluntary disclosures because
greater disclosure reduces information asymmetry,
which in turn, leads to a lower cost of capital
(Diamond & Verrecchia, 1991). Empirical evidence
is generally consistent with these theoretical pre-
dictions. Coller & Yohn (1997) find a reduction in
bid-ask spreads, a proxy for information asymme-
try, after the issuance of management earnings
guidance. Prior studies also document a negative
relationship between a firm’s level of voluntary
disclosure and its cost of both debt (Sengupta,
1998) and equity capital (Botosan, 1997; Botosan &
Plumlee 2002). Second, firms provide voluntary
disclosure to mitigate litigation risk and accompa-
nying costs (Skinner, 1994, 1997). Skinner (1994)
and Billings & Cedergren (2015) argue that the
asymmetric loss function for managers induced by
the US legal system creates incentives for managers
to disclose bad news quickly to reduce the proba-
bility of being sued and if sued, to reduce the
settlement costs.
Compared to non-connected firms, however,

connected firms have weaker capital market incen-
tives for voluntary disclosure because the benefits
of disclosure in reducing the cost of capital accrue
less to politically connected firms. A firm’s need to
access external financing affects the expected ben-
efits of providing voluntary disclosure. Since polit-
ically connected firms have better access to credits
and obtain privileged loans from banks that are
influenced by politicians, they have a lesser need to
raise capital from the public and therefore a lower
incentive for voluntary disclosure. In addition,
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because of political favors that the connected firms
enjoy, the cost of capital may be already relatively
low for connected firms even without extensive
information disclosure.

Politically connected firms also have weaker
incentives to provide voluntary disclosure because
they bear lower litigation costs. Politically con-
nected firms tend to have more favorable regula-
tory treatment and lower litigation risk (Firth et al.,
2011). Lower litigation risk implies weaker incen-
tives for politically connected firms to issue timely
disclosures that may help preempt lawsuits.

To the extent that political connections weaken
the disclosure incentives that arise from capital
markets pressure and litigation risk, we predict a
negative relation between political connections
and the level of voluntary disclosure. Our hypoth-
esis, stated in the alternative form, is as follows:

Hypothesis: Politically connected firms pro-
vide a lower level of voluntary disclosure com-
pared to non-connected firms.

There are countervailing arguments for why
politically connected firms may not provide a lower
level of voluntary disclosure. Disclosure theories
suggest that proprietary costs can explain why
managers withhold information (Verrecchia,
1983). Compared to non-connected firms, politi-
cally connected firms are more likely to receive
government contracts and support (Faccio et al.,
2006). Because information revealed through vol-
untary disclosures does not deprive connected
firms of their competitive advantage of receiving
exclusive government contracts, politically con-
nected firms may disclose more frequently than
non-connected firms that bear proprietary costs of
disclosures. That is, political connections can mit-
igate the disclosure disincentive associated with
propriety costs. Politically connected firms may
also have distinct incentives to provide voluntary
disclosure to convince outside investors that they
do not engage in self-dealing. In particular, con-
nections to high-level politicians (i.e., members of
parliament and ministers) are highly visible and
subject to great public scrutiny.5 Because more
reliable financial reporting and information disclo-
sure help prevent expropriation by insiders and
their political patrons, there is a stronger market
demand for information transparency for politi-
cally connected firms (Watts & Zimmerman, 1983).
Consistent with this reasoning, Guedhami et al.

(2014) find that politically connected firms are
more likely to appoint a Big N auditor.

VARIABLE MEASUREMENT AND RESEARCH
DESIGN

Measuring Political Connections
We obtain data on political connections from
Faccio (2006), who developed a dataset of world-
wide politically connected firms as of 2001. The
data are commonly used in prior studies examining
political connections in global markets (Chaney
et al., 2011; Chen et al., 2010; Guedhami et al.,
2014). According to Faccio (2006), a firm is classi-
fied as politically connected if at least one of its
large shareholders (anyone directly or indirectly
controlling at least 10 percent of votes) or top
directors (CEO, chairman of the board, president,
vice-president, or secretary) is a member of parlia-
ment, a minister or a head of state, or is closely
related to a top official. We define an indicator
variable, PC, which takes a value of one for
connected firms, and zero otherwise.
It is worth noting that Faccio (2006) focuses on

connections with high-profile politicians, and does
not include connections via campaign contribu-
tions or state ownership. Campaign contributions
are generally unobservable and difficult to identify
in the global setting. In addition, the political ties
documented in Faccio (2006) are likely to be more
durable and thus provide a more powerful setting
to detect the impact of political connections on
firms’ disclosure policy.6 Faccio’s (2006) definition
of political connections, however, may leave out
firms that are classified as connected firms under
alternative definitions, potentially leading to
under-representation of certain countries in the
sample.7

Measuring Voluntary Disclosure
We focus on management earnings forecasts to
capture voluntary disclosure. Management earn-
ings forecasts are an important form of voluntary
disclosures that provide information about forth-
coming earnings. These forecasts represent a key
voluntary disclosure mechanism by which man-
agers establish or alter market earnings expecta-
tions and influence the information environment
of a firm (Pownall, Wasley, & Waymire, 1993; Hirst
et al., 2008).
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We obtain management forecasts from Standard
& Poor’s Capital IQ, which collects worldwide
corporate guidance information in text format
starting in 2002. Capital IQ relies on public data
sources including press releases and news wire
articles, regulatory files, company websites, web
agents, conference call transcripts, and investor
conference organizer websites. While this database
is relatively new to the literature, it has been
increasingly used in recent studies examining
management forecasts around the world (Li &
Yang, 2016; Radhakrishnan et al., 2012).8 To
extract information on management earnings fore-
casts, we conduct a keyword search for ‘‘earnings,’’
‘‘Earnings,’’ or ‘‘EPS’’ in headlines and main texts
under the ‘‘Corporate Guidance’’ event type from
Capital IQ’s Key Developments Database. We do
not differentiate annual versus quarterly earnings
forecasts because our interest is on how political
connections affect voluntary disclosure in general.
Following prior studies (Li & Yang 2016), we treat
multiple forecasts by the same firm on the same
date as a single forecast.

Our measure of voluntary disclosure, the fre-
quency of the disclosure (Freq), equals the natural
logarithm of one plus the number of management
forecasts issued in a given year. We focus on the
extent to which managers provide earnings fore-
casts because the issuance of management forecasts
is a first-order decision (Hirst et al., 2008).9

Research Design
Because political connections are not random and
firms choose to make political connections (Faccio,
2006), we implement the Heckman (1979) two-
stage regression procedure to control for the effect
of self-selection in our analyses. In the first stage,
we model the determinants of political connections
by estimating a probit model in which the depen-
dent variable is an indicator variable (PC) with a
value of one for connected firms and zero for non-
connected firms. The independent variables are the
factors influencing firms’ decisions to establish
political connections. In the second stage, we
regress our voluntary disclosure measure, Freq, on
the indicator, PC, and a set of control variables
including the inverse Mills ratio (Lambda) esti-
mated from the first-stage probit model.10

The first-stage probit model follows:

PC ¼ b0 þ b1ðCapitalÞ þ b2ðIndustryPCÞ þ b3ðSizeÞ
þ b4ðLnAgeÞ þ b5ðFreeCashÞ þ b6ðHerf Þ
þ b7 ICRGCorruptð Þ þ b8 XborderRestrictð Þ
þ b9ðRegScoreÞ þ b10ðLnGDPÞ þ b11ðGermanÞ
þ b12 Frenchð Þ þ b13 Scandinavianð Þ þRbx DYearð Þ
þ et :

ð1Þ

Equation (1) includes Capital and IndustryPC as
exogenous variables (also known as ‘‘exclusion
restrictions,’’ Lennox, Francis, & Wang, 2012). We
reason that a firm’s location in the capital city and
industry-level political connections are likely to
influence a firm’s decision to establish its political
connections, but are unlikely to directly affect its
voluntary disclosure levels. Specifically, Capital is a
variable indicating the location of a firm’s headquar-
ters, which equals one if a firm’s corporate headquar-
ters is located in the nation’s capital city, and zero
otherwise. If a firm is located in thenation’s capital, it
is much easier for the firm tomake connections with
high-profile politicians who work in the nation’s
capital. The location of the firm would not have a
direct effect on voluntary disclosure. In addition, a
high level of political connections in the industry
(IndustryPC) can motivate a firm to obtain political
connections to defend its competitive position, but
the industry-level political connection would not
affect individual firms’ voluntarydisclosuredecisions
without going through its effect on the individual
firms’ political connections.
We also include the following firm-level and

industry-level determinants of political connec-
tions based on prior literature (Chaney et al.,
2011; Faccio, 2006; Guedhami et al., 2014; Hill-
man, Keim, & Schuler, 2004; Schuler, Rehbein, &
Cramer, 2002): (1) firm size (Size), calculated as the
natural logarithm of total assets in US dollars,
because larger firms have greater resources and tend
to be more politically active; (2) firm age (LnAge),
measured as the natural logarithm of number of
years since the IPO date, because older firms are
more likely to have political connections; (3) free
cash flows (FreeCash), measured as operating
income before depreciation and amortization
minus income taxes less changes in deferred taxes,
interest expense, preferred dividends, and common
dividends, deflated by total assets (Lehn & Poulsen,
1989), because firms with more free cash flows can
afford to engage in political activities; and (4)
industry concentration (Herf), measured as the
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Herfindahl index, because industry characteristics
have been shown to correlate with a firm’s political
activities.

In addition, we include the following country-
level variables that are likely to correlate with
political connections, as suggested in Faccio
(2006) and La Porta, Lopez-de-Silanes, Shleifer, &
Vishny (1998): (1) corruption (ICRGCorrupt), mea-
sured as the International Country Risk Guide’s
assessment of corruption in governments, because
political connections and corruption tend to be
complements; (2) openness (XborderRestrict), mea-
sured by whether there is any restriction on the
purchase of foreign securities or outward direct
investment by citizens, because capital restrictions
ensure connected firms’ access to domestic capital;
(3) regulatory environment (RegScore), measured as
the regulatory score constructed in Faccio (2006),
to capture regulations that prohibit or set limits on
the business activities of public officials; (4) eco-
nomic development (LnGDP), measured as the
natural logarithm of GDP per capita in 2001; and
(5) three legal origin indicators (German, French,
and Scandinavian), to capture the German, French,
and Scandinavian civil-law traditions.11 Finally, we
include year fixed effects. Appendix provides
detailed definitions of the variables.

