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Abstract

The purpose of this study is to determine if thecpss of filtering out financial information
voluntary disclosed by firms was modified by thdraduction of the IFRS. Voluntary
information disclosed by French firms during th&®242008 period is compiled. This original
dataset includes several years both before and thfée introduction of the IFRS in the
European Union in 2005. We use regression anatgsislentify the determinants of the
communications policies of listed firms followed this study. We show that publication
score, for some firms, indicates how much usefudlitative information is brought to the
market. Particularly, we show that highly commutica firms reduce the information
asymmetry as measured by the dispersion of analgat®ing forecasts. The voluntary
disclosure of information and earnings forecastsabglysts are endogenous and exhibit a
complex two-way relationship. Voluntary communioatipolicies did not change with the
introduction of the IFRS.
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I ntroduction

The International Financial Reporting StandardfRR@ were introduced in 2005 for
European listed firms. These standards were intetal@nprove the transparency and quality
of the financial information broadcast by compantescreate common and better accounting
principles and to improve the mandatory informatstandards. The goal of the IFRS is to
increase the informativeness of the financial infation delivered to investors and, more
globally, to financial market participants. Voluntdinancial disclosure refers to additional
information disclosed beyond the mandatory inforamatWe analyze voluntary disclosure as
a tool of an existing communication policy. Theesgth and the scope of this policy are
analyzed using an individual voluntary disclosucers. This paper presents the individual
guantitative scores of voluntary disclosure forrietefirms over the 2002-2008 period, which
includes the introduction of IFRS in 2005.

We determine the quality of the disclosed inforimatby looking at its effect on
analysts’ earnings forecasts. If the deliveredrimf@ation is useful, analysts will exploit it and
converge more easily toward a consensus. The téwaluntary financial disclosure may be
related to the level of mandatory financial andoattting disclosure. Exogenous and univocal
changes in the latter, such as the introductiomest accounting standards, may be a key
determinant of voluntary disclosure. Therefore, thigoduction of IFRS rules in Europe
offers a framework for an empirical test. Howeweas|untary disclosure may also refer to
firms’ long-term information choices. The determite of these choices may be specific to
the firm. In addition, there are consequences @fdikclosure of information: (i) the improved
guality of financial information available to thearket and (ii) the reduction of information
asymmetry. Our main research aim is to track thatiomship from determinants to
consequences. Accounting research often focuseshendeterminants of a particular
dimension of financial information quality (for it@mce, earning quality or, like here, a
voluntary disclosure score) or on the consequentede resulting financial information
(Dechow et al. 2009). We try to disentangle theniptete path”, similarly to Bowen et al.
(2008), who consider the question of earnings guali



As Dechow et al. (2009) pointed out, the importaotéhe endogenously determined
availability of non-earnings information (i.e., voltary financial disclosure) raises questions
about the association between earnings quality thedmarket consequences of financial
information. Voluntary disclosure may be endogehpsst and the complete path approach
may be only partial if we show that voluntarily dssed information plays a strategic role as
complementary information. This role develops ae tfirm level in a voluntary

communication policy.

The paper shows that at least some firms designmantinication policy and adopt a
long-term perspective in following the policy. We» dot find a simple negative and
mechanical relationship linking the voluntary dastire score and the error or dispersion of
analysts’ forecasts. Moreover, the year 2005, wherdFRS were introduced in the European
Union, does not show any global break in the va@aontisclosure scores. In some situations,
for weakly communicative firms, the score doeshmelp to enrich forecasts. The information
delivered in these situations is pure noise. Wtarsiclering highly communicative firms, the
score negatively impacts the dispersion of forecamtd helps to reduce information
asymmetry. It leads analysts to question the concatian policy in terms of trustfulness
and to check if any effect of reputation may dyatne voluntarily delivered information. In
that sense, our results are in line with the “cotnmant to transparency” and the “label

adopter” hypotheses (Daske et al., 2009).

Our empirical study confirms that the disclosuresaliuntary information develops in
a dynamic, long-term process defining a commurocapolicy. Voluntary disclosure itself
selectively reduces the asymmetry of informationthe financial market. We show that
highly communicative firms should differ from otkelComparing the effect of the IFRS and
the firm-specific effect, we show that the dispansand accuracy of analysts’ forecasts are
more strongly influenced by a firm-specific efféban they are by the switch to the IFRS.
This relationship is highlighted in the contextlohg-term strategic communication policy.
Our score methodology and data collected overaively long period of time (2003-2008)
allow us to capture this long-term firm-specificlipp. The empirical results support the idea
that voluntary information disclosure and analyststecasts are linked in a two-way
relationship. Forecast errors and the asymmetryinfidrmation are not exogenous but

endogenous in a communication policy frameworknfFemethodological point of view, we
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recognize the endogenous setting of communicatiolicyp using panel systems of

simultaneous equations. To our knowledge, this@ggr has not been previously been used.

The paper is structured in the following way. Thstfsection reviews the literature.
The second section will present the score of valyndisclosure, which is a genuine proxy of
guantitative communication. The third section pnesehe hypothesis, and the fourth presents

the empirical results. A conclusion follows.

1- Review of theliterature

Financial communications fulfill legal or statutoopligations and aim at increasing
the visibility and the valuation of a company wihgard to a target public. A definition with
regard to mandatory standards is proposed by Dep@&00), who distinguishes between
financial communication and financial informatiddhe defines financial information as all
legal obligations of publications; thus, financiedmmunication constitutes "a space of
freedom, a room for discretionary choices, which thanager can exploit to modify the
accounting image of his company" (also Dye, 198&&fdirnier, 1995). For instance, Gabteni
(2009) chooses to consider financial communica#israny strategic and non-mandatory set
of information disclosed by an issuing companyny af its stakeholders.

The idea of information quality refers to the capato reproduce a reality in a way
that is not biased either by the perception andutigments of the issuer or by the form that
makes this reality understandable (Michailesco,9200he quality of accounting and
financial information is also defined by the Fineh@ccounting Standards Board (FASB),
which specifies that accounting information is obd quality when it meets the relevance,
reliability, comprehensibility and comparability reditions. In addition, we should take into
account the constant evolution of the financialbinfation standards in many countries,
particularly in France. Indeed, it would seem titais becoming harder and harder to
distinguish what depends on financial informatiow avhat depends on voluntary financial
communication. De Bruin (1999) and Léger (2008)eagthat the boundary between these
two notions is hardly perceptible.



1.1 Causes and determinants

Watts and Zimmerman (1986) focus on the deternonaif accounting standards and,
more specifically, on pressures leading to the ldgweent of such standards. For example,
the IFRS accounting standards encourage greatespteency in financial statements and
better comparability of accounts between companidsey are exogenous and discrete
deterministic changes that introduce a new regimfe@ms’ financial information choices. As
a consequence of mandatory new accounting standamhs become more visible and
therefore more exposed to potential costs. The lR®& introduce a change of regime in the
cost/benefit equilibrium with regard to the deledrfinancial and accounting information.
One way to overcome this increased exposure coeldtdd disclose more voluntary
information to protect the outside image of themfirVoluntary disclosure can then be
described as strategic behavior in the sense oéeWaise, Gibbins and Richardson (1990).
Voluntary information disclosure, understood as ti@atsgic behavior, implies the three
following conditions:

- There is a network composed of at least two actand information is distributed
asymmetrically. One of the two actors is the managéhe firm, whereas the second may be
an investor, a competitor, a regulator or a presguwup. Of these two actors, one can decide
whether to disclose the financial information hédiso

- There is a communication channel between thedwetors. The key considerations
are whether this channel should be used and whdtdiinformation should be transmitted.

- The players’ rewards are interdependent and tonéid by disclosures.

The task of a financial regulatory authority orrefjulations is to efficiently solve
agency conflicts that may arise between investats managers (Healy and Palepu, 2001).
Thus, we can question the ability of IFRS to redirfermation asymmetry among firms.
Several studies have investigated this last issgecanfirmed the hypothesis that financial
publication regulations provide investors with namwd relevant information (Hope, 2003;
Byard et al., 2011). However, it is difficult toolate the impact of IFRS on the quality of
financial information. Chen et al. (2010) compdre tuality of the financial information of
listed companies in the 15 member states of thegaan Union. To measure the quality of
the information, they use several proxies, sucheasiings management, discretionary

accruals, accrual quality and earnings smoothingsomes. They find a difference between



pre- and post-IFRS adoption. The general businegsomment and institutional features of

financial markets are not found to be highly siguaiht in explaining this evolution.

One of the main challenges to financial communacgtiunderstood as a strategic
decision, refers to the reduction of the informatisymmetries existing between the firm and
its stakeholders. Alphonse and Hallot-Gauquié (2088ow that meetings of financial
analysts with French listed firms are followed bysignificant decrease in information
asymmetry. Similarly, Healy and Palepu (2001) oetltheoretical reasons why disclosures
may mitigate the agency problems in the firm. Thewnsider that disclosures will enable
firms to capture potential informative and inceatiproblems that may exist between
managers and investors. Managers are encouragetloto a disclosure strategy when they
intend to make an issue in the market and to redneeexternal financing cost of their
company. Therefore, one of the leading motivatiminssted companies engaged in a strategic
disclosure process is the reduction of informaasgmmetry and the reduction of the cost of
capital (Diamond and Verrecchia,, 1991; Verrecch&f4).

Other studies confirm the link between voluntargcthsure practices and public
offering of assets (Lang and Lundholm, 1993 and71%8aly et al., 1999). Managers will
disclose more strongly in the period before thgopsed public offering, but this approach to
reducing information asymmetry is likely to generat market misperception of the signal
constituting the proposed public offering (MyersdaMajluf 1984). Botosan (2006)
investigates the link between disclosure level #mel cost of capital. One of the main
outcomes is that a high level of disclosure gemesratlower cost of capital for a sample of
firms followed by relatively few analysts. Convdisdirms followed by many analysts do
not show a significant relationship between thecldsure level and the cost of capital.
Botosan and Plumlee (2002) consider the relatipnbkiween the cost of capital and three
possible categories of publications: annual repasirterly reports and other publications.
They find a negative relationship between the obstapital and the level of publication in
the annual report. Conversely, there is a posi@ationship between the cost of capital and

the disclosure level in more frequent reports, saghuarterly reports.

The signal theory brings about a new issue: evémeitdisclosed information is shared
by all, it is nevertheless not necessarily perative all in the same way. Verrecchia (1983)

shows that managers’ discretionary policy is inficed by issuing information costs. The
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firm’s investors are aware of the existence of gevinformation held by the managers. The
manager may publish or hold the information he llais; decision is a signal for the asset
value. However, the disclosure of information hbidthe manager will reduce the asset’s
future value in the sense that there is a disciosost. Verrecchia (1983) states that the cost
of publication may be of two distinct natures, direr indirect: direct costs are related to the
preparation, verification and dissemination of mfation, whereas indirect costs, known as
proprietary costs, include all of the risks incdrigy the company because of the publication
of such information (e.g., increased competitiod artreased political visibility). Verrecchia
(1983) outlines that firms prefer to publish ongvdrable information that increases the
firm’s value. Uninformed investors are unable tstidiguish between firms. They are in a
position where they do not know whether the firnhiding bad news. Similarly, Dye (1985)
postulates that if investors have no certainty abmanagers’ withholding of private
information, they cannot interpret the absence ndbrmation as a sign that the firm in
qguestion is withholding bad news. Both Verrecchi@83) and Dye (1985) conclude that
managers disclose only good news, with bad newsyldisclosed only if the disclosure cost
is low enough or if the information asymmetry betwethe firm and its investors is

sufficiently high.

