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Are Investors Aware of Ownership Connections?

1. Introduction

Recent evidence in the literature suggests thaligpudformation is not automatically impounded into
stock prices. Investors may be inattentive to nelesased by the firm itself or by companies thatcannected
to it through economically significant contractliaks.> When the firm is organized as a network of a paren
and several subsidiarfeselevant inside information about the group mayenmultiple issuers. Disclosure
by one company within the network can be direathevant for affiliated entities as equity stakegresent
channels through which earnings float. In this pape examine how shareholders respond to earnings
announcements by the various entities of businemgpg. We investigate whether these structures tiead
enhanced transparency as investors receive maieddnformation coming from different entitiestormore
opacity when investors are unable to comprehenddheections between the announcing entities.

To examine information flows within groups, we itignparent-subsidiary ownership structures where
both parent and subsidiary are publicly listed @i sets of shareholders only partially overlBmpoughout
the paper, we will use the term subsidiaries fongi in which a parent owns at least a 20% stakeas@d
following IFRS standards on consolidation. Thupaaent company’s stock can be regarded as a wdighte
portfolio of listed and privately-owned subsidiarievhere the weights are determined by ownershigestin
subsidiaries and the subsidiaries’ relative siaé&ast once a year, the listed parent and surgidompanies
are required to make public and separate annoumteraétheir earnings. By studying the market reast
to the release of unanticipated information, we ickmtify whether investors are able to see throtgh
complexity of the group structure, or whether cogb® connections induce investor unawareness or
inattention. Indeed, the fact that a related ligiacknt and subsidiary have, to a large extenistanck set of
investors, and that both entities release sepaat@ngs information enables us to examine howsitove
react to information disclosure of the affiliateatity.

We first document that there is relevant informatfor the subsidiary (parent)’s shareholders in the
earnings announcement of the parent (subsidiary)highlighting a positive relationship between
announcements’ informational contents from botiméir We then distinguish among three cases bastton
timing of earnings information release: (i) thegrarand subsidiary announce on the same dayhéiiparent

announces first, and (iii) the subsidiary annourfioss. Market efficiency predicts that investorg lmth

1 On investor inattention to earnings news discldsgtheir own firm, see for example Bernard and ke (1990),
Da, Engelberg and Gao (2011), DellaVigna and P¢#@09). On investors’ inattention to news from wected firms,
see Cohen and Frazzini (2008) for customer-suppiationships, Cao, Chordia and Lin (2016) foatggic alliances
and Massa and Zaldokas (2017) for co-ownership.

2 We define corporate networks as a group of legatlgpendent firms connected by ownership linkesEnetworks
are largely prevalent in Asia (Claessens, Djankod Lang, 2000), continental Europe (Faccio andyl.2602), but also
exist in the U.S. (see for example Holderness, 200® discredits the myth of diffuse ownershiphe tJ.S.).
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parents and subsidiaries fully and immediately ipoaate earnings information unanticipated by tlaeket,
the anticipated part of the information being adiyepriced. When the earnings announcements daimatide,
the first company to announce is expected to alseey predictive information about the affiliatedtity that
announces second. Consequently, unanticipatedmnatayn released by the first announcer should nit o
trigger an immediate share price reaction for ttgt innouncer but also for the second one. Heneestors
are expected to perceive the ownership links, mgahat the surprise earnings of all announciogpanies
belonging to the group increase the amount of médion available to investors.

The alternative conjecture is that investors a@ware of the ownership links and do not reactheeit
immediately nor with delay to the earnings annoumaats of the affiliated entity. A variation of tlusnjecture
is that investors are heterogeneously inattenteene are aware of the ownership links, others ate n
inducing delays in processing information releasgaffiliated entities. We consider the delayedktprice
reaction to earnings surprises, measured by thtegaosings announcement drift (PEAD) as an indicatf
investor inattention (Bernard and Thomas 1989, 1B@llaVigna and Pollet 2009; Hirshleifer, Lim, afidoh
20009).