The second-stage regression model follows:

Freq ¼ b0 þ b1 PCð Þ þ b2 Sizeð Þ þ b3ðROAÞ þ b4 MTBð Þ
þ b5 LEVð Þ þ b6 EarnVolð Þ þ b7 RetVolð Þ
þ b8 NAnalystð Þ þ b9ðBadNewsÞ
þ b10ðEquityIssueÞ þ b11ðCrossÞ þ b12 BigNð Þ
þ b13 IASð Þ þ b14 Closeheldð Þ þ b15 Lambdað Þ
þ Rbx DYearð Þ þ Rby DIndustryð Þ
þ Rbz DCountryð Þ þ et :

ð2Þ

We estimate an OLS model with our voluntary
disclosure variable, Freq, as the dependent vari-
able.12 Our variable of interest is the political
connection indicator, PC. A negative (positive)
coefficient on PC indicates that politically con-
nected firms have a lower (higher) level of man-
agement forecasts than non-connected firms.
Following Chaney et al. (2011), we cluster standard
errors at the country-industry level throughout our
analyses.13

We control for various factors that prior literature
identifies to affect firms’ voluntary disclosure
choices (Chen, Chen, & Cheng, 2008; Li & Yang,

2016). Our control variables include (1) firm size
(Size), defined as the natural logarithm of total
assets in US dollars, (2) return on assets (ROA),
defined as net income deflated by total assets, (3)
market-to-book ratio (MTB), calculated as market
capitalization divided by book value of equity, (4)
leverage (LEV), calculated as the long-term debt
deflated by total assets, (5) earnings volatility
(EarnVol), calculated as the standard deviation of
earnings over assets for the past 5 years,14 (6) return
volatility (RetVol), calculated as the standard devi-
ation of annual stock returns over the past 5 years,
(7) the number of analyst following (NAnalyst), (8)
an indicator variable that equals one if a firm
experiences a negative earnings change in the year
(BadNews), (9) a variable indicating equity issuance
in the subsequent year (EquityIssue), defined as a
dummy variable equal to one if a firm’s total
number of common shares outstanding after
adjusting for stock splits and dividends increases
by 20 percent or more in the next year, (10) a
variable indicating whether a firm is cross-listed in
the US (Cross), (11) an indicator variable that equals
one for Big N auditors (BigN), (12) an indicator
variable that equals one for the use of International
Accounting Standards (IAS),15 and (13) a measure of
a firm’s ownership structure (Closeheld), defined as
the number of closely held shares divided by total
shares outstanding. We also include year, industry,
and country fixed effects to control for the varia-
tion of management forecasts across different years,
industries, and countries. Throughout our analyses,
we winsorize all scaled variables, including ROA,
MTB, LEV, EarnVol, RetVol, and Closeheld, at the top
and bottom 1 percent of their distribution to
mitigate the influence of outliers.

SAMPLE AND DESCRIPTIVE STATISTICS

Sample
We start with a list of 541 politically connected
firms from 34 countries in 1997–2001 as identified
in Faccio (2006). Based on Compustat (Global and
North America), we construct a sample of non-
connected control firms in these 34 countries over
the same period. We obtain data on management
earnings forecasts from Capital IQ. Since complete
corporate guidance information in Capital IQ starts
from 2002, we restrict our sample period to
2002–2004, by which we assume that the political
connections established in 1997–2001 continue to
hold in the subsequent 3 years.16 We exclude
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companies in Japan because their management
forecasts are mandated (Kato, Skinner, & Kuni-
mura, 2009).17 The forecast frequency of firms with
missing guidance information from Capital IQ is
set to zero. After requiring financial data to be
available in Compustat and Worldscope, our final
sample consists of 547 (28,006) firm-year observa-
tions representing 208 (11,466) politically con-
nected (non-connected) firms in 24 countries
from 2002 to 2004. The number of connected firms
in our sample is similar to that in prior studies such
as Chaney et al. (2011).18

Descriptive Statistics
Table 1, Panel A reports the sample distribution by
country. It indicates a wide cross-country variation
in both the connected and non-connected firms.
For example, firms from the UK and Malaysia
dominate the politically connected sample,
accounting for 32 percent and 26 percent of all
connected firm-year observations, respectively;
while the rest of the countries each represent less
than 7 percent of the connected firms. This pattern
is consistent with prior studies such as Chaney et al.
(2011) and Guedhami et al. (2014). Among the
non-connected control firms, the US has the largest
number of observations (12,893) and Hungary has
the smallest (34).19 Panel B reports the sample
distribution by year. We observe a steady increase
in the number of observations over the three
sample years.

Panel C of Table 1 presents the average number
of management forecasts and the institutional
characteristics of our sample countries. The average
number of management forecasts (NForecast) varies
significantly across the countries, ranging from
0.91 in the US to zero in Mexico. Nine out of our
24 sample countries have at least one restriction on
cross-border capital flows (XborderRestrict). Philip-
pines has the highest regulatory score (RegScore),
indicating the most stringent regulatory environ-
ment that prohibits or sets limits on the business
activities of public officials, while six countries
have no such regulations (i.e., Belgium, India,
Indonesia, Malaysia, Mexico, and Taiwan). In
addition, Switzerland has the highest GDP per
capita (LnGDP) in 2001 while India has the lowest.
As for the legal origin (Legal Origin), eleven, six, five,
and two of our sample countries have English,
German, French, and Scandinavian legal origin,
respectively. US has the highest market efficiency
score, followed by Hong Kong, and Mexico has the
lowest score. Based on the ICRG corruption index

(ICRGCorrupt), Philippines is the most corrupt
country with the highest score in our sample and
Canada, Finland, Sweden, and Switzerland are the
least corrupt countries with the lowest score. Based
on the German corruption index, on the other
hand, Indonesia and Thailand have the highest
value of five in our sample and 14 countries have
the lowest value of zero.
Table 2 presents descriptive statistics across con-

nected and non-connected firms. We find that for
connected firms, the average number of manage-
ment earnings forecasts issued over a year is 0.25,
significantly lower than the number for non-con-
nected firms (0.47). In comparison to non-con-
nected firms, connected firms, on average, are more
likely to have their headquarters located in the
nation’s capital city (Capital) and are in an industry
with more connected peer firms (IndustryPC). In
addition, connected firms are larger (Size) and older
(LnAge), have more free cash flows (FreeCash), and
are in an industry with less competition (Herf).
They also are more leveraged (LEV), less likely to
issue equity in the subsequent year (EquityIssue),
more likely to cross-list in the US (Cross), more
likely to use a Big N auditor (BigN), and more likely
to adopt International Accounting Standards (IAS),
as well as having better accounting performance
(ROA), less volatile earnings and returns (EarnVol
and RetVol), greater analyst coverage (NAnalyst),
and more closely held shares (Closeheld). These
differences are generally consistent with prior
research (Chen et al., 2010; Guedhami et al., 2014).

EMPIRICAL ANALYSES

The Effect of Political Connections on Voluntary
Disclosure
Table 3 reports the Heckman two-stage regression
results of the effect of political connections on
voluntary disclosure after controlling for other
potential determinants of disclosure. For brevity,
we suppress reporting of the coefficients on fixed
effects in this and all subsequent tables.
Column (1) of Table 3 reports the results of the

first-stage probit model. As in prior studies (Chaney
et al., 2011; Hillman et al., 2004; Schuler et al.,
2002), we find that firms are more likely to be
politically connected when their headquarters are
located in a nation’s capital city, or when there is a
greater percentage of industry peers that are polit-
ically connected. We also find that political con-
nections are more prevalent in larger and more
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Table 1 Sample distribution and institutional characteristics

Country Connected firms Control firms

No. of obs No. of firms No. of obs No. of firms

Panel A: Sample distribution by country

Australia 1 1 1,272 621

Austria 1 1 92 40

Belgium 2 1 92 44

Canada 3 1 2,598 1,034

Finland 5 2 151 70

France 19 9 849 397

Germany 5 2 718 320

Hong Kong 6 2 286 103

Hungary 3 1 34 14

India 3 3 712 351

Indonesia 36 14 321 143

Ireland 3 1 94 39

Israel 3 1 132 57

Malaysia 142 51 1,285 535

Mexico 12 5 76 38

Philippines 9 3 151 68

Singapore 24 9 774 321

South Korea 15 5 834 349

Sweden 5 2 492 210

Switzerland 9 3 263 111

Taiwan 11 5 813 520

Thailand 31 11 471 209

UK 176 66 2,603 1,045

US 23 9 12,893 4,827

Total 547 208 28,006 11,466

Fiscal year No. of obs %

Panel B: Sample distribution by year

2002 8,776 30.74

2003 9,524 33.36

2004 10,253 35.91

Total 28,553 100

Country NForecast Xborder Restrict RegScore LnGDP Legal Origin Stockmkt efficiency ICRG Corrupt German Corrupt

Panel C: Average number of management forecasts and institutional characteristics by country

Australia 0.09 0 2 9.88 English 7.89 1.48 0

Austria 0.34 0 2 10.11 German 4.90 1.43 0

Belgium 0.18 0 0 10.05 French 6.11 1.18 0

Canada 0.18 0 2 10.07 English 7.66 0 0

Finland 0.43 0 1 10.12 Scandinavian 7.29 0 0

France 0.10 0 2 10.02 French 6.73 0.95 0

Germany 0.33 0 2 10.07 German 6.83 1.07 0

Hong Kong 0.02 0 1 10.14 English 8.11 1.48 0

Hungary 0.11 1 1 8.57 German 3.58 2.5 3

India 0.04 1 0 6.13 English 5.98 5.42 4

Indonesia 0.03 1 0 6.62 French 4.33 7.85 5

Ireland 0.16 0 4 10.25 English 6.05 1.48 0

Israel 0.25 1 4 9.92 English 5.16 1.67 1

Malaysia 0.01 1 0 8.26 English 6.62 2.62 2

Mexico 0.00 1 0 8.85 French 3.57 5.23 3

Philippines 0.08 1 6 6.86 French 3.99 7.08 5

Singapore 0.03 0 3 9.98 English 7.19 1.78 0

S. Korea 0.03 1 1 9.33 German 5.65 4.7 3
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mature firms, consistent with the findings in Hill-
man et al. (2004). On the other hand, there are
fewer politically connected firms in more concen-
trated industries, which is inconsistent with the
prediction from prior studies. In addition, consis-
tent with Faccio (2006), political connections are
less common in countries with stricter regulations
limiting business activities of government officials.
Finally, political connections are less prevalent in
countries with German legal origin.