La Porta et al.’s (1998) analysis underlines thie @f investors’ protection. In a
dispersed ownership context such as the USA, Baak €009) show that share ownership
does not influence financial communication as mesably the S&P transparency index.
Results are similar in other countries, even wlvaership is more concentrated, such as
Singapore (Eng and Mak, 2003) and Canada (Ben-AamdrBenjenoui, 2008). However, in
France, a negative relation is identified betweencentrated capital ownership and the
quality of financial communication (Labelle and &tth2005; Lakhal, 2006; Ben Ali, 2008).
Institutional investors may also influence the fin@al communication of the firm. Healy et al.
(1999), Bushee and Noe (2000) and Beak et al. (26@fhlight the positive relationship
between institutional investors’ ownership and ficial disclosure or transparency of firms,
at least in an Anglo-Saxon context. In France,aimpirical results vary: positive for Lakhal
(2006) and insignificant for Ben Ali (2008, 2009).

1.2 Consequences



Verrecchia (2001) first set forth the voluntary diisure theory. His work was
motivated by the fact that voluntary disclosureais eclectic topic that borrows from
accounting, finance and economics. Verrecchia mepthree avenues of research:

(i) The consequences of disclosure on investorsabier, more precisely through the

reactions of stock prices and trading volumes. Ting field of research is called

"association-based disclosure”.

(i) The “discretionary-based disclosure approadbflows the idea that if the

managers’ objective is maximizing the market vati¢he firm and there are costs of

publishing information, then a balance is achiegaly when information is released
that increases the market value of the firm.

(iif) The study of preferred disclosure channelsha absence of previous knowledge.

This third line of research is called "efficiencgded disclosure”. More specifically,

work on efficiency-based disclosure focuses onssitde link between disclosure and

information asymmetry reduction. Diamond and Verheg (1991) and Kim and

Verrecchia (1994) state that voluntary discloswrduces information asymmetries

between the informed and uninformed investors.

The decision to voluntarily publish accounting diméncial information is subject to a
cost/benefit analysis. The costs are the costsaduge, certify and disseminate information.
Opportunity costs should also be considered, wigntuality costs linked to weakening of
competitiveness or advantages (Verrecchia, 200%).benefits of voluntary disclosure come
from its consequences. It helps in reducing theetamty and information asymmetry faced
by investors. It may also lower the cost of capital

Francis, Khurana and Pereira (2005) analyze thatiseship between voluntary
disclosure and the cost of capital. Previous w@Hesaly and Palepu, 2001; Verrechia, 2001)
highlight that disclosure tends to reduce adveedection costs and information asymmetry
between managers and outside investors. Franais @005) notice the possible relationship
between additional information disclosure and th&t of capital reduction in the U.S. market,
where investors are highly protected (La Portalefi@8) and firms have easy access to
external financing. Questioning if the results fdun the U.S. market may be extended to
markets with different legal and financial systerfsancis et al. (2006) check whether
disclosure reduces information asymmetries in othestitutional environments. They

consider a sample of 672 observations from 34 cmstith different financial and legal
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systems. All firms in their sample show high distie levels if they have large financial
needs, and strongly disclosing firms benefited flom equity and debt costs. Gassen and
Selhorn (2006) analyze the consequences of volutE&S adoption by German firms. They
point out a decline in bid-ask spreads and an asae volatility of stock prices for IFRS
adopters compared with other firms. Differencegannings quality between the two groups

are also highlighted.

1.3 Information environment and communication pplic

The information environment has been known to beoirtant since the early works of
Brown (1983), who examines the impact of accountmgthods on earnings predictability.
The latter is traditionally measured by analystsetast errors and dispersion. Other studies,
like Elliott and Philbrick (1990), show more mixegsults. In the context of IFRS
introduction, Byard et al. (2011) demonstrate RS do not curb forecast errors entirely.
The global legal influence is strongly moderatedilbiyp-specific variables. In the same way,
Daske et al. (2009) study IFRS adoption by inteomal companies. They identify a
communication policy commitment from a group ofrfg that appear as “label adopters”. As
a consequence, these firms, considered as “traergpamwill show a reduction in the
information asymmetry level. Following Dechow et(@009), “if we assume that analysts are
unbiased and qualified predictors of future earsjvge can use variation in their forecasts to
infer attributes of earnings that improve its potalility” (p.136). The tests will then appear
as joint tests of the analysts’ system efficieneg guality of information.

Amir and Lev (1996) introduce the financial inforiiaa “informativeness” idea. They
study industries where “informativeness” is low amdere non-financial information is used
and is relevant. It suggests a balancing complemmgnnechanism. Francis et al. (2002)
analyze the idea that competing information fronalgsts will complement and erode the
“informativeness” of earnings. Firms supplement mpéndamental informativeness with
additional information (Chen et al. 2002; Louged duarquartt, 2004). Informativeness level
seems to depend on industry and other firm chaiatibs, such as age, existence of losses
and analysts’ forecast errors. The idea is thatintary information is disclosed in a global
setting. The management of the informativenessaohiegs is analyzed in Dechow et al.
(2009).



The decision to develop a communication policy wedd some firms to disclose
earnings quality or other elements of informatibattare more “informative” than others’
information. This fundamental quality is attaché@tier to the earnings or, as in this article, to
the mandatory accounting information. This qualitiay be complemented, balanced, or
integrated is a more global setting. The basic idahat disclosure decisions are (partially)
endogenously determined by the quality of the tudli’ financial information produced
elsewhere or by mandatory channels. As Dechow. é2@0D9) note, voluntary disclosure may
be endogenously determined. So we need a “complatie” approach to allow for the
possibility of a feedback effect in testing thecasation between the level of accounting and
financial disclosure and the market consequencenahcial information. We must first

proxy the level of voluntary financial disclosurg dalculating a publication score.

2 - The construction of a voluntary publication score

The context of the paper is the balance betweerm@aylevel exogenous norm (the
mandatory standards) and the micro-level idiosyiwcrbehaviors of delivering genuine

information to financial investors. We must firstild a publication score.

2.1. Methodology and previous studies

The first study in which a score was calculated qgueantify firms’ voluntary
publication of financial information was conducteg Cerf in 1961 in the U.S. market. He
looked at the annual reports of 25 companies listethe New York Stock Exchange (NYSE)
and showed that the voluntary disclosure of infdromawas positively associated with firm
size, the number of shareholders, and the prolfiifal@vel. In 1971, inspired by Cerf, Singhvi
and Desai studied information disclosed in the ahmneports of U.S. firms by calculating a
score index from 34 voluntary disclosure items. Tésults obtained confirm firm size, the
number of shareholders and profitability as volunhw@isclosure determinants. Buzby (1974)
offered an analysis of 88 U.S. firms’ annual repahiiring the year 1971. He built a list of 38
items related to financial and non-financial discliee that were supposed to be disclosed in
the annual reports of the entities considered. rélaive importance of each of the 38 items
was determined by a preliminary survey using qoasgires to financial analysts. Many
authors (Cerf, 1961; Singhvi and Desai, 1971; Budy5; Stanga, 1976; McNally, Eng and
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Hasseldine, 1982) have addressed the question ightivey items. Buzby's results show a
low correlation between the utility of items as aguized by financial analysts and their
publication by firms under study. In other wordse information disclosed by the companies
is uncorrelated with user expectations. TablesdLZzamresented below, provide an overview
of the literature related to voluntary disclosuceres in the U.S. and international markets,

respectively.

INSERT TABLE 1

INSERT TABLE 2

2.2. Design of a voluntary disclosure score fornehefirms in the pre-/post-IFRS

period

Our approach to constructing a voluntary disclosaae is to identify, from legal and
accounting standards and current financial reguiatia series of "optional” items for which
publication is not mandatory. Once this list isab$ished, we will compare it to the annual

reports of the sample firms.

Common to our analysis and others is that the dmepart remains the fundamental
document for calculating the voluntary discloswers. Bertrand (2000) explains the primacy
of the annual report by the fact that it is a cargource of information that is easily available
and accessible. A very large number of studieshenquality or scope of information are
cross-sectional analyses that calculate scoreslb@sea single annual report and therefore
refer to a given year. We follow the voluntary distre strategies of the SBF 120 listed
companies during each of the years in the 2003-2@0®d. The choice of study period is
justified by the fact that we aimed to observe tlmempanies’ financial communication

strategy both before and after IFRS.

The first step is to set up the list of optiondbnmation items. The compilation of the
list of voluntarily disclosed items to be searcl@dwithin the content of the annual reports is

a key point in the literature. To proceed, we heveonsider the informational context of the
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IAS-IFRS. Therefore, we first consider the listeedian the literature, excluding the lists

developed in the North American context. Thesepagsented in Table 3.

INSERT TABLE 3

Based on the lists of items developed in the liteega we compiled a list of 40 items
that may go beyond simple mandatory informationewthe information item is present in a
firm’s annual report, the value 1 is given (O othise). As a result, each firm for each year is
given an individual score ranging from O to 40. Hwer, we should remark that these lists
have been developed in informational environmeifferdnt from the IFRS because they

refer mainly to periods before the introductiortlué IFRS.

2.3. Sample

The sample is composed of listed firms belonginthe®e French SBF 120 index. The
initial sample therefore consisted of the 120 distempanies comprising in the SBF 120.
Banks, finance companies and insurance companies exeluded because these companies
are subject to specific informational requiremeft® excluded from our sample firms that
were not listed in the index over all six yearstloé study period. Individual firms in the
sample are present in the sample for all six yeaxsept for two firms with observations
missing only for the year 2008 (Clarins and Thomsdrhe final sample consists of 67
companies operating within the SBF 120 index dughgears from 2003 to 2008. Table 4,

presented below, gives the details.

INSERT TABLE 4

The selected study period is the interval befoe after the introduction of the IFRS.
We specifically analyze the annual reports of thed in the sample during the years 2003
and 2004 for the period prior to the transitiodRBS and for the years 2006, 2007 and 2008
for the period after the move to IFRS. It shouldnmted that the year of the transition to

IFRS, the year 2005, is also examined. The reseawdives comparing over time the score
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of the annual reports or reference documents of6thdirms in the sample. The content
analysis focuses on the study of 400 annual reportthe so-called “document de réference”
(when available) of the SBF 120 companies, whieh@osted on the website of the French
Financial Markets Authority (AMF). We compiled apgimately 135,000 pages of

documents.

2.4. Setting the scope of a global index

Forty items from the global list were searchedifothe documents from the 67 firms
in the sample. When information related to a giitem was present in the annual report, the
value 1 was given (0 otherwise). The number of isithe number of times a given item was
disclosed over the six-year period. The maximunres¢or a specific item is 400. The total
number of potential disclosures of information Q0 (i.e., 400x40) considering the whole
sample. The cumulated number of recorded hits #20In other words, 65.01% of the

potential set of relevant voluntary informatioreféectively disclosed.

Looking at Table 5, we see that many items areesyatically disclosed to investors.
ltems 6 and 24 were publicized 399 times of a fsi0F. The number of employees (item
39) was always indicated. These elements of infdomaare quasi-mandatory in French
annual reports. This result raises the questiorthef scope of items to consider. When
considering the total number of mentions of a gikem of information for any firm and any
year, we see that some items are systematicalbrtexh with more than 350 occurrences (of
a theoretical maximum of 400). This is the caseitemns 1, 6, 9, 11, 12, 13, 14, 23, 24, 25,
27, 28, 29, 30, 33, 35 and 39. On the other hasdestems are rarely reported: items 2, 3, 4,
16, 18, 19, 20, 22 and 31. However, the items wdtor very scarce information should not
be dropped. For instance, items 2 and 3 deal witbchsting of profits and are very poorly

documentedl However, these are very important pieces of mfation.

INSERT TABLE 5

2The total number of 67 firms time 6 years of anmegbrt gives 400 firm/year observations
if we remove the two firms absent in 2008.

®The reason may be that making explicit forecastsitofe profit may engage the firm’s
responsibility vis-a-vis its shareholders.
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To create a global score, we need to address theetated issues of (i) the scope of
the individual items considered to build the scand (ii) their possible weights in the global
score’s calculation. A simple equal weighting isntoonly used in the literature (Chow and
Wong-Boren, 1987; Cooke, 1989). Weights are soneetised, but rarely in a rigorous way.
The voluntary disclosure items have different i for different user groups; thus, relative
weights as a function of the importance of eacmite specific user groups, defined as
auditors, bankers, chartered accountants or fiahacdialysts, may be used. This method was

chosen in particular by Cerf (1961).

We try to justify the calculation and the scopetltd global score used hereafter. A
principal components analysis (PCA) of the 67 firared the large set of 40 items was
performed. We choose to add the individual scofesaoh item per firm in a 67x40 mattix
The first principal component (PC1) appears vergrg} and explains 89.4% of the variance.
The second component is far behind, with 1.4% ef\hriance. Based on this result, we
privilege simple arithmetic calculation to an aréiyy weighting. The choice of a simple
average is justified by the very strong correlatitween the average score based on an
arithmetic 40-item average score and the firstqgoel component. The R-squared value

between the former and the equally weighted sasré®1.

We select now a list of 28 items based on thedlitee on voluntary disclosure items
relevant to the IFRS accounting framework. If amtwas mentioned twice in the previous
literature, we decided to keep it (following McNallEng and Hasseldine, 1982; Firer and
Meth, 1986). However, we acknowledge that the étsems in this literature do not refer to
the IFRS standards. The lists presented in Tabler@ developed in informational contexts
different from the IFRS context. It seems apprdpri@ consider the selected items one by
one with regard to the IFRS to check if we canl sthsider them as voluntary disclosure
items. To do this, we used as support the FOCUSI®RBsite, established jointly by the
High Council of the Institute of Chartered Accourttaand the national organizations of
auditors, which identifies all texts relating toR5. For instance, items 6, 14, 34 and 35 are
mandatory or quasi—-mandatory according to IFRSsrde they were dropped. Items 5, 12,
17, 23, 24, 25, 33 and 36 were not cited twice orarin our review of the literature. We

decided to drop these items because we concludedhtty were not totally voluntary or not

*This matrix cumulates the number of occurrencenatem through the years 2003 to 2008.
This summing avoids handling a three dimension imaams/firms/years.
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commonly referred to in the literature. Thus, atalyzing the voluntary nature of each
voluntary disclosure item, our second list of op#b items is limited to 28 voluntary
disclosure items. As a result, each firm for eagarys given an individual score ranging from
0 to 28.

We performed a PCA on the reduced 28-item scoreimarthe first principal
component explained 88.1% of the global variande &qually weighted 28-item score was
calculated and compared to the PC1 results. Thegudred between the two is 0.88,

indicating that our 28-item score mimics the fpshcipal component well.

- Robustness check and alternative scores

We tried to employ a statistical rather than a ephgal analysis to define the scope of
relevant items. We considered the results of theteth PCA and neglected 11 items
correlated to the PC1 with a coefficient below Gri@bsolute value. A low coefficient means
that the item contributes poorly to the first pipat component. These are items 2, 3, 4, 5, 16,
18, 19, 20, 21, 22 and 31. Eliminating these linstdeaves 29 remaining items. We
calculated an arithmetical 29-item score for edaaoin.fAs in the previous analysis, a PCA
using this subset yielded a very significant PCithwn R-squared value of 0.92 between the
29-item score and the first component. Howevers #gore ignores some items that are
conceptually important with regard to voluntaryaftisure. Iltem 2 (although rarely disclosed)
deals with qualitative information on future prefititem 4 give the same information for
future cash flows. Advertising expenses, returnsneested capital and cash ratios are also
ignored. Because of these drawbacks, we did nosidenthe 29-item score calculation

further.

Another score was built on a set of 35 items byti®y those in the 40-item list that
are mandatory under the IFRS rules, i.e., itenkl6.14, 34 and 35We explored a 35-item
score with equal weights and compared it to theli®@sof a PCA. The first component
explained 90% of the total variance. The equalljghied 35-item score is consistent with the

first component. Their correlation is very hightlwan R-squared of 0.88. Table 5 identifies

®>The average number of answers of these 5 iten6igl2ompared to a maximum of 400
answers. The information is delivered 92% of theetwith regard to these items.
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the items belonging to the 28-, 29- and 35-itenresolable 6 presents the results of the PCA

of each of the individual scores based on differemhbers of items.
INSERT TABLE 6

Globally, we conclude that arithmetical scoreslaghly consistent with the data and
mimic well the first principal component of the ghkd scoring system. Considering the scope
of the items, we privilege the 28-item score beeanfsits conceptual rationale with regard to
the IFRS. It is strongly correlated with other soenvisaged in this section (see Table 7).
Hereafter, the 28-item score will be used as tbbajlscore. Alternatively, we cross-checked
the results of this paper using the 35-item scohes less parsimonious global score index

leads to similar results (not reported).

INSERT TABLE 7

2.5 Disclosure of financial information: Descriianalysis

The descriptive summary of the 400 annual repants‘documents de réference”, if
available) is presented in Tabl&. &his prompts a number of comments about condition
under which the companies in our sample incredseddlume of their voluntary disclosure
during the period of 2003-2008. Conversely, theltegeflect a relative decline in voluntary

disclosure activity during 2007, two years after dificial transition to the IFRS.

INSERT TABLE 8

If we average the score indexes over the 67-firmgde, we get similar evolution from
2003 to 2008. The score increases up to 2006,deelmes moderately (or stays flat) in 2007
and, finally, increases in 2008. The four averageres curves show similar patterns. An
increase is also evidenced when considering thaamadlues. Figure 1 shows an upward-
sloping voluntary disclosure score regardless eftyipe of score we refer to. We do not see
any instantaneous shift around 2005. However, waatdknow if the increase is due to the

IFRS transition, if it can be explained by a higtak and deterministic evolution, or both. If a

®The “document de référence” is a more completestant than the legal annual report. It is
asked and approved by the French Financial Markéhakity when a financial operation
involving investors occurs.
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historical trend is effective, it would have to kawund its momentum before 2005, the year
of the transition to IFRS. The evolution of finamlccommunication among our sample firms
may be the result of both the transition to IFR8 anhistorical trend of development. The

global upward trend is not monotonic, with a (nekt decrease of the average score in 2007.

INSERT FIGURE 1

A global test of the difference between the pre&80d the post-2005 40-item scores
shows a significantly increasing score. We addedritividual scores for 2003 and 2004 and
the individual scores for 2006-2007. The two agniicantly different, with a t-statistic of
3.52 (p-value: 0.00). Similar results are obtaimdebn using the 28-, 29- and 35-item scores.
The results globally support the idea that thellefesoluntary disclosure was not the same
before and after 2005, which is the year of the aatory application of the IFRS norms.
However, Figure 1 does not show an abrupt increas@ continuously rising average score.
The voluntary disclosure of information may be dae to the exogenous mandatory IFRS
application in the 2005 financial report. We caneg&tlude the possibility that voluntary
disclosure follows a time deterministic trend. Asé passes, firms are more and more
inclined to disclose financial information voluntgar Exogenous mandatory regulations are

only one element among several explaining thisdtren

To develop this hypothesis, we calculated the tatiom between the 2003-4
individual score values and the 2006-7 scores &hdirm. The correlation is positive and
strong at 0.70. We also calculated the rank cdrogls of individual firms between the two
periods to answer the question: was the most conuative firm in the 2003-4 period still
the most communicative firm in the 2006-7 periodi® Tank correlation is 0.59, meaning that

firms continue to disclose similar amounts of imf@tion over time.

This result raises the possibility that voluntarysctbsure is a long-term
communication policy of a firm. It is one featurétbe communication policy that is firm
specific. We calculated the probability of changthg level of disclosure by separating the

sample into two groups of firms: those with a scabbeve the median, which are considered
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high-disclosing, and those with a score below thedian, which are considered low-
disclosing. Between the two sub-periods of 2003wd 2006-7, the median score increased
from 50 to 53.

INSERT TABLE 9

The highly communicative firms were likely to remdiighly communicative even if
an exogenous event such as the IFRS implement@atmnred. On the other hand, the
behavior is not symmetric. Most low-disclosing fsmemained poorly communicative, but

one third of them tried to change their policies.

3 - Hypotheses and models

3.1. Hypotheses

Our goal is to examine the changes through timtbeémguantity of voluntary disclosed
financial information. To analyze the financial aormication policies of the French SBF 120
firms before and after the implementation of IFR®&, need to question the determinants of
voluntary disclosure. One goal of the IFRS stanslasd to clarify and to make more
transparent the financial information offered te public. A single change to a regulatory and
normative framework is enough to modify the behgvadten strategic, of listed firms. The
relationship is not causal and univocal. We neealddress the issues of relevance, utility and
quality of the delivered financial information. Fis can engage in strategic communication
for idiosyncratic purposes. If such policies exteey are built within a time dimension that
may cover several instances of information repgrtifhey will also imply the behavior of
those to whose attention the disclosure is targétedncial analysts are by definition those

who focus on the communication policy of listeadhfs.

The voluntary disclosure score is considered in litezature both as a score of
guantity (Cooke, 1989; Barrett, 1976; Depoers, 20@0hat it allows a measure of voluntary
disclosure, and as a qualitative measure of thentatily disclosed information (Cerf, 1961,
Singhvi and Desai, 1971, Lang and Lundholm, 1983)oluntary disclosure score may also

measure the quality of the delivered informatiorowdver, the latter idea remains to be
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tested, as firms that disclose more informatiomdbnecessarily deliver the highest quality

information.