Column (2) of Table 3 presents the results of the
second-stage OLS regression. We find that the coef-
ficient on the political connection indicator, PC, is
negative and significant at the 0.01 level.20 To gage
the economic significance of the result, we take the

exponential value of the coefficient on PC and then
subtract one. We find that the average number of
management forecasts issuedbyconnectedfirms in a
given year is 77.4 percent lower relative to forecasts
issued by non-connected firms.21 Thus the effect of
political connections on the frequency of manage-
ment forecasts is economically significant. Column
(2) shows that several control variables are signifi-
cant at the 0.10 level or better. Specifically, the
frequency ofmanagement forecasts increases in firm
size, return on assets, market-to-book ratio, earnings
volatility, and analyst coverage, and decreases in
leverage and the percentage of closely held shares.
These findings are generally consistent with prior
studies such as Chen et al. (2008). Finally, the

Table 1 (Continued)

Country NForecast Xborder Restrict RegScore LnGDP Legal Origin Stockmkt efficiency ICRG Corrupt German Corrupt

Sweden 0.05 0 1 10.2 Scandinavian 7.73 0 0

Switzerland 0.19 0 2 10.56 German 7.33 0 0

Taiwan 0.09 0 0 9.51 German 7.11 3.15 3

Thailand 0.23 1 3 7.55 English 5.98 4.82 5

UK 0.07 0 2 10.17 English 6.73 0.9 0

US 0.91 0 4 10.53 English 8.32 1.37 0

Median 0.09 0 2 10 6.68 1.48 0

Note: Table 1 reports the sample distribution by country and country-level institutional characteristics. Panels A and B report the distribution of sample
firms by country and by year, respectively. Panel C shows the average number of management forecasts and institutional characteristics of the sample
countries.

Table 2 Descriptive statistics

Connected firms (N = 547) Control firms (N = 28,006) Diff in means t stat

Mean Median Mean Median

NForecast 0.250 0 0.474 0 -0.224 -4.09***

Capital 0.514 1 0.157 0 0.357 22.58***

IndustryPC 2.291 1.854 1.206 0.84 1.085 22.35***

Size 6.647 6.372 5.342 5.234 1.305 13.67***

LnAge 3.259 3.223 3.134 3.049 0.125 7.69***

FreeCash 0.054 0.060 0.002 0.045 0.052 5.90***

Herf 0.042 0.027 0.037 0.021 0.005 2.93***

ROA 0.021 0.035 -0.045 0.020 0.066 6.07***

MTB 2.006 1.354 2.178 1.539 -0.172 -1.32

LEV 0.181 0.147 0.143 0.08 0.038 5.04***

EarnVol 0.103 0.037 0.138 0.043 -0.035 -2.80***

RetVol 0.624 0.430 0.682 0.469 -0.058 -2.02**

NAnalyst 3.954 1 2.796 0 1.158 4.95***

BadNews 0.346 0 0.363 0 -0.017 -0.84

EquityIssue 0.077 0 0.111 0 -0.034 -2.54**

Cross 0.177 0 0.030 0 0.147 19.40***

BigN 0.843 1 0.741 1 0.102 5.39***

IAS 0.048 0 0.032 0 0.016 2.02**

Closeheld 0.340 0.326 0.251 0.178 0.089 7.92***

Note: Table 2 reports descriptive statistics of the firm-level variables across connected and control firms. *, **, and *** indicate significance at the 0.10,
0.05, and 0.01 levels, respectively. See Appendix for variable definitions.
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coefficient on Lambda is significantly positive at the
0.01 level, indicating a significant self-selection
effect in our sample.22 In summary, the results in
Table 3 suggest that relative to non-connected firms,
politically connected firms provide less voluntary
disclosure.

Sensitivity Tests
In this section, we conduct several robustness
checks of our results in Table 3 by examining
different types of political connections, considering

state ownership as an alternative form of political
connections, using an alternative measure of vol-
untary disclosure, adding additional control vari-
ables, using an alternative sample, and adopting
alternative schemes of clustering standard errors.
Panel A of Table 4 reports the tests for alternative
definitions of key variables and additional control
variables. Panel B of Table 4 reports the tests with
alternative samples and adjustment to standard
errors. We summarize the results of these robust-
ness checks below.

Table 3 Political connections and management earnings forecasts

(1) (2)

1st stage 2nd stage

Pred. sign Dep. var. = PC Pred. sign Dep. var. = Freq

Capital ‘‘+’’ 0.536*** PC ‘‘-’’ -0.457***

(6.364) (-4.972)

IndustryPC ‘‘+’’ 0.140*** Size ‘‘+’’ 0.055***

(5.635) (9.476)

Size ‘‘+’’ 0.137*** ROA ‘‘+’’ 0.097***

(6.253) (2.829)

LnAge ‘‘+’’ 0.242** MTB ‘‘+’’ 0.003**

(2.340) (2.280)

FreeCash ‘‘+’’ 0.377 LEV ‘‘-’’ -0.056*

(1.404) (-1.770)

Herf ‘‘+’’ -1.522* EarnVol ‘‘+’’ 0.040*

(-1.809) (1.805)

ICRGCorrupt ‘‘+’’ -0.081 RetVol ‘‘+’’ 0.001

(-1.211) (0.121)

XborderRestrict ‘‘+’’ 0.294 Nanalyst ‘‘+’’ 0.012***

(1.602) (7.074)

RegScore ‘‘-’’ -0.207** BadNews ‘‘+’’ -0.001

(-2.143) (-0.063)

LnGDP ? -0.057 EquityIssue ‘‘+’’ -0.005

(-0.407) (-0.596)

German ? -0.486* Cross ‘‘+’’ -0.020

(-1.874) (-0.862)

French ? 0.126 BigN ‘‘+’’ 0.016

(0.597) (1.498)

Scandinavian ? -0.409 IAS ‘‘+’’ 0.009

(-1.438) (0.508)

Closeheld ‘‘-’’ -0.125***

(-7.279)

Lambda ? 0.193***

(4.699)

No. of obs. 28,553 No. of obs. 28,553

Pseudo R2 0.210 Adj. R2 0.302

Year FE Yes Year FE Yes

Industry FE No Industry FE Yes

Country FE No Country FE Yes

Note: Table 3 reports the Heckman two-stage regression results of management earnings forecasts issued by politically connected and control firms. The
sample consists of 547 connected firm-years and 28,006 non-connected firm-years in 2002–2004. Robust t-statistics in parenthesis are based on
standard errors clustered at the country-industry level. *, **, and *** indicate significance at the 0.10, 0.05, and 0.01 levels, respectively. See Appendix
for variable definitions.
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Examining Different Types of Political Connections
Faccio (2006) suggests that compared to connec-
tions with a minister or members of parliament
(GovParli), close relations with top officials (Rela-
tion) are more ambiguous and less objective because
the necessity of relying on publicly available
sources for information on close relationships
produces an incomplete picture. We investigate
whether the impact of political connections on
voluntary disclosure varies across different connec-
tion types. Column (1) of Table 4, Panel A shows
that, consistent with Faccio (2006), the effect of
political connections on management earnings
forecasts is greater among firms whose political ties
are more objectively measured. The difference of
the effect of GovParli versus Relation is significant at
the 0.05 level.

Considering State Ownership
Following Faccio (2006), we capture political con-
nections as the personal ties between high-level
politicians (i.e., a head of state, a minister, or a
member of parliament) and corporate insiders (i.e.,
large shareholders or top directors). State owner-
ship is not considered as political ties in this study.
Nevertheless, state ownership may constitute
another form of political connection and can be
associated with both political connections and a
firm’s voluntary disclosure practice. We collect the
information on state ownership based on Claes-
sens, Djankov, & Lang (2000) and Faccio & Lang
(2002) and re-define PC as a dummy variable,
PCplus, equal to one if a firm is politically con-
nected as in Faccio (2006) or has state-controlled
ownership. We rerun our analysis in Table 3 and
find consistent results as reported in column (2) of
Table 4, Panel A. In column (3), we include state
ownership as an additional control variable in our
regression analysis, and find that our results are
qualitatively identical to those reported in
Table 3.23 In addition, we find that the coefficient
on PC is more negative than the coefficient on State
(significant at the 0.01 level), suggesting that the
effect of high-level political connections on volun-
tary disclosure is greater than the effect of state
ownership. In sum, our findings are robust to
controlling for state ownership.

Issuance of Management Forecasts as an Alternative
Measure of Voluntary Disclosure
We assess whether our results extend to the deci-
sion to issue management forecasts rather than
disclosure intensity as measured by forecast

frequency. We replace the frequency of forecasts
(NForecast) with a variable indicating whether a
company issues at least one forecast during the
fiscal year. We estimate a probit model and report
the results in column (4) of Table 4, Panel A. We
find that our results are qualitatively identical to
those reported in Table 3.

Conference Calls as an Alternative Measure
of Voluntary Disclosure
Conference calls are another channel through
which managers communicate their private infor-
mation on firm performance (Bushee, Matsumoto,
& Miller, 2003). We assess the robustness of our
results by using conference calls as an alternative
measure of voluntary disclosure. While manage-
ment forecasts provide forward-looking informa-
tion, conference calls provide context, clarity, and
greater details about the recent earnings number.
To the extent that both management forecasts and
conference calls improve transparency, however,
the effect of political connection on these two
different types of disclosures should be similar. We
obtain information on conference calls from Cap-
ital IQ and rerun our analysis in Tables 3 by
replacing the frequency of management forecasts
with that of conference calls. Our sample for the
analysis of conference calls is identical to the
sample in Table 1, except that we now include
6,576 observations from Japan (69 connected
observations representing 27 unique firms and
6,507 non-connected observations representing
2,586 unique firms).24 In untabulated univariate
analysis, we find that the average frequency of
conference calls for connected firms in a year
(0.039) is significantly lower than that for non-
connected firms (0.173). Column (5) of Table 4,
Panel A reports the regression result. The coefficient
on PC is negative and significant at the 0.01 level,
suggesting that connected firms hold less frequent
conference calls. Thus our findings are robust to
using conference calls as an alternative measure of
voluntary disclosure.

Controlling for Additional Variables
While we control for an extensive set of variables in
Eq. (2), our results could still be subject to the bias
of correlated omitted variables. Prior studies find
that connected firms have lower financial reporting
quality and greater analyst forecast errors (Chaney
et al., 2011; Chen et al., 2010). Thus we further
control for two variables: (1) a proxy for earnings
quality (EarnQuality), calculated as the standard
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deviation of 5-year performance-matched discre-
tionary current accruals, and (2) a proxy for analyst
forecast accuracy (FError), measured by the absolute
value of the difference between the last consensus
analyst forecast prior to the earnings announce-
ment and actual earnings, deflated by stock price at
the beginning of the year. We also include an
indicator variable for family ownership as in
Chaney et al. (2011). We then re-estimate Eq. (2)
after adding these three additional control vari-
ables. The number of observations is substantially
smaller in this test due to data restrictions in
calculating the additional variables. Column (6) of
Table 4, Panel A finds that, despite the much
smaller number of observations, our results are
qualitatively identical to those reported in Table 3.
Thus our findings are robust to including addi-
tional controls for earnings quality, analyst forecast
accuracy, and family ownership.