Figure 1 shows the mean score values of 28, 2&n8540 items. Their evolution is
similar; a positive trend in voluntary disclosuggpaars for each. However, the idea of a trend
indicates a deterministic global pressure thatsptiie firms upward in the quantity of
financial information that they deliver. This isva@ontinuity over time is viewed. Behind the
phenomenon is a permanent contextual and instialtipressure by the financial actors to get
more information. Another explanation is that tliegation of the IFRS in 2005 introduced a
change of regime in the policies of disclosurethis case, firms reacted to a single event. To
test this idea, we test the difference betweer2@@8-2004 scores and the 2006-2007 scores.
It appears significant. However these are two paibservations; both explanations, the
change of disclosure due to IFRS and the detertimriang-term evolution, can explain this

difference.

Voluntary disclosure will depend positively on emvimental pressure. The first

hypothesis is:

H1: The evolution in the quantitative score of thsare is explained by an exogenous

change dated by the introduction of IFRS rathen thyaa long-term trend evolution.

As mentioned above, the voluntary disclosure ofarfitial information may be
explained by the regulatory context. It can alsodbtermined by the firm’s characteristics.
The offer of voluntary information is explained laybalance between costs and benefits
(Verrecchia, 2003). We can hypothesize that visifitms will follow a voluntary
communication policy. Big firms or members of thA@C 40 index may be more outstanding
than other firms. Because of their larger sizey tten spread out the cost of disclosure. Their
size enhances the importance of their financialroomication policy. High leverage and high
risk will increase the demand for information bwaestors. Thus, a firm may disclose

information to reduce the risk perceived by investo

H2(a): Voluntary disclosure is positively linked fom size. A large firm or one

belonging to the CAC index is more likely to haveaduntary communication policy.
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H2(b): The publication score index is positivelgkded with leverage and the level of

financial risk.

Corporate governance and the structure of ownersiay increase the need for
information. Institutional investors holding blocks shares may demand more financial
information. Important shareholders will also exgréssure to disclosure more information.
The relation between institutional investors amdhficial disclosure may be positive because
large blockholders may want to assure outside tovesnd levy the idea of private benefits.
It may also be negative because dominant sharefsolt@y access private information
directly at the firm level through other channe¢sg(, boards), making public disclosure

unnecessary.

H3(a): The score index is increasing with inst@oal investors’ ownership.
H3(b): The score index may be related positivelynegatively to large shareholders’

ownership.

Looking at the consequences of the disclosure, we mentify benefits in
Verrecchia’s sense. The first is the reductionnforimation asymmetry. The dispersion of
analysts’ forecasts should be influenced by theescbhe voluntary information delivered is
useful for analysts and helps to reduce the asymynoétinformation. It should improve the
quality of analysts’ forecasts by reducing the #ltsoerror between the current earnings
announced by the firm and the average consensesats. The alternative hypothesis is that

the publication score includes information thatassy or useless.

H4: The score will be linked positively and negatiy respectively, with the

dispersion of analysts’ forecasts and the erroferecasting future earnings.

The concept of communication policy demonstratesethdogenous relations between
offers and demand. The voluntary offering of finahinformation may be explained by a
high level of asymmetry of information and by imgamt needs of investors. The score is the
result of a communication policy. It results fromfiam’s decision to commit itself to a
communication policy over the long term. It is Ibwwh an idiosyncratic framework. A firm
that communicates strongly now also did so in thst.pWe saw in the descriptive statistics

that the rank correlation between scores pre- astHpFRS is strong.
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H5(a): The voluntary disclosure choice results frmtong-term policy and has a long-

term autoregressive component.

A dynamic relationship requires the firm also teswar to the pressure of financial
analysts. The extent of the asymmetry of infornmatieads the firm to issue voluntary
information to analysts. The asymmetry of inforraatmay be measured by the dispersion of
forecasts throughout the year or by the numbematyats. The endogenous roles of some

variables can be tested.

H5(b): The voluntary publication score is positivéhked with the previous level of

asymmetry of information and the number of analysts

- The role of a communication policy

If H5 is true, communication policy should be vielhas a long-term filtering process
in which financial information is disclosed. Thisopess lends trustworthiness and a global
framework to pieces of disclosed information. Wa @atroduce a distinction between so-
called communicative firms, which follow such arpegach, and other, less communicative
firms. A high score indicates a willingness to thse massively. The long-term perspective
becomes apparent when comparing a firm’'s scorasgthtime. The communication policy
gives “informativeness” to elements of informatitrat are voluntarily disclosed. Otherwise,
even voluntarily disclosed pieces of informationynt®e of low quality or useless. At the

limit, an untrustworthy voluntary disclosure of@nfmation is pure noise.

H6: With useful disclosed information, the accurand the dispersion of forecasts
should be negatively linked with the score index.

However, the previous hypothesis does not introdacg difference in behaviors.
Some firms may be highly communicative and reliade result of a trustful communication
policy. Others may follow a weak or unreliable commcation policy. When these firms
issue voluntary information, it has no impact oa #symmetry of information. Dividing the
sample into two parts, the probability of an abawedian disclosing firm to remain above the

median is a behavioral feature that signals a leght communication policy.
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H7: The existence of differences in communicatiatiqy may result in different
reactions in the market's asymmetry of informatidighly communicative firms will

effectively influence the market's asymmetry ofamhation.

3.2. Variables

The dependent variable is the individual firm’'s recin a given year, SCORE. We
used the score index calculated with 28 items. Wieled the sample in two parts to separate
communicative and uncommunicative firms, where fibrener are those with a voluntary
publication score above the median. We identifys¢hBrms as following a communication
policy. SCOREDUMYEAR is a dummy variable that takdse value 1 for highly
communicative firms. For each year, we calculagentedian score and identify the firms that
scored above the medfariThe cross interaction term SCOREHIGHYEAR gives ftore
value for only the highly communicative firms; éturns a zero value for other firms. On the
analysts’ side, we consider the dispersion of fasee®arnings (FOR_STD), the number of
analysts issuing a forecast (NB_ANAL) and the maecuracy of EPS forecasts (ACCUR).
These data are provided by IBES and consideredea¢nd of each fiscal year. We used the
absolute value of the forecast error ACCUR and madired by dividing it by the stock price
at the end of the fiscal year (FOR_ACCUR_NORM). MNalization is necessary because the
earnings per share are very different among firfiiee same is true for FOR_STD. We
divided it by the stock price to obtain the FOR_SNDRM variable.

The usual control variables are considered. Theenaisk of the firm (RISK_MKT)
is measured by its beta coefficient. Market riskpisferred here because we focus on the
consequences of information communication diredtmdard investors and the financial
market. Beta coefficients are calculated yearlytdking weekly returns and regressing them
on the returns of the SBF 120 stock index. Cajtathership structure is integrated through
the institutional investors’ ownership (INST_OWN)jdathe percentage of capital held by the
three major shareholders (TOP_3). The size ofithe iE measured by the logarithm of the
total assets (LNTA); the debt leverage is the lterga debt ratio over the book capital value

" Using the median of the whole sample will bias\hgable in favor of observations belonging to thest
recent part of the sample.
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(LT_DT_OV_CAP). The market-to-book ratio (MTB) artie operating profit margin
expressed in percentage (OP_MARGIN) were also dersidl. We used the ICB large
industry sector classification codes of Thomsorakaial. A dummy CAC variable was used
to flag firms that are members of the first-tier CAO index. A trend variable (TREND) was
created to indicate the year. A dummy IFRS was @dbat takes the value 0 before IFRS
enforcement (i.e., in 2003 and 2004) and 1 thezeadft/e have data on a sample of 64 firms
throughout the 2003-2008 period (see Table 10).ddseriptive statistics of the variables are
presented in Table 11.

INSERT TABLE 10

INSERT TABLE 11

3.3. Models

In a first look at the data, we consider them asdoanly distributed in the time
dimension. We may consider them as a set of indkg@robservations to get a first insight
into the variables explaining the value of SCORE ®@ not input any preset time dimension
into the data to explain the score values. We matega time dimension only by imputing
either the TREND variable or the dummy IFRS asxglamatory variable.

We used a Poisson regression of the SCORE vattalsleit the structure of the score
values, which are not continuous. The model islgighgnificant. The control variables used
are dispersion of forecasts, size, number of atmlyleverage, equity ownership by
institutional investors, ownership concentratiamretast accuracy and market risk. Both the
TREND and IFRS variables’ coefficients are sigrfit They have the expected sign of an
increase in the score index with time. However caenot discriminate between them. We do
not consider the sign of other variables here bexdahe model is not suitable. We also
checked the results using an ordered Logit modekfmain the score values using the same

set of control variables and obtained the sameltsesWe can conclude that the score of
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voluntary disclosure has a significant time dimensand is increasing with time. Thus, a

panel model must be used.

INSERT TABLE 12

The remainder of the empirical study will use paamehlysis. A test to confirm the
individual effects of the 64 firms and a time effe€the 6 years was performed. The SCORE
variable has a panel data structure, as does &irecauracy. The dispersion of forecasts
(FOR_STD_NORM) does not demonstrate significarfed@hces between individual firms or

between years.

INSERT TABLE 13

4 Empirical results

4.1. Determinants of the voluntary disclosure score

To explain the disclosure score, we use a panekssmpn analysis with individual
effects. We model the time effect explicitly by satering either the TREND or the IFRS
variable. This approach allows us to question diene of the time effect. Allowing a simple
time effect in the panel model would introduce duesrfor each of the 6 considered years.
By doing so, we would not have been in a positmddtermine the nature of the time effect,
i.e., whether it is a deterministic trend or pregplFRS decision. To set up the model, we
had to choose between fixed (intercept) effectsrandom effects. We used random effects
in a first trial because it is the less constrainemtlel. We then tested the final specification
against a fixed effects intercept using Hausmaast The difficulty with the SCORE variable
is that it is discontinuous and has limited ranyye. checked whether the SCORE variable has
a normal distribution. Globally, it shows signifidaskewness, but we can reject the kurtosis
hypothesis at the 1% level. The Jarque-Bera statstot significantly different from zero

(p=0.00), and we reject normality. However, lookatgannual score data, normality prevails.
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We cannot reject normality for four years out of ¢at the 5% level). Non-normal score
values are identified in 2005 and 2006. Becauseessahe dependent variable, we checked
that the residuals of the regression did not shomoemal distributions.

The M1 and M2 regressions include many explanatariables and refer to industry
dummies; they only differ in whether the time dirsiem is modeled with TREND or with
IFRS. The models M3 and M4 do not include indudignmies. The results are similar to the
previous ones except that the constant becomesfisign. Both TREND and IFRS are
significant. We still cannot discriminate betwedrern. The analysts’ forecast dispersion,
forecast error, leverage, CAC membership, the nurobanalysts and institutional investors’
ownership or ownership concentration variablesratesignificant in explaining the score of
voluntary disclosure. The risk variable is positaed significant in one instance. The only
significant variables are the increasing time digi@m characteristics (TREND or IFRS) and
the past disclosure score value SCORE(-1), i.e, glevious value of the score index.
Autoregressive scores confirm a long-term commuingpolicy. A highly communicative

firm will continue to be highly communicative indliollowing year.

The models M5 to M7 have different dependent véemb/Ne now look at DSCORE,
which is the yearly variation in the disclosurergcdVe introduce lagged variables of forecast
accuracy, which are moderately significant. Thet fagecast errors made by the analysts
seem to explain the variation in the disclosureeca large error in the last-year forecast will

imply a higher score, i.e., a more disclosure. Thioherent with our hypothesis H4.