Using a matched sample
The sample distribution in Table 1 shows a much
larger number of control firms than the number of
connected firms. While using the full sample helps
ensure adequate sample sizes in our partitioning
analyses and additional tests, we test the robustness
of our results to alternative sample compositions by
constructing a one-to-all, by-year, by-country, and
by-industry matched control sample following
Chen et al. (2010).25 While we already control for
year, industry, and country fixed effects in all our
regressions, matching of connected and non-con-
nected firms in these dimensions helps ensure that
our results are not driven by year, industry, and
country-specific factors. Column (1) of Table 4,
Panel B finds that our results are qualitatively
identical to those reported in Table 3, even though
the number of observations is substantially
reduced.

Excluding preliminary earnings announcements
Companies often provide earnings forecasts after
the end of the reporting period but before the
release of the final earnings numbers. These earn-
ings forecasts are termed as ‘‘preliminary earnings
announcements’’ and motivations for issuing such
forecasts are potentially different from those of
other forecasts issued earlier in the year (Hirst et al.,
2008). We assess the sensitivity of our results by
excluding management forecasts issued between
the fiscal yearend and the date of earnings
announcement. Column (2) of Table 4, Panel B
finds that our results are qualitatively identical to

those reported in Table 3. Thus our findings are
robust to excluding preliminary earnings
announcements.

Addressing Capital IQ coverage issues
Radhakrishnan et al. (2012) suggest that Capital IQ
expands its coverage over time and the coverage is
likely to be more complete after 2004. To address
the potential concern of incomplete coverage in
our sample period, we first re-estimate Eq. (2) by
limiting our sample to firms with analyst following,
assuming that firms that are followed by analysts
are likely to be covered by Capital IQ even in earlier
years. The results reported in column (3) in Table 4,
Panel B are qualitatively identical to those reported
in Table 3. In untabulated analysis, we also find
that our results are robust to limiting the sample
period to 2004. Thus our findings are robust to
addressing the potential coverage issues with Cap-
ital IQ.

Dropping influential countries
Table 1 indicates that the UK, Malaysia, Indonesia,
Thailand, and Singapore are the five countries with
the largest number of connected firms in our
sample. To assess the sensitivity of our results to
the influential countries, we drop these five coun-
tries all together. The results reported in column (4)
of Table 4, Panel B are qualitatively identical to
those reported in Table 3. In untabulated analysis,
we also drop these five countries one at a time and
find consistent results. Thus our findings are robust
to excluding influential countries. In addition, as
US firms take up a large proportion of the control
sample, we exclude them from our analysis and
find the results (untabulated) qualitatively identical
to those reported in Table 3.

Using alternative clustering schemes
Following Chaney et al. (2011), we cluster the
standard errors in all our regressions at the country-
industry level to control for common but unob-
servable characteristics shared by observations
within the same country-industry group.26 To
assess the sensitivity of our results, we employ the
following alternative clustering schemes: (1) two-
way clustering by firm and year, (2) two-way
clustering by firm and country-year. As shown in
columns (5) and (6) of Table 4, Panel B, our results
are qualitatively identical to those reported in
Table 3. Thus our findings are robust to alternative
standard error clustering schemes.
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Performing analysis by year
Our sample period spans over 2002–2004. We
conduct Fama–MacBeth regressions and find robust
results as reported in column (7) of Table 4, Panel
B. In untabulated analysis, we also rerun our
analysis by year and find qualitatively identical
results for each year as those reported in Table 3.
Thus our findings are robust across all sample years.

Changes in Management Forecasts Following
Elections Worldwide
Our analyses so far use the Heckman two-stage
regression procedure to control for the effect of self-
selection. In this section, we further mitigate the
concern of endogeneity by adopting an alternative
design using a DiD approach. Specifically, we
examine the change in management forecasts for
connected firms subsequent to political events that
damage their political ties. If political connections
are indeed the reason for a lower level of manage-
ment forecasts, we expect connected firms to
increase voluntary disclosure subsequent to these
events, that is, when their political ties are broken.
As a falsification test, we also examine changes in
management forecasts around political events that
do not affect the existing power structure and
expect no changes for connected firms following
these events. To implement these tests, we compare
changes in the number of management forecasts
issued by connected firms 2 years before and after
the elections, relative to the corresponding changes
in the number of forecasts issued by non-connected
firms in the same country over the same period.
This DiD design helps isolate the effect of elections
from other factors potentially affecting voluntary
disclosure.

To capture political events that damage the
political ties of connected firms, we use elections
that result in power turnovers. We utilize the World
Bank Database of Political Institutions (Beck,
Clarke, Groff, Keefer, & Walsh, 2001), which
collects information on worldwide presidential
and legislative elections from 1975 to 2012. We
define elections with power turnovers as those
electing a new president in countries with presi-
dential systems (e.g., Taiwan and the US) or a new
parliament under the leadership of a different party
in countries with parliamentary systems (e.g., Aus-
tria and Canada). Similarly, elections without
power turnovers (i.e., political events that do not
damage the political ties of connected firms) are
those that re-elect the incumbent presidents in
countries with presidential systems or the same

party in countries with parliamentary systems.
Since political connections reflect ties with the
existing head of state or members of parliament,
elections that result in turnover of the incumbent
president and ruling parties should damage such a
connection.27 Elections without power turnovers,
on the other hand, are not expected to affect
political connections. We focus on elections in
2004–2010 because corporate guidance informa-
tion is available in Capital IQ starting in 2002 and
we wish to examine firms’ voluntary disclosure
behavior 2 years before and after the elections. To
be included in this analysis, sample countries must
have elections between 2004 and 2010. We also
require firms, including politically connected firms,
to have necessary financial data in periods both
before and after the elections.28

Table 5 presents the results of this analysis. Panel
A describes the sample countries experiencing
elections with and without power turnovers. Panel
A shows that thirteen sample countries have
parliamentary systems and six have presidential
systems. Thirteen countries in our sample experi-
ence elections that result in power turnovers (i.e.,
‘‘realigning elections’’) in 2004–2010, while thir-
teen but a non-identical set of countries experience
elections without power turnovers.29 We follow
Julio & Yook (2012) and define the fiscal year for a
firm as the election year if the date of the election
lies between 60 calendar days prior to the end of
fiscal year t and 274 calendar days after the end of
fiscal year t.30 There is a wide variation in the
election years across our sample countries, which
helps strengthen our identification strategy by
mitigating the undue influence of unobservable
factors common across the nations at a particular
time.
Panel B of Table 5 presents the regression analysis

of the effect of realigning elections on voluntary
disclosure practices of connected firms. In column
(1) we regress the proxy of voluntary disclosure
(Freq) on the indicator for connected firms (PC), the
indicator for post-election years (Post), their inter-
action, and the set of control variables as in
Eq. (2).31 We find that the coefficient on PC is
negative and significant at the 0.01 level. This
result is consistent with the result in Table 3 and
indicates a lower frequency of management fore-
casts for connected firms in the 2 years before the
elections. More importantly, the coefficient on the
interaction term PC 9 Post is significantly positive
at the 0.01 level, consistent with the notion that
following the realigning elections politically
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Table 5 The effect of political realignment on voluntary disclosure

Country System Elections with power turnovers Election years without

power turnovers
Election

years

Incumbent ruling party/

president

New ruling party/president

Panel A: Description of elections with and without power turnovers

Austria Parliamentary 2006 Austrian People’s

Party(OVP)

Social Democratic Party (SPO) –

Belgium Parliamentary 2007 Flemish Liberals and

Democrats (VLD)

Christian Democratic and

Flemish Party (CD&V)

–

Canada Parliamentary 2006 Liberal Party (LPC) Conservative Party (CPC) –

Finland Parliamentary – 2007

France Parliamentary – 2007

Germany Parliamentary 2005 Social Democratic Party

(SPD)

Christian Democratic Union

(CDU)

2009

India Parliamentary – 2009

Indonesia Assembly-Elected

President

2004 Megawati Sukarnoputri Susilo Bambang Yudhoyono 2009

Ireland Parliamentary – 2007

Malaysia Parliamentary – 2004, 2008

Mexico Presidential 2006 Vicente Fox Felipe Calderón Hinojosa –

Philippines Presidential 2010 Gloria Macapagal-Arroyo Benigno Aquino III 2004

Singapore Parliamentary – 2006

South

Korea

Presidential 2007 Roh Moo-hyun Lee Myung-bak –

Sweden Parliamentary 2006 Social Democratic Party Moderate Party 2010

Taiwan Presidential 2008 Chen Shui-bian Ma Ying-jeou 2004

Thailand Parliamentary 2006 Thais Love Thais (TRT) Independent –

UK Parliamentary 2010 Labor Conservative 2005

US Presidential 2008 George W. Bush Barack Obama 2004

Dep. var. = Freq (1) (2) (3) (4)

Panel B: Changes in management forecasts in the 2 years before and after the elections with power turnovers

PC -0.157*** -0.119**

(-2.948) (-1.986)

PC 9 Post 0.245***

(3.644)

PC 9 Yr - 1 -0.021

(-0.264)

PC 9 Yr0 0.035

(0.532)

PC 9 Yr1 0.129*

(1.705)

PC 9 Yr2 0.241***

(3.487)

GovParli -0.212*** -0.151**

(-3.903) (-2.570)

Relation 0.053 0.001

(0.390) (0.008)

GovParli 9 Post 0.329***

(4.936)

Relation 9 Post -0.083

(-0.616)

GovParli 9 Yr - 1 -0.049

(-0.597)

GovParli 9 Yr0 0.031

(0.409)

GovParli 9 Yr1 0.183**
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Table 5 (Continued)

Dep. var. = Freq (1) (2) (3) (4)

(2.293)

GovParli 9 Yr2 0.293***

(3.908)

Relation 9 Yr - 1 0.090

(0.628)

Relation 9 Yr0 0.049

(0.351)

Relation 9 Yr1 -0.080

(-0.450)

Relation 9 Yr2 0.043

(0.342)

Post 0.012 0.011

(0.879) (0.859)

Size 0.056*** 0.056*** 0.056*** 0.056***

(8.161) (8.428) (8.148) (8.396)

ROA 0.124** 0.100* 0.125** 0.100*

(2.034) (1.806) (2.036) (1.808)

MTB 0.004** 0.004* 0.004** 0.004*

(2.143) (1.920) (2.113) (1.899)

LEV 0.088 0.100 0.089 0.100

(0.927) (1.046) (0.929) (1.048)

EarnVol 0.060 0.051 0.060 0.051

(1.516) (1.402) (1.514) (1.391)

RetVol -0.014 -0.011 -0.014 -0.011

(-1.083) (-0.794) (-1.071) (-0.778)

Nanalyst 0.012*** 0.012*** 0.012*** 0.012***

(5.547) (5.663) (5.522) (5.647)

Badnews -0.011 -0.007 -0.011 -0.007

(-1.597) (-0.982) (-1.564) (-0.962)

EquityIssue 0.014 0.009 0.014 0.009

(1.085) (0.991) (1.093) (0.984)

Cross -0.028 -0.010 -0.025 -0.007

(-0.596) (-0.220) (-0.534) (-0.145)

BigN 0.075*** 0.067*** 0.074*** 0.067***

(3.698) (3.277) (3.687) (3.277)

IAS 0.115*** 0.028 0.117*** 0.029

(3.145) (1.074) (3.193) (1.133)

Closeheld -0.123*** -0.152*** -0.124*** -0.152***

(-4.308) (-5.358) (-4.349) (-5.395)

No. of obs. 21,044 26,305 21,044 26,305

R2 0.352 0.351 0.352 0.351

Year FE No Yes No Yes

Industry FE Yes Yes Yes Yes

Country FE Yes Yes Yes Yes

Dep. var. = Freq (1) (2) (3) (4)

Panel C: Changes in management forecasts in the 2 years before and after the elections without power turnovers

PC -0.017 -0.064*

(-0.510) (-1.681)

PC 9 Post -0.051

(-1.356)

PC 9 Yr - 1 0.020

(0.530)

PC 9 Yr0 0.015

(0.364)

Political connections and voluntary disclosure Mingyi Hung et al

288

Journal of International Business Studies



Table 5 (Continued)

Dep. var. = Freq (1) (2) (3) (4)

PC 9 Yr1 0.029

(0.701)

PC 9 Yr2 0.053

(1.188)

GovParli -0.061* -0.080**

(-1.780) (-2.046)

Relation 0.076 -0.015

(1.150) (-0.183)

GovParli 9 Post -0.040

(-0.981)

Relation 9 Post -0.050

(-0.841)

GovParli 9 Yr - 1 0.017

(0.397)

GovParli 9 Yr0 -0.020

(-0.433)

GovParli 9 Yr1 -0.014

(-0.285)

GovParli 9 Yr2 0.010

(0.197)

Relation 9 Yr - 1 -0.002

(-0.023)

Relation 9 Yr0 0.093

(1.272)

Relation 9 Yr1 0.133*

(1.925)

Relation 9 Yr2 0.146*

(1.833)

Post 0.149*** 0.148***

(4.562) (4.557)

Size 0.061*** 0.063*** 0.061*** 0.062***

(7.990) (8.132) (8.008) (8.146)

ROA 0.228*** 0.216*** 0.229*** 0.217***

(3.650) (3.229) (3.665) (3.243)

MTB 0.004*** 0.002 0.004*** 0.002

(3.175) (1.622) (3.157) (1.617)

LEV 0.062 0.048 0.061 0.047

(1.176) (0.916) (1.155) (0.900)

EarnVol 0.010 -0.009 0.010 -0.010

(0.243) (-0.222) (0.239) (-0.230)

RetVol -0.009 0.002 -0.009 0.002

(-0.577) (0.127) (-0.600) (0.102)

Nanalyst 0.012*** 0.012*** 0.012*** 0.012***

(7.099) (6.962) (7.105) (6.980)

Badnews 0.005 0.007 0.005 0.007

(0.476) (0.836) (0.472) (0.853)

EquityIssue 0.010 -0.001 0.010 -0.001

(0.577) (-0.063) (0.572) (-0.068)

Cross 0.040 0.025 0.045 0.030

(0.984) (0.589) (1.127) (0.727)

BigN 0.024 0.038** 0.024 0.038**

(1.577) (2.181) (1.561) (2.166)

IAS -0.039 -0.056* -0.039 -0.055*

(-1.268) (-1.843) (-1.275) (-1.807)

Closeheld -0.039 -0.148*** -0.039* -0.149***
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connected firms increase management forecasts
more than non-connected firms.32

There are several alternative explanations for the
results in Panel B of Table 5. For example, con-
nected firms are more likely to be in main indus-
tries that contribute to a country’s overall
economy, and voters are likely to penalize the
incumbent more when the economy is bad, result-
ing in party turnovers. We address this concern by
controlling for bad news indicator (BadNews) and
industry fixed effects. Another potential concern of
our analysis is that the results may be driven by
political uncertainty and firms’ response to uncer-
tainty prior to elections. Julio & Yook (2012) find
that firms reduce investment expenditures in elec-
tion years due to political uncertainty. Thus an
alternative explanation for our result in column (1)
of Panel B is that firms suppress voluntary disclo-
sures before elections in response to political
uncertainty and return to the normal disclosure
level after the election, and this behavior is more
pronounced among politically connected firms. To
examine whether politically connected firms sup-
press voluntary disclosures more than non-con-
nected firms prior to elections, we follow Bertrand
& Mullainathan (2003) and replace the Post indi-
cator with indicator variables that track the effect of

the elections before and after they take place.
Specifically, we interact PC with four indicator
variables, Yr - 1, Yr0, Yr1, and Yr2, which equal to
one for the year prior to, the year of, the year after,
and 2 years after the elections, respectively, and
zero otherwise. The period of the 2 years prior to
the election serves as a benchmark. We include year
fixed effects in the regression and therefore omit
the main effects of year indicators, Yr - 1, Yr0, Yr1,
and Yr2. We report the results in column (2) of
Panel B. We find insignificant coefficients on
PC 9 Yr - 1 and PC 9 Yr0, and significantly posi-
tive coefficients on PC 9 Yr1 and PC 9 Yr2. This
result suggests that the increase in management
forecasts among connected firms is unlikely due to
heightened political uncertainty leading firms to
temporarily suppress voluntary disclosure prior to
or during the election year.
In columns (3) and (4), we break down political

connections into two types: firms connected to
government officials or members of parliaments
(GovParli) and firms with close relationships to a
top official (Relation), and rerun the analysis in
columns (1) and (2). In column (3), we find a
significantly negative coefficient on GovParli but an
insignificant coefficient on Relation. This result is
consistent with Faccio (2006) and indicates that the

Table 5 (Continued)

Dep. var. = Freq (1) (2) (3) (4)

(-1.632) (-6.066) (-1.651) (-6.089)

No. of obs. 21,160 26,450 21,160 26,450

R2 0.298 0.314 0.299 0.315

Year FE No Yes No Yes

Industry FE Yes Yes Yes Yes

Country FE Yes Yes Yes Yes

Sample Variable N Pre-election N Post-election p value of t test

Panel D: Changes in management forecast properties of politically connected firms in the 2 years before and after the elections with power

turnovers

Full sample Additional line items 33 1.410 56 1.742 0.041

Explanation 33 0.166 56 0.339 0.035

Loss 33 0.045 56 0.027 0.609

Specificity 33 3.073 56 2.290 0.002

Constant sample Additional line items 29 1.449 28 1.775 0.051

Explanation 29 0.189 28 0.375 0.051

Loss 29 0.052 28 0.054 0.973

Specificity 29 3.032 28 2.361 0.026

Note: Table 5 presents the analysis of changes in management earnings forecasts issued by politically connected firms and control firms in countries that
experience elections with and without power turnovers. Panel A describes the political systems and the elections. Panel B reports the regression analysis
of elections with power turnovers and Panel C reports the regression analysis of elections without power turnovers. Panel D presents the changes in
forecast properties among connected firms following the elections with power turnovers. Robust t-statistics in parenthesis are based on standard errors
clustered at the country-industry level. *, **, and *** indicate significance at the 0.10, 0.05, and 0.01 levels, respectively. See Appendix for variable
definitions.
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negative relation between political connections
and the frequency of management forecasts prior
to the elections is significant only for the more
objective type of connections (GovParli). Further,
column (3) reports a significantly positive coeffi-
cient on GovParli 9 Post and an insignificant coef-
ficient on Relation 9 Post, suggesting that the
increase in the number of management forecasts
following the elections is present only among firms
connected with government officials or members of
parliaments. In column (4), we find insignificant
coefficients on GovParli 9 Yr - 1 and GovPar-
li 9 Yr0, and significantly positive coefficients on
GovParli 9 Yr1 and GovParli 9 Yr2, similar to the
result in column (2). This result provides further
support that the increase in management forecasts
among connected firms is due to the elections that
damage their political connections.

Panel C of Table 5 reports results of the parallel
analysis based on elections that result in no power
turnovers. If the damaged political ties motivate
connected firms to increase voluntary disclosures
after the power-realigning elections, we should not
observe similar results around elections that do not
result in power turnovers. In sharp contrast to the
results in Panel B, we find that the coefficient on
PC 9 Post is insignificant in column (1), and the
coefficients on PC 9 Yr1 and PC 9 Yr2 are insignif-
icant in column (2). When we break down political
connections (PC) into GovParli and Relation, the
result is similar. That is, we find an insignificant
coefficient on GovParli 9 Post in column (3) and
insignificant coefficients on GovParli 9 Yr1 and
GovParli 9 Yr2 in column (4).33 In sum, the results
in Panel C suggest that politically connected firms
do not change their voluntary disclosure practices
when their connections remain intact after the
elections. These results also suggest that confound-
ing factors such as increased economic or political
uncertainty around elections are unlikely to
explain the findings in Panel B, and thus lend
further support to the causal link between political
connections and voluntary disclosure.

To provide additional insights into the effect of
political realignment on management earnings
forecasts, we manually collect information on
earnings forecast properties issued by connected
firms from Capital IQ. We examine changes in the
number of additional line items forecasted (Addi-
tional line items), whether the forecast is accompa-
nied by an explanation (Explanation), whether
forecasted earnings is a loss (Loss), and the degree
of specificity in forecast forms such as range or

point estimates (Specificity).34 Results in Table 5,
Panel D suggest that politically connected firms
forecast more additional line items and are more
likely to provide accompanied explanations for the
earnings forecasts following the realigning elec-
tions. This is consistent with the notion that
connected firms expand their disclosure once their
political ties are damaged. Interestingly, we also
find that connected firms become less specific in
making forecasts following the realigning elections.
One possible explanation for this finding is that
uncertainty of connected firms’ fundamentals
increases after they lose their political ties and
therefore these firms are unable to issue forecasts
with high specificity. These results hold among a
constant sample of connected firms issuing fore-
casts in both the pre- and post-election periods.

MECHANISMS AND ALTERNATIVE
EXPLANATIONS

Political Connections and (Dis) Incentives
for Voluntary Disclosure
As discussed previously, disclosure theories suggest
that firms are more likely to provide voluntary
disclosure when they have greater capital market
incentives and face higher litigation risk. They are
less likely to provide voluntary disclosure when
they have higher proprietary costs. We argue that
political connections weaken these disclosure
incentives and disincentives. In this section, we
further examine how these three mechanisms (i.e.,
capital market incentives, litigation risk, and pro-
prietary costs) influence the difference in the
voluntary disclosure choices of connected firms
versus non-connected firms.
We first take advantage of cross-country differ-

ences in the capital market development to exam-
ine the role of capital market incentives. Because
the demand for transparency is associated with the
development of capital markets, we posit that the
negative relation between political connections
and the level of management forecasts is more
pronounced in countries with greater capital mar-
ket development. We perform this analysis by re-
estimating Eq. (2) after partitioning the sample
based on the median value of the country-level
stock market efficiency, which indicates whether
stock markets provide adequate financing to com-
panies (El Ghoul, Guedhami, & Kim, 2017).35

Columns (1) and (2) of Table 6 present the results.
We find that the coefficient on PC is more negative
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in countries with a more efficient stock market
than in countries with a less efficient stock market,
and the difference across partitions is significant at
the 0.01 level. This result is consistent with the
notion that lower financing need and weaker
capital market incentives drive connected firms to
disclose less than non-connected firms.