The models M8 to M10 again explain the score. V¥ettee idea that the past value of
the forecast errors or forecast dispersion willlaxpthe future level of disclosure. The two
variables FOR_ACCUR_NORM(-1) and FOR_STD_NORM(-#9 aot significant. Only the
autoregressive component is significant, along witheffect of industry dummies (see model
8). The M9 and M10 models test the random fixeeatfin the panel model. The set of
explanatory variables does not refer to industrgabee it would be redundant with the fixed
individual effect, which introduces a fixed condtéor each firm. The Hausman test rejects
the fixed intercept coefficients specification (F22, p-value of 0.28). The beta coefficients
are not significantly different, so we prefer tlked constrained model, i.e., the random effects
model. The normality of residuals is rejected at%k6 level, but not at the 1% level, for most

models, particularly the M9 regression. Variationsicore models (M5 to M7) show non-
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normal residuals. In any cases, the rejection tesudm the presence of kurtosis and not from

skewness.

The variable linked to the financial riskiness loé firm is conclusive only if we refer
to a time dimension featured by the IFRS dummig itot significant otherwise. The leverage
does not explain the disclosure levels. The owmerstnucture variables (TOP3, INSTOWN)
do not influence the setting of the communicatiohqy. The asymmetry of information does
not appear as a determinant; neither the foreaasiracy nor the number of analysts are
significant. Introducing the previous value of timormation asymmetry variable does not
appear to be useful. When considering whether ® the IFRS dummy or the TREND
variable, we get similar results with similar siggance. With the exception of an increase
with time and a positive autoregressive componetiter explanatory variables seem to
contribute little. Some are weakly significant. WiHeoking at the fixed effect estimates, we
find similar results, although the autoregressiwanponent of the score index is less

significant (see Table 14).

INSERT TABLE 14

Each firm’s communication policy is peculiar toamd has a strong permanent form.
This single-equation panel does not strongly idgrdany idiosyncratic determinants at this
level. One reason for the poor result in termshef éxplanatory variables is that the score
level is endogenous but poorly captured in a singgjeation, leading to one-way causality.

This problem will become clearer later on.

4.2. Analysts’ forecast accuracy and dispersion.

A complete model to analyze the disclosure scofdsms should take into account
cross-relationships where the disclosure of infdiomamay also explain variation in the
accuracy or the dispersion of forecasts. The caysahy be complex and involve dynamic

behaviors from firms that follow communication pmodis.
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First, we analyze as the dependent variable theolates mean forecast error,
FOR_ACCUR_NORM. The higher its value, the lowerdtsuracy in anticipating earnings.
The first model, M1, shows that the forecast ersanegatively linked to the profitability of
the firms, their risk, and their membership in 8AC stock index (see Table 15). It is
positively linked with firm size and does not degean the number of analysts. The
explanation here is that large firms are generatignplex, multidivisional or multinational.
Their future earnings are more difficult to forecdsis also interesting to point out that the
characteristics of being a high communicator oéficial information in the past (as appraised
by the variable SCOREDUM(-1)) does not indicate amprovement in the following
period’s accuracy. The model M2 highlights that tiieclosure score index SCORE is
negatively linked (only at the 5% level) with therdcast error. This result is weak because it
is not confirmed in the other model specificatiomkis point is important, as it provides a
way to test H6. Crucially, the relation is not laggout contemporaneous. The disclosure of
financial information is measured by the informataelivered in the annual report at the end
of the fiscal year. However, the annual report geghall financial information, either newly
disclosed or already announced throughout the yeaugh other media; for example,
presentations to analysts, public announcementspaterial posted on the firm’s website.
Voluntary disclosure is an attitude that does reatdl the firm to retain useful pieces of
information. Disclosure to the public is privilegedhen it is useful and disclosure may
develop continuously. This explains why the conterapeous correlation between the
guantity of information voluntarily disclosed dugithe fiscal year up to the financial report
delivery and the forecast error at the announceroetiie actual earnings per share a few
months after the fiscal year end, is negdtivehe model M3 introduces the forecast
dispersion FOR_STD_NORM as a positive and signitiexplanatory variable. This means
that the analysts’ dispersion of forecasts is negigt linked to the accuracy of forecasts.
Dispersion is a signal of an important asymmetryirdbrmation and the absence of
consensus. It also accompanies forecast errors.a$iiametry of information covers the
situation of underinformed analysts who differ sysatically in their forecasting. This
increases the dispersion of forecasts around trenniss a result, the average error of the
forecasts increases. Conversely, if everybody isaky) informed or adopts herd behavior,

dispersion is low. Errors of forecasts may exidt lieeirandomly distributed over a sample of

8If, instead of SCORE, we use the previous yearesealue SCORE(-1), the score variable
turns insignificant in model 2.
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stockS. The positive relation between FOR_STD_NORM antbrer in forecasting is
confirmed in models M5 and M6. The difference betwéhem is the presence of a random or
a fixed effect. The Hausman test accepts the aguali estimated coefficients (F= 0.93,
p=0.48). We also highlight that the TREND and IFR@ables are equally significant. There
is a time-increasing feature that makes the fotegp®rror lower and the accuracy higher
with time. We cannot distinguish whether this isglmbal phenomenon linked to the
institutional environment or if it is a consequeméehe introduction of IFRS.

INSERT TABLE 15

The FOR_STD_NORM variable is a proxy of informatesymmetry as perceived by
analysts (see Table 15, lower part). We introddee dummy SCOREDUM for highly
communicative firms, as opposed to moderately comaative firms. It is not significant in
model M1, but it is significant in models M2 and MB has the expected negative sign. A
firm that was highly communicative in the previopseriod will lower the dispersion of
analysts’ forecasts in the following year. This im@acal information-providing mechanism
is only weakly significant at the 10% level. The @RE(-1) variable is significant in models
2 and 3, but weakly. Contrary to our expectatiahsshows a positive sign. This result
suggests that the delivery of financial informatidoes not reduce, but increases, the
dispersion of analysts’ forecasts. However, we hawansider that the sign of SCORE(-1) is
balanced by a significant negative sign of the dynwariable SCOREDUM(-1). The
negative sign of the latter means that the deliv@rynformation negatively impacts the
dispersion of forecasts and reduces the market rasyim of information, but only for
communicative firms. This point does not confirnr otfer-demand scheme, nor does it mean
that the firm does not provide any information twe tmarket to reduce asymmetry of
information. It could mean that the information yided by the firm, even in increasing
guantity, is not useful to the market. We rejed itlea that the quantity of information is
linked with its quality for all firms in the markeinformation may be pure noise or useless if
it does not reduce the dispersion of analysts’dases. On the other hand, models 2 and 3
show a strong positive autoregressive componettiardispersion of forecasts. Coefficients
around one are coherent with the idea that anykssfllowed by a population of analysts
that is stable from one year to the next. This &xgl why the fixed-effects model is not

® Except in the situation of a behavioral bias oteymtic pessimism or overconfidence.
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different from the random-effects panel specifiativhen comparing models M2 and M3.
The Hausman test rejects the fixed effect (F=0p40.86). The dispersion of forecasts has

some persistence, which is not linked to peculracteristics of the firms.

Some other results are not in line with the literat Analysts’ dispersion is not a
function of the number of analysts. Interestingig IFRS variable is also not significant. The
introduction of IFRS did not reduce the asymmefrinftormation significantly.

4.3 Endogeneity and systems of equations

The univariate panel analyses described above shive¢ disclosure policy does not
seem to be explained by the demand for informatiom the outside. Paradoxically, the
characteristic of the demand for information bylgsis is not significant either through the
past error in forecasting or through asymmetry dbrimation. This choice appears to be
affected only by deterministic variables such asCCembership. The model of forecast
errors demonstrates that accuracy is influencethéydispersion of forecasts and not by the
disclosing policy of the firms. The asymmetry offammation (as measured by
FOR_STD_NORM) is influenced by a complex mix of etatinants. It refers to the
disclosure activity of the previous year. The ligkabetween the three aspects at this stage

seems to be quite poor.

This finding may be explained by the univariate moetblogy, which does not take
into account potential endogenous relations. Atjaetting is necessary when analyzing
disclosure scores, forecast accuracy and the dispeof forecasts. A system of joint panel
data is estimated. We used four systems of joinagns. The first one is a system of two
panel equations; the first equation (EQ1) expldires score value and the second equation
(EQ2) explains the mean forecast error. The sesgstm has three equations, the dependent
variables of which are SCORE (EQ1), FOR_ACCUR_NO@E®@?2) and FOR_STD_NORM
(EQ3). These two sets of equations use the TRENRa as the time dimension to explain
the score in EQ1. The other two systems of equsit@wa strictly similar to the previous one,
with 2 and 3 equations each, respectively. The diffgrence is that EQ1 now uses the IFRS
dummy. EQL1 stresses the offer of information byfitme through the score index. It has to do

with the firm’s communication policy. The two otheguations focus on the capacity of
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analysts as a whole to forecast earnings. Theytifgiethe strength of the demand for

information.

INSERT TABLE 16

The results of the multivariate panels are shownhahle 16. The estimates of the four
systems agree with one anotffem EQ1, the disclosure score is now significaréthe 5%
level) linked to FOR_ACCUR(-1): a large error iretprevious year’s forecast makes the firm
voluntarily disclose more information in the followy year. This result is new and did not
appear in the univariate test. The disclosure @gthas a permanent component and is part of
a long-term policy. The value of SCORE at time tsl helpful for identifying a
communication policy. The new score value is ned@fly% of the previous one. Considering
this result, the market and analysts know thatfitime will continue to communicate more
than the required information. The results underlime dynamic process of communication.
Disclosure follows a long-term policy. The firm alseacts by voluntarily delivering more
information if the past forecasting error was intpat. It is explained by indirect costs
associated with forecasting error (increased cdsfimancing, loss of reputation). Our
hypothesis H5(a) is accepted, but H5(b) is not icoved because the previous asymmetry of

information does not result in higher publicaticoes.

The only characteristic of the firms that explaghsclosure better is the risk level, as
measured by its beta. Neither profitability nottitugional investors’ investment or ownership
concentration are significant. Size does not apfebe significant, although it influences the
results indirectly through the firm’s listing onetfCAC stock index. Our hypotheses H2 and
H3 are partially and totally rejected, respectivélydeterministic time-increasing component
is also highlighted. Ceteris paribus, firms wiltdose more information with time. However,
we cannot distinguish the cause of this trend.dy ime explained by the introduction of IFRS
standards, but it could also be explained by tlessare of the global environm&ntin Table
15, analysis of EQLl shows that the TREND and thRSIFvariables are only slightly
significant; both are rejected at the 1% leveltHat sense, we do not find results similar to

9 The normality of the residuals of EQ1 is pooisltejected at the 5% level but not rejected atlfftelevel.
' We tested the model with at the same time the I&RSthe TREND variables. Both have positive but
insignificant signs.
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Chen et al. (2010), and we cannot draw a conclusiorH1 regarding the impact of the
introduction of IFRS.