Next, we explore the role of litigation risk.
Because the benefit of disclosure in mitigating
litigation risk is more important in industries with

higher litigation risk, we expect the disclosure gap
between connected firms and non-connected firms
to be greater in more litigious industries. We thus
predict that the negative relation between political
connections and the level of management forecasts
is more pronounced in more litigious industries.
Following Li (2010), we measure litigious industries
using an indicator variable equal to one if a firm
operates in a high litigious industry, namely indus-
tries with four-digit SIC code 2833–2836, 8731 8734

Table 6 Political connections and firms’ incentives to issue management earnings forecasts

Dep. var. = Freq (1) (2) (3) (4) (5) (6)

Capital mkt incentive Litigation risk Proprietary cost

More efficient Stock

market

Less efficient stock

market

Litigious

industry

Non-litigious

industry

High Adj.

R&D

Low Adj.

R&D

PC (b1) -0.718*** -0.127*** -0.753*** -0.376*** -0.369*** -0.603***

(-3.187) (-2.893) (-3.869) (-3.948) (-3.885) (-3.618)

Size 0.060*** 0.023*** 0.067*** 0.053*** 0.047*** 0.063***

(9.152) (6.900) (6.829) (8.799) (7.748) (7.684)

ROA 0.095*** 0.015 0.120*** 0.046 0.081*** 0.089**

(2.723) (0.572) (3.057) (1.428) (3.324) (2.173)

MTB 0.002** 0.006** 0.003 0.004** 0.004** 0.001

(2.062) (2.268) (1.380) (2.181) (2.541) (0.965)

LEV -0.061* -0.009 -0.083 -0.045 -0.033 -0.062

(-1.669) (-0.419) (-1.256) (-1.386) (-1.331) (-1.244)

EarnVol 0.044* 0.013 0.011 0.050*** 0.043* 0.040*

(1.820) (0.689) (0.365) (2.606) (1.839) (1.718)

RetVol 0.001 0.001 -0.004 0.006 -0.004 0.004

(0.113) (0.302) (-0.434) (0.794) (-0.617) (0.507)

Nanalyst 0.012*** 0.005** 0.014*** 0.010*** 0.010*** 0.015***

(6.688) (2.347) (6.075) (4.699) (5.047) (7.765)

BadNews -0.001 -0.000 0.013 -0.011 0.003 -0.005

(-0.122) (-0.067) (0.790) (-1.544) (0.270) (-0.433)

EquityIssue -0.002 -0.003 0.005 -0.007 0.000 -0.011

(-0.217) (-0.335) (0.326) (-0.901) (0.017) (-1.036)

Cross -0.036 0.086** 0.048 -0.061*** -0.004 -0.047

(-1.295) (2.299) (1.039) (-2.788) (-0.162) (-1.363)

BigN 0.016 0.001 0.020 0.018** 0.010 0.027

(1.207) (0.119) (0.827) (2.354) (1.268) (1.317)

IAS 0.008 0.036 0.029 0.004 -0.005 0.030

(0.369) (1.542) (0.703) (0.261) (-0.192) (1.207)

Closeheld -0.132*** -0.033** -0.138*** -0.120*** -0.097*** -0.143***

(-6.438) (-2.379) (-3.718) (-6.434) (-5.906) (-5.339)

Lambda 0.288*** 0.055*** 0.272*** 0.171*** 0.152*** 0.255***

(3.166) (2.762) (3.526) (3.983) (3.527) (3.577)

Year, industry, country FE Yes Yes Yes Yes Yes Yes

Test of diff in b1 across

partitions

p\0.01 p\0.01 p\0.01

No. of obs. 23,999 4,554 8,099 20,454 14,677 13,876

Adj. R2 0.293 0.174 0.330 0.284 0.303 0.306

Note: Table 6 presents the results of the effect of political connections on managers’ incentives to issue earnings forecasts. Columns 1 and 2 report the
results conditional on the country-level median value of Stockmktefficiency, columns 3 and 4 report the results conditional on whether firms are in
litigious industries or not (Litigious), and columns 5 and 6 report the results conditional on the sample median value of industry-adjusted R&D over sales
(AdjR&D). Robust t-statistics in parenthesis are based on standard errors clustered at the country-industry level. *, **, and *** indicate significance at the
0.10, 0.05, and 0.01 levels, respectively. See Appendix for variable definitions.
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(bio-tech), 3570–3577 (computer hardware),
3600–3674 (electronics), 7371–7379 (computer
software), 5200–5961 (retailing), 4812–4813, 4833,
4841,4899 (communications), or 4911, 4922–4924,
4931, 4941 (utilities).36 We re-estimate Eq. (2) after
partitioning the sample into litigious and non-
litigious industries and present the result in
columns (3) and (4) of Table 6. We find that the
coefficient on PC is more negative in litigious
industries than in non-litigious industries, and the
difference across partitions is significant at the 0.01
level. Thus this result suggests that connected
firms’ lower litigation risk is another factor that
explains why they issue fewer management fore-
casts than non-connected firms.

Finally, we investigate the role of proprietary
costs. Because politically connected firms have
greater access to government contracts and support
and therefore face less proprietary costs when
disclosing more information, the lower proprietary
costs may motivate connected firms to disclose
more, counterbalancing the effect of capital market
incentive and litigation risk. Thus we expect the
disclosure gap between connected firms and non-
connected firms to be less pronounced when
proprietary information is abundant. We capture
the effect of proprietary costs using industry-ad-
justed R&D expenditure, measured by a firm’s R&D
expense deflated by sales, adjusted by the two-digit
SIC industry average (adjR&D). While R&D inten-
sity has been used as a proxy for proprietary costs
(e.g., Ellis, Fee, & Thomas, 2012), R&D intensity
varies by industry and industry-level R&D may
capture the entry barrier to the industry (Sutton,
1991). Thus we calculate industry-adjusted R&D to
measure the extent of the firm-level proprietary
information. We re-estimate Eq. (2) after partition-
ing the sample based on the sample median value
of adjR&D and present the result in columns (5) and
(6) of Table 6. We find that the coefficient on PC is
more negative among firms with lower industry-
adjusted R&D, and the difference across partitions
is significant at the 0.01 level. Thus this result
suggests that product market concerns are another
contributing factor to the difference in manage-
ment forecast frequency between politically con-
nected firms and non-connected firms.

Political Rent Seeking: An Alternative
Explanation?
In this section, we explore empirically whether the
negative effect of political connections on manage-
ment forecasts documented in Table 3 is driven by

an alternative explanation of political rent extrac-
tion. The political rent-seeking explanation sug-
gests that connected firms may prefer information
opacity to obscure their gains from politicians. For
example, insiders of connected firms have incen-
tives to divert benefits brought by political connec-
tions, which in turn motivate them to maintain an
opaque information environment in order to divert
monitoring and scrutiny by outsiders. In particular,
controlling shareholders of connected firms may
want to suppress information on true economic
performance in order to ensure that their diver-
sionary practices, largely stemming from political
cronyism and corruption, are kept hidden.
We test this alternative explanation by re-esti-

mating Eq. (2) after partitioning the sample based
on the median values of the degree of country-level
corruption. If political rent seeking is the primary
driver of the different voluntary disclosure practices
between connected firms and non-connected firms,
we expect our results to be more pronounced in
countries with more corruption than in countries
with less corruption. We follow Faccio (2006) and
use the International Country Risk Guide’s assess-
ment of the corruption in governments based on La
Porta et al. (1998) (ICRGCorrupt), and a corruption
index based on interviews with German exporters
as developed by Neumann (1994) (GermanCor-
rupt).37 Higher values of both corruption proxies
indicate more corruption in a country. Table 7
reports results of the regression analysis. For both
measures of corruption, the coefficient on PC is
more negative in countries with less corruption,
and the difference in the coefficient on PC across
partitions is significant at the 0.01 level.38 This
result is inconsistent with the prediction based on
the political rent-seeking explanation. That is,
political rent seeking and/or the desire to mask
political favors are unlikely to be the main driver
for the voluntary disclosure practice of connected
firms.
Finally, the result in Table 7 deviates from the IB

literature that finds a negative relation between
corruption and information transparency (Chen
et al., 2010; Cuervo-Cazurra, 2006; DiRienzo, Das,
Cort, & Burbridge, 2007; Zhao, Kim, & Du, 2003).
Chen et al. (2010) show that the negative effect of
political connections on analyst forecast error is
stronger in jurisdictions with higher levels of
corruption. Cuervo-Cazurra (2006) and Zhao et al.
(2003) suggest that corruption increases transaction
costs and creates social-cultural barriers to foreign
direct investment. DiRienzo et al. (2007) find that
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countries with greater access to information and
communication technology tend to have lower
corruption levels. An important explanation for the
different result is that corruption levels are gener-
ally lower in countries with greater capital market
development. Thus the results in Tables 6 and 7
should be considered together to understand the
mechanisms through which political connections
relate to voluntary disclosure. Our result indicates
that the effect of capital market incentives domi-
nates the effect of corruption and rent seeking, if
any, in explaining the voluntary disclosure behav-
ior of politically connected firms.

CONCLUSIONS
This study examines the effect of political connec-
tions on managers’ voluntary disclosure choices in
global markets. We find that politically connected
firms are associated with a lower level of manage-
ment forecasts, and this relation is more pro-
nounced in countries with stronger capital market
development and in more litigious industries, and
for firms with less proprietary information. Using
worldwide presidential and legislative elections
that result in a power turnover, we find that
connected firms increase the frequency of

Table 7 Political rent seeking: An alternative explanation?

Dep. var. = Freq (1) (2) (3) (4)

More Less More Less

ICRGCorrupt ICRGCorrupt GermanCorrupt GermanCorrupt

PC (b1) -0.140*** -0.678*** -0.173*** -0.710***

(-3.457) (-2.858) (-3.554) (-3.117)

Size 0.024*** 0.062*** 0.025*** 0.059***

(6.295) (8.962) (4.926) (9.040)

ROA -0.012 0.122*** 0.045** 0.093***

(-1.140) (3.358) (2.532) (2.670)

MTB 0.004*** 0.002* 0.005* 0.002**

(2.830) (1.891) (1.924) (2.114)

LEV -0.017 -0.054 -0.015 -0.061*

(-0.983) (-1.384) (-0.749) (-1.657)

EarnVol 0.010 0.049* 0.020 0.044*

(1.285) (1.699) (1.141) (1.803)

RetVol 0.001 0.003 0.001 0.001

(0.432) (0.287) (0.309) (0.135)

Nanalyst 0.004*** 0.013*** 0.005** 0.012***

(3.047) (6.687) (2.493) (6.664)

BadNews -0.002 -0.002 -0.000 -0.000

(-0.508) (-0.189) (-0.045) (-0.002)

EquityIssue 0.002 -0.005 -0.006 -0.001

(0.286) (-0.487) (-0.642) (-0.155)

Cross 0.061*** -0.073** 0.105** -0.035

(2.637) (-1.983) (2.323) (-1.321)

BigN 0.000 0.019 -0.003 0.018

(0.062) (1.238) (-0.344) (1.317)

IAS -0.005 0.012 0.016 0.009

(-0.249) (0.589) (0.594) (0.460)

Closeheld -0.027*** -0.135*** -0.029** -0.133***

(-2.668) (-5.854) (-2.231) (-6.489)

Lambda 0.065*** 0.266*** 0.079*** 0.283***

(3.754) (2.786) (3.678) (3.081)

Year, industry, country FE Yes Yes Yes Yes

Test of diff in b1, more-less corrupted countries p\0.01 p\0.01

No. of obs. 7,554 20,999 5,094 23,459

Adj. R2 0.146 0.286 0.160 0.290

Note: Table 7 presents the results of testing an alternative explanation, political rent seeking, for the effect of political connections on management
earnings forecast. The sample is partitioned based on the country-level median values of ICRGCorrupt and GermanCorrupt. Robust t-statistics in
parenthesis are based on standard errors clustered at the country-industry level. *, **, and *** indicate significance at the 0.10, 0.05, and 0.01 levels,
respectively. See Appendix for variable definitions.
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management forecasts subsequent to these elec-
tions. Our study is the first to examine whether and
how political connections affect voluntary disclo-
sure. Our results suggest that relatively low financ-
ing need and low litigation risk as well as lack of
product market concerns shape the distinct volun-
tary disclosure practices for connected firms.

We acknowledge several limitations of our study.
First, as in prior studies such as Chaney et al. (2011)
and Chen et al. (2010), we rely on Faccio’s (2006)
political connection data, which cover a relatively
small sample of high-level connected firms in a
short time period and may lead to under-represen-
tation of connected firms in certain countries. Our
results may not speak to the disclosure incentives of
connected firms outside of our sample if the role
and influence of politics in our sample countries are
much different than those in other countries.
Second, we focus on a specific type of political
connections, i.e., large shareholders or directors
being high-level government officials. Whether and
how other forms of political ties affect firms’
disclosure behavior in the global setting remains
an interesting avenue for future research.
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NOTES

1This literature typically focuses on corporate con-
nections to high-level politicians, which are more
common outside the US due to less stringent regula-
tions and/or poor institutional environments. Benefits
associated with high-level political connections
include access to credit from government-owned

banks, lower tax burdens, lax regulatory enforcement,
and receipt of government contracts and financing
(Adhikari et al., 2006; Faccio et al., 2006; Claessens
et al., 2008). Politically connected firms are also
insulated from bankruptcy, which enables them to
invest in risky projects (Boubakri et al., 2013). Exam-
ples of costs include rent extraction by politicians and
excessive government intervention that results in
inefficient investment (Fan et al., 2007; Khwaja &
Mian, 2005).

2For example, Chaney et al. (2011) suggest that
connected firms have a lesser need to respond to
market pressure to increase information transparency
by documenting that connected firms have poorer
earnings quality than non-connected firms. In con-
trast, Guedhami et al. (2014) argue that connected
firms have a greater incentive to improve information
transparency to convince outside investors that they
refrain from self-dealing. Consistent with their argu-
ment they find that connected firms are more likely to
appoint Big N auditors than non-connected firms.

3Faccio (2006) identifies politicians for most coun-
tries as of 2001. We begin our sample period in 2002
because the coverage of Capital IQ’s corporate guid-
ance information begins in 2002. We end the sample
period for our primary analyses in 2004, the first year
in which one of our sample countries experiences a
political realignment due to major elections, to avoid
measurement errors in our political connection
variable.

4The finding of earnings quality being negatively
related to political connections is not necessarily
generalizable to management forecasts because
poorer earnings quality, as typically measured by
higher discretionary accruals, may be driven by various
motivations including (1) meeting or beating markets’
expectations of earnings, (2) improving the informa-
tional value of earnings, and (3) opportunistic earnings
management to increase managers’ compensation or
mask true performance (Ayers, Jiang, & Yeung, 2006;
Subramanyam, 1996). While the first two motivations
may imply more management forecasts to facilitate
expectation management or convey managerial pri-
vate information, the third motivation can be associ-
ated with fewer management forecasts to hide
political favors. Evidence based on auditor choices
also has ambiguous implications for politically con-
nected firms’ preference for transparency. Politically
connected firms may appoint Big N auditors as a way
to (1) improve information transparency and credibil-
ity, or (2) leverage the insurance value of large
auditors.
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5For example, firms connected with members of
parliament during our sample period include well-
known companies such as Fiat from Italy, British
Petroleum from the UK, and Intel from the US.

6Our additional analyses in Table 4 suggest that
more direct and visible political ties are more nega-
tively associated with management forecasts. In addi-
tion, state ownership, an alternative measure of
political connections, is also negatively associated with
management forecasts.

7For example, Halliburton is not included in Faccio’s
sample. However, Dick Cheney, who was Vice-Presi-
dent from 2001 to 2009, House Representative from
1979 to 1989, Secretary of Defense from 1989 to
1993, was Chairman and CEO of Halliburton from
1995 to 2000. One reason is that Faccio imposes
timing requirements in coding political connections.
Specifically, her coding considers former heads of state
or prime ministers, not former members of parliament
or future heads of state/prime ministers. Thus Hal-
liburton is not coded as a politically connected firm
when Cheney was Chairman and CEO under Faccio’s
approach (because he is an ex-member of parliament)
but is coded as a connected firm in other studies that
consider such a background.

8We address the potential issues regarding Capital
IQ’s coverage in sensitivity tests.

9Furthermore, because management forecasts pro-
vided by Capital IQ are in text forms, collecting
information on forecast characteristics from Capital IQ
is challenging and time-consuming.

10Inverse Mills ratio is calculated differently for
treated firms (i.e., connected firms) and untreated
firms (i.e., non-connected firms) (Tucker, 2010).

11Our results are robust to including country fixed
effects instead of the country-level factors in the first-
stage regression.

12In a sensitivity test, we also estimate a probit
regression with an indicator for at least one manage-
ment forecast issued over the fiscal year as the
dependent variable. The analysis, reported in Panel A
of Table 4, finds that our inference remains
unchanged. We focus on the regression with the
disclosure frequency as the dependent variable
throughout the article because the structural two-
stage model for the endogenous treatment effects
may result in inconsistent parameter estimates if the
second-stage specifications are non-linear such as the
probit model (Das, Jo, & Kim, 2011; Greene, 1993).

13As shown in Table 4, our results are robust to
alternative clustering schemes.

14Controlling for earnings volatility also helps
address the potential concern that politically

connected firms face a greater demand for information
from market participants due to their increased likeli-
hood of undertaking risky projects (Boubakri et al.,
2013).

15We use the term IAS to refer to both the Interna-
tional Accounting Standards issued by the Interna-
tional Accounting Standards Committee (IASC), and
the International Financial Reporting Standards (IFRS)
issued by its successor, the International Accounting
Standards Board (IASB).

16We end our sample period in 2004 because this is
the first year in which one of our sample countries
(Indonesia) experiences a political realignment from
major elections. Our results (untabulated) remain
qualitatively the same if we extend the sample period
to 2005, as in Chaney et al. (2011) and Guedhami
et al. (2014).

17Regulations for disclosure of forward-looking infor-
mation differ across countries. We include country
fixed effects in all our regressions to control for
country-specific factors that influence voluntary dis-
closure practices.

18The number of connected firms included in
Chaney et al. (2011) ranges from 168 to 209
depending on their samples using different measures
of accruals quality. Our connected firms represent
almost 2 percent of the total firm-year observations,
which is comparable to the 2.7 percent as reported in
Faccio’s (2006) full dataset.

19As reported in Table 4, our results are robust to
using a control sample matched on country, year, and
two-digit SIC industry, as well as excluding countries
with the largest number of connected firms.

20In untabulated analysis, we use a negative bino-
mial regression to model the effect of political
connections on the frequency of management fore-
casts in the second stage and continue to find a
negative coefficient on PC (significant at the 0.10
level).

21-77.4% = (exp(-0.457)-1)/0.474, where
-0.457 is the coefficient on PC in column (2) of
Table 3 and 0.474 is the average number of forecasts
for non-connected firms in Table 2.

22In untabulated analysis, we follow Lennox et al.
(2012) and assess the fragility in inferences and
multicollinearity in our second-stage selection model
due to the inclusion of the control for selection bias.
We find that the coefficient on PC is consistently
negative and significant at the 0.05 level or better
across the second-stage models with or without
exclusion restrictions as well as in the OLS model
without controlling for the selection bias. Compared
to the OLS model, we find evidence of higher
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multicollinearity in the second-stage models when
Lambda is included, consistent with the notion that
including Lambda in the second-stage model con-
tributes to multicollinearity.

23By ‘‘qualitatively identical to those reported in
Table 3,’’ we mean that the coefficient on PC in the
model as in column (2) of Table 3 is negative and
significant at the 0.10 level or better.

24We include Japanese firms in this analysis because
their conference calls are not mandatory. We find that
results are qualitatively identical if we exclude Japanese
firms (untabulated).

25We choose one-to-all matching scheme as
opposed to individual matching (e.g., one-to-one) to
increase the test power as our sample of politically
connected firms is very small (Mandrekar & Man-
drekar, 2004). Among 547 connected firm-years in our
sample, we are able to find matched non-connected
firms in the same year, country, and two-digit SIC
industry for 520 connected firm-years. For additional
20 connected firm-years, we use year-, country-, and
one-digit SIC industry matching.

26This choice is also to ensure that we have a
sufficient number of clusters to consistently estimate
the standard errors. We note that our sample includes
only 3 years and 24 countries, so clustering at the year
or country level produces fewer than 40 clusters. As
Petersen (2009) indicates, standard errors based on
fewer than approximately 40 clusters suffer from a
small sample bias.

27While it is possible that the politicians connected
to the firms may not completely lose their political
power subsequent to the power turnover election, we
argue that they are unlikely to maintain the same
political positions. In addition, such a scenario will bias
against finding our predicted result.

28This selection requirement excludes countries that
have elections in 2004–2010 but have no data for
connected firms either before or after the elections.
For example, Australia had parliamentary elections in
2004, 2007, and 2010 but is excluded from the
sample of Table 5 because it has only one connected
firm-year as shown in Table 1.