The analysts’ forecasting accuracy is not influehdey the level of voluntary
disclosure (see EQ2 in Table 15). The informatielivdred does not help improve the mean
EPS forecast. Analysts’ forecasts will question tisefulness of the voluntarily disclosed
information. On average, this information is pucese. Accuracy does not improve with the
number of analysts or with the size of the firmrdeast accuracy is better if the firm belongs
to the top-tier CAC stock index. Globally, accuramproves with time (measured by either
TREND or IFRS). The positive relation between FORDSNORM and
FOR_ACCUR_NORM is confirmed. The existence of dismm: in forecasts makes the

forecasting error larger. This result is in lindwihe hypothesis of information asymmetry.

The dispersion of forecasts latter aspect is aedlyly the third equation. The
dispersion in individual analysts’ forecasts hgseamanent component. It does not seem to
decrease with time, particularly with the introdantof IFRS. The variable SCOREDUM(-1)
is still significant (only at the 10% level) in gsgem setting. It has a negative sign, indicating
that only highly communicative firms tend to genermwer dispersion in analysts’ forecasts.
The score variable itself becomes nonsignificamndcdsing information is not enough to curb
information asymmetry. A simple one-way relatiomsbetween the quantity of information
delivered and the reduction of information asymmesr not evidenced. In that sense, we
reject our hypothesis H4. We cannot simply validhgehypothesis that the quantity of “raw”
information delivered globally to the market is fusenformation. Our results are in line with
Byard et al. (2011) and underline the importancéheffirm-specific disclosure policy. From
the investors’ viewpoint, the disclosed informatioay be no help in understanding the firm.
However, it is important to distinguish between htyg communicative and moderately
communicative firms. Among the former, informatidisclosure may reduce the conflict of
interest. However, it may also add fuzziness amdusion in the market and does not reduce
the asymmetry of information for poorly communigatifirms. This finding suggests that
only highly communicative and reliable firms efieely reduce the asymmetry of
information by disclosing voluntary information. Aolicy of disclosing trustworthy
information creates value and is useful. Such métdron is issued by communicative firms
within a policy framework. Information coming fromoderately communicative firms has no

impact.
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This result leads to the idea that we can idemlifierent communication policies. On
the one hand, some firms follow long-term high kisare standards and appear as “label
adopters” (Daske et al., 2009). The informatioryttieliver to analysts will help to reduce the
asymmetry of information and indirectly contribute reducing forecast errors. In contrast,
disclosing information voluntarily does not help evh the firm is not identified as
trustworthy. The information is then pure noise ao@s not help to reduce the situation of

asymmetry or, indirectly, to improve the accuratjooecasts.

The disclosure score index, the forecasting acguaad the dispersion of forecasts are
endogenously related and have to be consideretlyjoi@ur results lead to the idea that
increasing voluntary information by delivering ayrsficant quantity of information may
result in pure noise. The hypothesis that the extfarmation mechanically improves the
accuracy of forecasts or reduces the asymmetrynfifrmation is not accepted. The
hypothesis H6 of a direct relationship is not ateep However, the hypothesis H7 of a
complex and indirect relationship is accepted. frtagket is sensitive to the communication
policies of certain firms, but not all firms. Thofems that are globally good communicators
and provide a large set of voluntary informatiotl Wwe identified, and the market reaction to
their communication will be good, i.e., asymmetfyirformation will shrink. Those firms
that are moderately communicative have only a siéllence on the market’s perception.
The voluntary information they disclose may be adem®d as noise. Our results may
corroborate the idea that communication policied @atiability are filters with regard to the

voluntary disclosure of quantitative information.

Conclusion

The present research has two goals. It measuredotbetary disclosure of financial
information through a quantitative proxy of finasicand non-financial data measured by 28
items. The publication scores are very differergrdime and between firms. The introduction
of the IFRS affected the voluntary disclosure dbimation. The disclosure of information
increased significantly over the 2003-2008 peribthwever, the increase seems to be
explained by global pressure of the institutionavieonment as well as by the mandatory
introduction of the IFRS in 2005. We could not sepaithe two effects.
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Previous studies have analyzed firms’ voluntarycldsure behavior. We test the
communication policies followed by some of the SBIO firms. We relate the publication
score to analysts’ forecast errors and the existeh@asymmetry of information, as measured

by the dispersion of earnings per share in foredagfinancial analysts.

A dynamic process of communication is evidencedour empirical study. A
distinction should be made between highly commuiviedirms following a long-term policy
and others. Complex and idiosyncratic communicapoficies aimed at the reduction of
asymmetry of information are the main driver of theclosure of financial information. The
communication policies of French firms are basedaolong-term perspective. We saw a
strong persistence in the level of the quantitasgeres and in the level of asymmetry of
information measured by the dispersion of earnorgdasts. Communication is not limited to
the delivery of quantitative pieces of informatidxnalysts (and the markets) will only react
to useful information, i.e., information that isliable and issued by trustworthy, highly
communicative firms. The market process to filtent auseful information issued by
communicative firms in the framework of a globalipp is the major finding of this paper.

Future research should confirm the existence sfrttechanism over a longer time period.
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Table 1. Summary of studies using disclosure scamdbe U.S. market

Author Year Sample Items Comments
Cerf 1961 258 firms listed on NYSE 31 Positive relatlons_hlp_t_)etween disclosure and siaeber of
shareholder profitability
. . Firms issuing information correlated to user exggéons
Singhvi and Desai | 1971 100 f|r_ms “Sted on NYSE 34 (financial analysts) are audited by smaller auditg, are
55 unlisted firms . . :
less profitable, have more volatile prices thareofirms.
Buzb 1974 44 firms listed on NYSE 39 Existence of a weak correlation between the redativ
y 44 unlisted firms importance of the item and the level of disclosure
. : Positive relationship between disclosures containdde
Buzby 1975 jj ]::rnrlri]sst(lelztﬁ(rjrr?sn NYSE 39 annual report and firm size.
ack of relationship between disclosures and lissitagus
Stanga 1976 80 firms listed on NYSE 79 Positive relatlonshlp betwgen'dlscl_osures containéde
annual Report and industrial firms in the samplelygt
Garsombke 1979 100 firms listed on NYSE 34 Lack of relationship between d!sclosureg contal.netﬂe
annual report and the level of risk associated wghfirm.
60 items | For firms with a low analyst following, higher digsure is
Botosan 1997 122 manufacturing firms _strucf[ured I|nkeq with !ower cost of equity c_apltal. _
into five | For firms with low analyst following, no link betwa
categorieqg disclosure lever and cost of equity capital



Table 2. Summary of research using disclosure samether markets (non US studies)

Source Year | Sample Number of Comments
items
Choi 1973 | 72 firm listed on European markets 36 The listing on a European financial market is gatieg improvements in the level of
disclosure
15 US firms
15 Japanese firms
15 British firms The levels of disclosure in annual reports of Aweeniand British companies are
Barrett 1976 | 15 French firms 17 significantly larger than those present in the ahneports of other companies in the
15 German firms study sample.
15 Swedish firms
13 Netherlands firms
250 CFOs : . . .
. 250 accountants working for audit firms The purpose_of t.h|s study was to test the mpoetepiacgd by Qn‘ferent users to d|fferent
Firth 1978 . X 75 items of publication. The results show that CFO$ aunditors give equal weight to items
120 financial analysts / financial analysts and bankers give equal weightd the items
130 bankers y 9 q ’
Firth 1980 | 278 British manufacturing firms 48 The s_rr_1a|| f|rn_15 S|gn!flcan'gly increase their Iemélpubllcanon in the issuance of new
securities. This relationship does not hold fogéafirms
Firth 1984 | 100 British firms 48 The study results reflect _thg lack of significagltionship between the level of
disclosure and systematic risk measured by beta.
gg?g} et wong- 1987 | 52 Mexican listed firms 24 The informationwatiary disclosure level is higher for large firrhan for small firms.
38 Swedish unlisted firms
33 firms listed on Swedish market . . : . . -
Cooke 19894 19 companies listed both on the Swedisa24 There is a positive relationship between the vaontlisclosure extent and both listing

market and on at least one foreign
market

status and firm size.
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38 unlisted Swedish firms
33 firms listed on the Swedish market

There is a positive relationship between voluntlisglosure extent and both listing

Cooke 19898 19 companies listed both on the Swedisti46 status and firm size. Moreover, « commercial fismgublish less voluntary information
market and on at least one foreign than firms in other sectors.
market
Cooke 1991 | 48 firms listed on Japanese market 106 hereTis a positive relationship between the volyndiésclosure level and firm size.
58 U.S. companies and 32 British firmg
Gray, Meek et listed on both their domestic market ard The firms listed on both the domestic and extenmaikets present publication levels
Roberts 1995 | external market . N 128 higher than the firms listed only on their domestiarket
58 U.S. companies and 32 British firmg '
listed only on their domestic market
Raffournier 1995 | 161 firms listed on the Swiss reirk 30 The level of _dlsclosure_ is significantly correlatsih firm size, degree of mternatl(_)nal
openness, size of audit firms and to a lesser etdahe diffuse nature of ownership.
Hossain, Perera 55 companies listed on the New Zeala 1% There is a positive relationship between the lefefoluntary disclosure of firms studied
1995 5 ; o
and Rahman market and the size, debt level and external listing
Owusu-Ansah 1998| 49 listed companies in Zimbabwe 4 21 It?ﬁ!ﬁxgl of disclosure is positively correlatedhngize, profitability, shareholder
Depoers 2000| 102 listed companies in France 65 Thereis a positive re!at|onsh|p between the leveloluntary publication, size and
external activities of firms.
Archambault and Disclosure are influenced by three elements: calteligion, education, individualism
2003 | 621 listed companies across 33 countfies 85 ...), hational systems (freedom, press, inflatforgncial markets ...) and systems
Archambault L i .
company (shareholders, debt, dividends, listensize,...).
IIECr;rgk,el\r/lak and 2003 | 158 companies listed in Singapore 84 Isr;r;g?ecgt];f ownership structure and composition efltbard of directors on disclosure
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Table 3. Lists of voluntary items used in the htere

Authors Year Country Items number
Chau and Gray 2002| Hong-Kong 116
Myburgh 2001 South Africa 49
Depoers 2000 France 65
Hossain, Perera, and Rahman 1995  New-Zealand 95
Raffournier 1995 | Switzerland 30
Cooke 1989 | Sweden 146
Chow, Wong- Boren 1987 Mexico 24
Table 4. Sample of SBF 120 Index firms
SBF 120 firms 120
Companies are not present in the index during miieeestudy period -44
Financial and insurance companies -4
Lack of information (not available annual report)* -5
Final sample 67

(*Clarins and Thomson are kept; they are presemass over 6; in 2008 theses companies

did not publicize annual report)
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Table 5 List of the 40 items and number of occuweenver the global sample
(Each information disclosure is numbered 1 (hitd disclosure is 0; sample of 67 firms over
6 years; theoretical maximum number of occurread®DO00; two firms absent in year 2008)