29During our sample period (i.e., 2002–2004), only
Indonesia has an election with a power turnover. Our
results in Table 3 are robust to excluding the politically
connected firms from Indonesia in the election year,
2004.

30Our results are robust to alternative definitions of
election year, e.g., if the date of the election in a firm’s
country lies (-122, 212) or (-152, 182) days around
the fiscal yearend t.

31We do not include the inverse Mills ratio from the
Heckman first-stage regression because we view the
DiD design as an alternative approach to control for
the confounding factors. However, in untabulated
analysis we find that the tenor of our results remains
unchanged if we include the inverse Mills ratio.

32Our results could be driven by previously non-
connected firms decreasing voluntary disclosure
because they establish new connections after the
power-realigning elections, rather than by previously
politically connected firms increasing voluntary disclo-
sure because they lose connections after the power-
realigning elections. We do not have data to identify
firms that establish new political connections after the
power turnover elections. To the extent that political
connections reduce their incentives for voluntary
disclosure, however, the underlying story for a
decrease in voluntary disclosure by firms that establish
new political connections is consistent with our
hypothesis.

33In Panel C, the coefficient on Post in columns (1)
and (3) is positive and significant but the coefficient on
PC in column (1) is insignificant. This result differs from
that in Panel B, where the coefficient on Post is
insignificant but the coefficient on PC is negative and
significant. This difference may arise because elections
with and without power turnovers occur in periods
with different political climates. Our DiD design
mitigates the concern of these differences influencing
the results.

34We limit the analysis of forecast properties to
politically connected firms to make hand-collection of
forecast property data manageable.

35Our results in columns (1) and (2) are robust to
alternative measures of capital market development,
i.e., stock market capitalization and stock market
turnover scaled by GDP.

36Our results in columns (3) and (4) are robust to an
alternative measure of litigation risk: Wingate’s (1997)
country-level litigation index (untabulated). This index
is developed by an international insurance underwriter
for one of the Big 4 audit firms based on an assessment
of the litigation risk of doing business as an auditor in
each country. It takes into account a country’s legal,
regulatory, political, and economic environments. This
measure has been used in prior international studies
such as Choi & Wong (2007).

37Both measures are used to capture the same
construct of corruption, defined as ‘‘the abuse of
entrusted power for private gain’’ (Transparency
International, https://www.transparency.org/what-is-
corruption/). The measures differ in how they are
operationalized. ICRGCorrupt, based on the
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assessment of International Country Risk Guide’s staff,
indicates corruption in governments. In contrast,
GermanCorrupt, based on interviews with German
exporters by Peter Neumann (Neumann, 1994), indi-
cates the proportion of transactions involving bribes
(Faccio, 2006: 379). The correlation between the two
corruption proxies is 0.93 and significant at the 0.01
level.

38Additional (untabulated) analysis suggests that the
results in Table 7 are robust to alternative measures of

corruption, e.g., the corruption index, which captures
the exercise of public power for private gains, from
Kaufmann, Kraay, & Mastruzzi (2007) or the control of
corruption index from the Worldwide Governance
Indicators.

39ICRGCorrupt is also used as a country-level control
variable in the Heckman first-stage Probit regression.
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APPENDIX: VARIABLE DEFINITION

Management Earnings Forecasts Variables
NForecast: The number of management earnings f-
orecasts issued over the fiscal year.

Freq: The natural logarithm of one plus the
number of management earnings forecasts over
the fiscal year.

Conference Call Variables
Freq_call: The natural logarithm of one plus the
number of conference calls over the fiscal year.

Variables of Interest
PC: A dummy variable indicating whether a firm is
politically connected based on Faccio (2006). The
variable is equal to one if at least one of a firm’s
large shareholders (anyone directly or indirectly
controlling at least 10 percent of votes) or top
directors (CEO, chairman of the board, president,
vice-president, or secretary) is a minister or a head
of state, a member of parliament, or is closely
related to a top official, and zero otherwise.

GovParli: A dummy variable equal to one if a firm
is connected to a minister or a head of state, or to a
member of parliament, based on Faccio (2006).

Relation: A dummy variable equal to one if a firm
is indirectly connected to a top government official
through close friendship or other relations, based
on Faccio (2006).

PCplus: A dummy variable equal to one if a firm is
politically connected based on Faccio (2006) or a
firm’s largest shareholder is a government control-
ling at least 20 percent of the votes, and zero
otherwise.

Country-Level Variables
XborderRestrict: A dummy variable that equals one if
there is any restriction on the purchase of securities
or outward direct investment in a specific country,
and zero otherwise, based on ‘‘Exchange Arrange-
ments and Exchange Restrictions’’ from the IMF.

RegScore: An index indicating country-level regu-
lations that prohibit or set limits on the business
activities of public officials developed by Faccio
(2006). It is formed by adding (1) restrictions on
ownership by members of parliament (MPs), (2)
restrictions on directorships by MPs, (3) restrictions
on MPs in constitution, (4) restrictions on owner-
ship by ministers, (5) restrictions on directorships

by ministers, (6) restrictions on ministers in con-
stitution. The index ranges from zero to six, with
higher scores indicating tighter regulations.
LnGDP: The natural logarithm of GDP per capita

in US$ in 2001, based on the World Development
Indicators Database from the World Bank.
Legal Origin: A country’s legal origin based on La

Porta et al. (1998).
German: A dummy variable equal to one if a

country’s legal origin is German, and zero
otherwise.
French: A dummy variable equal to one if a

country’s legal origin is French, and zero otherwise.
Scandinavian: A dummy variable equal to one if a

country’s legal origin is Scandinavian, and zero
otherwise.
Stockmktefficiency: A country-level stock market

efficiency index averaged over 2002–2004, which
indicates whether stock markets provide adequate
financing to companies (El Ghoul et al., 2017).
ICRGCorrupt39: The International Country Risk

Guide’s assessment of the corruption in govern-
ment based on La Porta et al. (1998). Higher scores
indicate ‘‘high government officials are likely to
demand special payments’’ and ‘‘illegal payments
are generally expected throughout lower levels of
government’’ in the form of ‘‘bribes connected with
import and export licenses, exchange controls, tax
assessment, policy protection, or loans.’’
GermanCorrupt: The German exporters’ corrup-

tion index developed by Neumann (1994). The
index ranges from zero to five, with higher scores
indicating higher levels of corruption.

Other Firm-Level Variables
Capital: A dummy variable equal to one if a firm’s
headquarters is located in the nation’s capital city
in year t, and zero otherwise.
IndustryPC: The percentage of politically con-

nected firms in a two-digit SIC industry in year t.
TA: Total assets in US dollars in year t.
Size: The natural logarithm of total assets in US

dollars in year t.
Age: A company’s age in year t, measured as the

number of years since the IPO date.
LnAge: The natural logarithm of a company’s age

in year t.
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FreeCash: Free cash flows, measured as operating
income before depreciation and amortization
minus income taxes less changes in deferred taxes,
interest expense, preferred dividends, and common
dividends, deflated by total assets in year t.

Herf: The Herfindahl index, measured at the two-
digit SIC level in year t.

ROA: Net income divided by total assets in year t.
MTB: Market capitalization divided by book value

of equity in year t.
LEV: Total long-term debts divided by total assets

in year t.
EarnVol: Standard deviation of annual earnings

deflated by total assets over 5 years ending in year
t - 1.

RetVol: Standard deviation of annual stock returns
over 5 years ending in year t - 1.

NAnalyst: The number of analyst following in year
t.

BadNews: A dummy variable equal to one if a firm
has a negative earnings change from year t - 1 to t,
and zero otherwise.

EquityIssue: A dummy variable equal to one if the
split-adjusted number of shares outstanding
increases by 20 percent or more in year t+1, and
zero otherwise.

Cross: A dummy variable equal to one if a firm is
cross-listed in the US in year t, and zero otherwise.

BigN: A dummy variable equal to one if a firm has
a Big N auditor in year t, and zero otherwise.

IAS: A dummy variable equal to one if a firm’s
accounting standards is IAS/IFRS in year t, and zero
otherwise.

Closeheld: The number of closely held shares
divided by total shares outstanding in year t.

Lambda: The inverse Mills Ratio calculated based
on the Heckman two-stage model.

EarnQuality: Standard deviation of 5 year perfor-
mance-matched discretionary current accruals, as
in Chaney et al. (2011).

FError: The absolute value of the difference
between the last consensus forecast prior to earn-
ings announcement and actual earnings, deflated
by stock price at the beginning of the year.

Family: A dummy variable equal to one if a firm’s
largest shareholder is a family or individual con-
trolling at least 20 percent of the votes, and zero
otherwise.

State: A dummy variable equal to one if a firm’s
largest shareholder is a government controlling at
least 20 percent of the votes, and zero otherwise.

Post: A dummy variable equal to one if a firm-year
falls in the post-election period (i.e., 2 years after
the election), and zero if it falls in the pre-election
period (i.e., 2 years before the election).
Yr - 1: A dummy variable equal to one if a firm-

year falls in the fiscal year prior to the election year,
and zero otherwise. The election year is defined as
in Julio & Yook (2012).
Yr0: A dummy variable equal to one if a firm-year

falls in the election year, and zero otherwise. The
election year is defined as in Julio & Yook (2012).
Yr1: A dummy variable equal to one if a firm-year

falls in the fiscal year after the election year, and
zero otherwise. The election year is defined as in
Julio & Yook (2012).
Yr2: A dummy variable equal to one if a firm-year

falls in the fiscal year 2 years after the election year,
and zero otherwise. The election year is defined as
in Julio & Yook (2012).
Additional line items: The number of line items

forecasted (operating cash flows, sales, EBITDA,
operating income, income before taxes, income
before extraordinary items and discontinued oper-
ations, net income, and total comprehensive
income).
Explanation: A dummy variable equal to one if the

earnings forecast is accompanied by an explana-
tion, and zero otherwise.
Loss: A dummy variable equal to one if the

forecasted earnings is a loss, and zero otherwise.
Specificity: A categorical variable indicating the

form of management earnings forecasts, which
equal to one for qualitative forecasts; two for a
one-sided forecasts; three for a range forecast; and
four for a point forecast.
Litigious: A dummy variable equal to one if a firm

operates in an industry facing high litigation risk,
namely industries with primary four-digit SIC code
2833–2836, 8731–8734 (bio-tech), 3570–3577
(computer hardware), 3600–3674 (electronics),
7371–7379 (computer software), 5200–5961 (retail-
ing), 4812–4813, 4833, 4841, 4899 (communica-
tions), or 4911, 4922–4924, 4931, 4941 (utilities).
AdjR&D: The R&D expense deflated by sales,

adjusted by the two-digit SIC industry average.

Others
Year FE: Indicator variables for years.
Industry FE: Variables indicating industry mem-

bership based on two-digit SIC codes.
Country FE: Indicator variables for countries.
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