# List of 40 items Total nb of hits 28 items 35items 29 items
Score Score Score
1 Description of principal products / services - 398 X X X
Market share
2 Forecast of profit year n +1 (qualitative) 5 X X
3 Forecast of profit year n+1 (quantitative) 4 X X
4 Future cash at horizon 2 to 5 years 0 X X
5 Description of the major factories, 154 X
warehouses and properties
6 Biographical Profile of Directors and 399 X
Officers (responsibilities, experience,
courses)
7 Capital expenditures (past and futures), 291 X X X
Investments
Directors' biography 261 X X X
General objectives of the firm — Goals 391 X X X
10 Description of marketing network for final 253 X X X
goods and services
11 Main activity or affiliation of directors with 397 X X
other organizations
12 Information on the social responsibility of 379 X X
the firm
13 Structure of ownership, investors’ types and 394 X X X
names
14 Historical share price — Trend 383 X
15 Cost of sales 224 X X X
16 Advertising expenditures: information and 77 X X
amount
17 Human Resources: Cost of training 212 X X
operations
18 Information on depreciation 38 X X
19 Value added statement 54 X X
20 Return on capital employed 95 X X
21 Return on shareholders' securities 122 X X
22 Cash Ratio - Current Ratio 44 X X
23 Other financial ratios 344 X X
24  Economic factors influencing future activity 399 X X
25 Political and social factors influencing 365 X X
future activity
26 Technological factors influencing future 217 X X X
activity
27 Discussion on past industry tendencies 377 X X X
28 Discussion on future industry tendencies 363 X X X
29 Position and competitive environment 394 X X X
30 Policy and financial objectives 369 X X X
31 Description of activities and transactions 14 X X

linked with government and state entities
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32 Firm history 334 X X X
33 Description of the organizational structure 352 X X
34 Market capitalization and financial 259 X
operations
35 Information on fixed assets variations 394
36 Information on secured and non-secured 320 X X
debts
37 Information on R&D projects 299 X X X
38 Development of new products / services 320 X X X
39 Number of employees 400 X X X
40 Special report on employees and social 307 X X X
activities
Grand Total 10402

Table 6 PCA analysis of the different scope ofwidlial items

(PCL1 is the first principal component resultingnfrthe principal component analysis of the
array of 67 firms and respectively 40, 28, 29 a&dt@ms; correlation is the R-squared
between the value of the coordinates of each finnthe PC1 and its equally weighted global
score; PC2 is the second principal component; im@sum of dummy variable of the
presence /absence of the item in the 2003-2008diabreports; items are between 0 and 6)

Score 40 Score 28 Score 29 Score 35

items items items Iltems
Correlation with PC1 0.9091 0.8797 0.9786 0.8996
Variance explained (%)
PC1 89.4% 88.1% 92.0% 87.7%
PC2 1.3% 1.8% 1.3% 1.6%

Table 7 Cross correlation between alternative dlsbares
(R-squared values between global scores; score #he iglobal score comprising the 40 items
list; respectively for the 28, 29 and 25 itemsg)list

Score 40 Score 28 Score 29

Score 28 0.8129
Score 29 0.8429 0.6610
Score 35 0.9645 0.8720 0.7915
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Table 8 — Voluntary disclosure scores — Summanystitzs
(Number of items per score is 40, 28, 35 and Z9jréhs; Coef. Variation: standard
deviation divided by mean)

2003 2004 2005 2006 2007 | 2008

40 items score

Mean 24,42 25,00 | 26,21 26,51 26,13 | 27,82
Median 25,00 25,00 | 27,00 27,00 27,00 28,00
Min 13,00 | 16,00 18,00 18,00 19,00 22,00
Max 30,00 30,00 31,00 32,00 32,00 32,00
Std dev 302 287 253 246 2,79 2,16

Coef. variation 0,12 0,11 0,20 0,09 0,21 0,08

28 items score

Mean 16,96 17,39 18,21 18,45 18,46 | 19,38
Median 18,00 18,00 19,00 18,00 19,00 | 20,00
Min 9,00 9,00 11,00 13,00 13,00 14,00
Max 21,00 22,00 23,00 23,00 23,00 23,00
Std dev 248 261 242 211 235 1,88

Coef. Variation | 0,45 0,15 0,23 0,11 0,13 0,10

35 items score

Mean 21,09 21,66 | 22,63 22,85 22,70 | 23,97
Median 22,00 22,00 | 23,00 23,00 23,00 24,00
Min 11,00 | 13,00 15,00 16,00 16,00 19,00
Max 26,00 26,00 27,00 28,00 28,00 27,00
Std dev 279 267 240 223 240 1,83

Coef. Variation | 0,43 0,12 0,21 0,10 0,11 0,08

29 items score

Mean 21,03 21,40 | 22,36 22,66 22,12 | 23,69
Median 21,00 22,00 | 23,00 23,00 23,00 24,00
Min 11,00 | 14,00 16,00 16,00 16,00 19,00
Max 25,00 25,00 25,00 26,00 26,00 27,00
Std dev 272 234 205 188 220 1,79

Coef. Variation | 0,43 0,11 0,09 0,08 0,10 0,08

Table 9

Median scores over the 2003-2004 sub period and@86-2007 sub-period; High disclosing
firms are those with an individual score abovedura to the median; low disclosing firms
have below median scores; Number of firms belongangach high/low group; prob. to
remain in the group: percentage of firms belongmthe group in the first sub-period still in
the group in the second sub-period)

2003-4 | 2006-7 | Prob. to remains in the group

Median score 50 53
#Highly disclosing firms 34 39 76,47%
#Low disclosing firms 33 28 60,61%
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Table 10 — List of variables

Variables

Definition

Comment

ABS_ACCUR_NORM

ACCUR

CAC

FOR_STD

FOR_STD_NORM

IFRS
INST_OWN

LNTA
LT_DT_OV_CAP

MTB
NB_ANAL

OP_MARGIN

RISK_ MKT

SCORE

SCOREDUMYEAR

SCOREHIGHYEAR

TOP 3

TREND

Absolute forecast error

Forecast accuracy

Firm belonging to the
top tier CAC 40 stock
Index

Dispersion of earning
forecasts

Forecast dispersion

Introduction of IFRS
standards
Institutional investors’
ownership

Size of the firm
Leverage ratio

Market to Book ratio
Number of analysts
following the firm
Operating margin

Market risk indicator
Financial voluntary
publication score

Highly communicant
firms dummy

Highly communicant
firm score values

Share ownership
concentration
Time trend

Absolute value of the fasg@rror (see ACCUR)
divided by the stock value ate the end of the fisca
year

Forecast errors between the &RGarelated to
given fiscal year and the mean analyst forecast at
the end of the fiscal year. (IBES)

Dummy variable (1 if belongs to the French CAC
40 index)

Standard deviation of analysts’ forecasts of
earning per share. (IBES)

Standard deviation of forgsast FOR_STD)
divided by the stock price at the end of the fiscal
year
Dummy variable (0 in 2003-2004; 1 in 2005-
2008)

Equity share of capital held by institutional
investors (Thomson Financial)

Log of the total assets (Thomsorakcials)

Long term debt over book capitaloffison
Financial)

(Datastream)

Number of analysts providing earning per share
forecasts. (IBES)

above Operating profit over tetdés in
percentage (Thomson Financial)

Yearly beta coefficient usitg weekly stock
returns and regressed with the SBF 120 Stock
Index. (Thomson Financial)

Estimated by the number of items of voluntary
disclosed information in the annual report ot the
year t by the firm i. (Between 0 and 28)
Dummy variables for highly communicant firms.
Considering each year scores, firms with a
publication score above or equal to the median
value are flagged (1); Non communicant are
below the median

Difference of each year score value and its
median only is positive, 0 otherwise for forms
with scores at or below its yearly median value
Sum of the equity stake of the three first
shareholders (Thomson Financial)

1 to 6 for each year of the 2003-20Q8pe
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Table 11 Descriptive statistics

(64 firms; period 2003-2008; source: see Table 10)

Variables N Mean Md Min Max
deviation

ABS_ACCUR_NORM 377 0.0403 0.1483 0.000013 1.913543
ACCUR 377 -0.8663 4.0596 -45.80509 4.89036
CAC 384 0.3958 0.4897 0 1
FOR_STD 377 0.3576 0.5882 0.010829 0.42272
FOR_STD_NORM 377 0.0151 0.0664 0.000701 1.24721
IFRS 384 0.6667 0.4720 0 1
INST_OWN 379 16.9417 8.7206 0.13 63.51
LT _DT_OV_CAP 382 34.504062 21.85892 0 150.87853
LNTA 382 8.838708 1.469723 5.299322 11.67249
MTB 379 2.441557 1.757669 -4.87 15.69
NB_ANAL 378 16.611111 6.568923 1 36
OP_MARGIN 382 9.858321 8.485468 -31.68977 45.368
RISK_MKT 379 0.340657 0.174108 -0.05186 0.955
SCORE 384 16.067708 2.37823 8 21.000
SCOREDUMYEAR 384 0.578125 0.494503 0 1
SCOREHIGHYEAR 384 0.625 1.047189 0 5
TOP_3 379 37.435858 21.181419 2.56 87.09
TREND 384 3.5 1.710053 1 6
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Table 12 Existence of a time dimension effect mmshore variable

(Poisson regression; dependent variable is thentary disclosure score index SCORE; variablesaae B; INDUSTRY: set of 10 dummy variables

corresponding to the ICB industry codes; sig: sigant industry dummies; 64 firms; period 2003-20@&iable description: see Table 10; a,b,c: sigaift at
the 1%, 5% 10%level)

Variables @ Coeff p-val Coeff | p-val  Variables Coeff p-val = Coeff p-val
LNTA 0.0141 0.06c 0.0128 0.09 ABS_ACCUR_NORM -0.0385 | 0.23 -0.0233 | 0.48
NB_ANAL 0.0007 0.60  0.0003 | 0.82 LNTA 0.0171 | 0.04b 0.0148 | 0.07c
INST_OWN | 0.0014 0.14 0.0021 | 0.02b = NB_ANAL 0.0007 | 0.62 0.0005 | 0.75
RISK_MKT 0.0644 0.17  0.1260 | 0.00a | INST_OWN 0.0013 | 0.17 0.0021 | 0.03b
TOP_3 0.0002 0.62 0.0004 | 0.24 | RISK_MKT 0.0414 | 0.40 0.1077 | 0.02b
TREND 0.0223  0.00a LT_DT_OV_CAP -0.0006 | 0.15 -0.0005 | 0.22
IFRS 0.0791 | 0.00a TOP_3 0.0001 | 0.82 0.0004 | 0.30
MTB 0.0008 | 0.82 -0.0010 | 0.77
TREND 0.0225 | 0.00a
IFRS 0.0775 | 0.00a
INDUSTRY | yes sig yes sig INDUSTRY yes sig yes sig
LR test 38.95 40.13 LR test 39.88 40.74
p-val 0.00 0.00 p-val 0.00 0.00
pseudo R2 0.29 0.30 pseudo R2 0.30 0.30
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Table 13 Individual and time effects

(analysis of variance of series, 64 firms and Gydd=384 observations; a,b,c: significant at the 5% 10%level)

Voluntary score SCORE F p-value
Individual firm’s effect 8.44 | 0.00a
Time effect 10.64 | 0.00a
Forecast accuracy (FOR_ACCUR NORM)

Individual firm’s effect 2.47 | 0.00a
Time effect 2.63 | 0.02b
Analysts’ forecast dispersion (FOR_STD NORM)

Individual firm effect 1.19 | 0.17
Time effect 1.59 | 0.16
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Table 14 Determinants of the disclosure score index
(Panel analysis; dependent variable is SCORE datiamn SCORE — SCORE{1}; {1} signals a one yeardad variable; Fixed effect: random or fixed indivéd effect; variables: see table
9;Constant in the variable is the constant in #melom individual effect; INDUSTRY: set of 10 dumwgriables corresponding to the ICB industry cods; significant industry dummies;
Normality: Jarque-Bera test of normality of theidesls, the p-value of the Jarque-Bera statistiigplayed; 64 firms; period 2003-2008; variablsatiption: see Table 10; a,b,c: significant
at the 1% level, the 5% level, the 10% level)

M1 M2 M3 M4 M5
Dependent  SCORE SCORE SCORE SCORE var in SCORE
Fixed effect rand rand rand rand rand
FOR_STD 0.6878 FOR_STD 0.9534 Constant 8.2045 a Constant 8.2300 Constant 0.7731
LNTA 0.1222 LNTA 0.0835 FOR_STD 0.6803 FOR_STD 0.9427 FOR_STD 0.5023
LEVERAGE -0.0040 LEVERAGE  -0.0047 LNTA 0.2121 LNTA 0.1817 FOR_STD{1} -1.6915
TREND 0.2877 a IFRS 0.7627 a LEVERAGE -0.0024 LEVERAGE -0.0030 LNTA -0.0058
SCORE{1} 0.3259 a SCORE{1} 0.3238 a TREND 0.2798 IFRS 0.7335 LEVERAGE -0.0023
CAC 0.2807 CAC 0.3049 SCORE{1} 0.3460 SCORE{1} 0.3455 TREND 0.0581
NB_ANAL -0.0034 NB_ANAL -0.0055 CAC 0.2849 CAC 0.3077 CAC -0.2878
INST_OWN  -0.0147 INST_OWN  -0.0022 NB_ANAL -0.0014 NB_ANAL -0.0033 NB_ANAL -0.0084
TO_3 -0.0073 TOP_3 -0.0022 INST_OWN  -0.0166 INST_OWN  -0.0044 INST_OWN  -0.0115
ACCUR -0.5416 ACCUR -0.3699 TOP_3 -0.0090 TOP_3 -0.0040 TOP_3 -0.0050
RISK 0.6998 RISK 1.9956 a ACCUR -0.3993 ACCUR -0.2369 ACCUR -0.6695
RISK 0.7095 RISK 1.9604 ACCUR{1} 1.2953
RISK 0.7749
INDUSTRY yes sig INDUSTRY  vyes sig INDUSTRY no INDUSTRY no INDUSTRY no
Normality 0.009a 0.014b 0.020b 0.030b 0.000a
R2 0.74 0.74 0.74 0.74 0.03
M6 M7 M3 M9 M10
var in SCORE var in SCORE SCORE SCORE SCORE
rand fixed rand rand fixed
LNTA -0.0655 LNTA 0.1984 SCORE({1} 0.3272 a Constant 9.7856 ACCUR{1} 0.4299
TREND 0.0570 LEVERAGE 0.0015 ACCUR({1} 0.5950 ACCUR({1} 0.8253 SCORE{1} 0.1432
ACCUR({1} 1.2657 ¢ IFRS 0.2821 FOR_STD{1} -4.7310 SCORE{1} 0.3435 CAC 0.5126
RISK 0.7362 CAC 0.3571 TREND 0.3383 a CAC 0.6359 TREND 0.4448
OMARG -0.0114 NB_ANAL -0.0356 TREND 0.3214 INST_OWN  -0.0226
INST_OWN -0.0151 INST_OWN  -0.0174 TOP_3 -0.0199
TOP_3 0.0022 TOP_3 -0.0079 OMARG -0.0259
ACCUR{1} 1.6122 b OMARG -0.0120 FOR_STD{1} -4.6626
RISK 1.2476 FOR_STD{1} -3.1051 RISK 0.3534
RISK 0.7838
INDUSTRY yes nonsig INDUSTRY no INDUSTRY yes sig  INDUSTRY no INDUSTRY no
Normality 0.000a 0.003a 0.001a 0.018b 0.004a
R2 0.08 0.11 0.74 0.74 0.76
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Table 15 Determinants of the forecasting accuracythe forecast dispersion

(Panel analysis; dependent variable is forecasinogracy ACCUR or analysts’ forecast dispersion FORD; {1} signals a one year lagged variable; Fiedgct: random or fixed individual
effect; variables: see table 9;Constant in theatdeiis the constant in the random individual g¢ff&dDUSTRY: set of 10 dummy variables correspogdia the ICB industry codes; sig:
significant industry dummies; Normality: Jarque-8éest of normality of the residuals, the p-valtithe Jarque-Bera statistic is displayed; 64 firpesjiod 2003-2008; variable description:
see Table 10; a,b,c: significant at the 1% leved, 5% level, the 10% level)

M1 M2 M3 M4 M5 M6
Dependent ACCUR ACCUR ACCUR ACCUR ACCUR ACCUR
Fixed effect rand rand rand rand rand fixed
Constant -0.1415 SCORE -0.0084 b Constant -0.0792 Constant -0.1200 Constant -0.0660 SCORE -0.0057
SCOREDUM{1} 0.0158 LNTA 0.0230 a SCORE -0.0053 SCORE -0.0032 SCORE -0.0048 SCOREDUM{1} 0.0157
FOR_STD 0.1951 NB_ANAL 0.0016 SCOREDUM({1}  0.0214 SCOREDUM{1} 0.0172 SCOREDUM{1} 0.0181 LNTA -0.0220
LNTA 0.0335 b LEVERAGE -0.0004 LNTA 0.0333 b LNTA 0.0353 a LNTA 0.0317 b NB_ANAL -0.0002
NB_ANAL 0.0005 CAC -0.1011 a NB_ANAL -0.0002 NB_ANAL 0.0005 NB_ANAL 0.0003 TREND -0.0076
LEVERAGE 0.0002 IFRS -0.0483 a IFRS -0.0453 a TREND -0.0131 a CAC -0.2211
CAC -0.1612 a CAC -0.1734 a CAC -0.1653 a CAC -0.1690 a FOR_STD 0.1920
IFRS -0.0422 a FOR_STD 0.2018 a RISK -0.0753 c¢ FOR_STD 0.2259 a
RISK -0.0831 b FOR_STD 0.2148 a
OPMARG -0.0020 c
M1 M2 M3
Dependent FOR_STD FOR_STD FOR_STD
Fixed effect random random fixed
Constant 0.0167 Constant -0.0410 FOR_STD{1} 1.0435 a
FOR_STD{1} 1.0230 a FOR_STD{1} 1.0600 a SCORE{1} 0.0084 b
SCOREDUM({1} -0.0068 SCORE{1} 0.0062 ¢ SCOREDUM({1} -0.0251 ¢
LNTA -0.0014 SCOREDUM({1} -0.0225 c LNTA -0.0457 ¢
NB_ANAL -0.0007 LNTA -0.0041 NB_ANAL -0.0006
IFRS 0.0134 NB_ANAL -0.0009 IFRS 0.0133
CAC 0.0104 IFRS 0.0068 CAC 0.0234

CAC 0.0116
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Table 16 Endogeneity and systems of equations

(Multivariate Panel analysis; panel of individufeets, time effect is analyzed with the TREND (appart of the table) or IFRS
(lower part of the table) variables; dependentaldés are voluntary disclosure SCORE, forecastiegracy ACCUR and
analysts’ forecast dispersion FOR_STD; {1} sigraisne year lagged variable; Fixed effect: randofiixed individual effect;
variables: see table 9;Constant in the variableesconstant in the random individual effect; INDIURY: set of 10 dummy
variables corresponding to the ICB industry codés; significant industry dummies; Normality: JaegBera test of normality of
the residuals, the p-value of the Jarque-Berastitais displayed; 64 firms; period 2003-2008; able description: see Table 10;
a,b,c: significant at the 1% level, the 5% levieg 10% level)

System 1 System 2

EQ1 EQ2 EQl EQ2 EQ3

Dependent  SCORE ACCUR SCORE ACCUR FOR_STD

Fixed effect  random random random random random

Constant 45517 a Constant 0.0015 Constant 45517 a Constant 0.0015 Constant -0.0582
ACCUR({1} 1.2982 b SCORE 0.0019 ACCUR{1} 1.2982 b SCORE 0.0019 FOR_STD{1} 1.0056 a
SCORE{1} 0.6917 a LNTA 0.0091 SCORE{1} 0.6917 a LNTA 0.0091 SCORE{1} 0.0043
CAC 0.1445 NB_ANAL -0.0004 CAC 0.1445 NB_ANAL -0.0004 SCOREDUM{1} -0.0222 ¢
TREND 0.1396 ¢ TREND -0.0160 a TREND 0.1396 c¢ TREND -0.0160 a LNTA 0.0019
INST_OWN -0.0061 CAC -0.0346 ¢ INST_OWN  -0.0061 CAC -0.0346 ¢ NB_ANAL -0.0009
TO_3 -0.0017 FOR_STD 0.2533 a TO_3 -0.0017 FOR_STD 0.2533 a IFRS 0.0072
OMARG -0.0035 OMARG -0.0035 CAC -0.0006
FOR_STD{1}  -3.2688 FOR_STD{1} -3.2688

RISK 1.1700 ¢ RISK 1.1700

Panel indiv indiv indiv indiv indiv

Normality 0.010 b 0.010 b

R2 0.62 0.07 0.62 0.07 0.09

System 1 System 2

EQ1 EQ2 EQl EQ2 EQ3

Dependent ~ SCORE ACCUR SCORE ACCUR FOR_STD

Fixed effect Random random random random random

Constant 44733 a Constant 0.0015 Constant 44733 a Constant 0.0015 Constant -0.0582
ACCUR({1} 13175 b SCORE 0.0019 ACCUR{1} 13175 b SCORE 0.0019 FOR_STD{1} 1.0056 a
SCORE{1} 0.6862 a LNTA 0.0091 SCORE{1} 0.6862 a LNTA 0.0091 SCORE{1} 0.0043
CAC 0.1333 NB_ANAL -0.0004 CAC 0.1333 NB_ANAL -0.0004 SCOREDUM({1} -0.0222 ¢
IFRS 0.5267 b TREND -0.0160 a IFRS 0.5267 b TREND -0.0160 a LNTA 0.0019
INST_OWN -0.0006 CAC -0.0346 ¢ INST_OWN  -0.0006 CAC -0.0346 ¢ NB_ANAL -0.0009
TO_3 0.0006 FOR_STD 0.2533 a TO_3 0.0006 FOR_STD 0.2533 a IFRS 0.0072
OMARG -0.0069 OMARG -0.0069 CAC -0.0006
FOR_STD{1} -2.1379 FOR_STD{1} -2.1379

RISK 1.6027 a RISK 1.6027 a

Panel Indiv indiv indiv indiv indiv

Normality 0.018 b 0.018 b

R2 0.62 0.07 0.62 0.07 0.09
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Figure 1. Average voluntary disclosure score okier2003-2008 period.
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