Our analysis is based on a sample of 15,117 owipelisik-year observations, corresponding to 2,181
unique (direct or indirect) parent-subsidiary liriks75 countries over the period 2000-2015 anddgi¢he
following results. First, we find that when the @atrand the subsidiary release earnings surprisdsecsame
day, investors of both firms strongly and immediateact to the announcements. However, these goole
announcements do not enable us to identify thernmition source to which each set of investors seact
Second, when the parent company releases its garimformation prior to subsidiary, we find thargat's
investors react both to their own surprise earnamggouncement and to the subsidiary’s announcethant
takes place at a subsequent point in time. Thidi@sphat the parent’s investors infer that thessdibry’s
announcement contains additional information thas wot priced yet at the parent’s initial annoursenof
the aggregated information of the whole group.dntrast to a parent company’s investors, the siargid
investors only react to the subsidiary’s announcgmgnoring the ex-ante and hence predictive meron
released at the parent level. This suggests taaibsidiary’s investors are generally unawarb@bivnership
relation between subsidiary and the parent firnd, fail to understand that the entity is part ofaugp. Third,
when the subsidiary announces its earnings surfirssewe observe that both the subsidiary’s aackpt's
investors immediately incorporate this informatiarthe share prices, but do so only partially as ghare
prices keep adjusting in the period after the slisi’'s announcement to fully incorporate the néneflected
in the PEAD). The immediate reaction to a firm’sroannouncements accounts for 50-66% of the total
reaction, whereas the immediate reaction to therdithm’'s announcements merely represents 0 to Gb%ie
total reaction. When the subsidiary announces firstall parent’s investors seem to be awareebthnership

connections.



We explore three potential explanations for oudifigs. First, investors may have a blind spot exgénse
that they do not perceive that companies are pargooup. Hence, investors do not react to th@ancements
of an affiliated company as they fail to observe itlternal structure of the corporate group. Wlnengroup
consist of entities located in different countriggerating in different industries, or whose cogtemames do
not reveal any connection, it may be harder foesters to comprehend that these entities are dlibpshe
same group and to process information releasedsbyarious members. This would be especially tre= ca
when information is disclosed by group membersliictvthe investors do not hold a direct ownershafes
The theoretical argument is based on Merton’s (18&tel in which the investors are not aware ofethire
universe of securities and obtain information amell number of stocks, leading to neglected stdcksur
setting, this would mean that investors collectivdd not perceive the group as a whole and onlgiden the
entity in which they have directly invested. Wedfithat investors are less inattentive when a sidrgids
located in the same country, is directly owned, ahén the parent and subsidiary share part of pocate
name, all characteristics that may increase investareness of the group structure.

Second, there are several reasons why subsidiamgstors, as opposed to parent company’s investors
may be more subject to inattention. Investors apeentikely to obtain a broad picture of a complerup
when they invest in the head of the group rathan ih an entity within the corporate network. Farthore,
from the point of view of a listed subsidiary’s sigie investors, the parent company’s news, evénigf
disclosed first, may be less informative becauserosubsidiaries’ performance may blur that of libeed
subsidiary. Hence, understanding how the conseldtiaéws relates to the individual entities of theug may
require more sophisticated analysis. Finally, abseof or delayed investor reaction that we interpgie
investor unawareness, may be driven by limits bitege due to illiquid stocks (i.e. many subsigiamay
have a lower free float given the presence of ansdjareholder, the parent, see for example BaltmhVon
Thadden, 1998, and Maug, 1998). In all our modetks,control for the Amihud (2002) stock illiquidity
measure, which makes it unlikely that illiquiditifexts are the main drivers of our findings.

Third, we investigate whether shareholder charesties may explain our results. Smart investors ey
more aware of ownership links and better able ®information released by different entities of greup.
We focus our analysis on institutional investorbpvare more likely to be sophisticated and toatatilarge
trades’ To capture institutional investor heterogeneitg, include the percentage of capital owned by mutual
funds and active investors (private equity and bddgds). Following the literature about common evghip
(Azar, Schmalz, and Tecu, 2016; Gilje, Gormley, amedit, 2017) we find that having common active

investors, who hold equity in both parent and sdibsy, leads to a stronger initial reaction to shbsidiary’s

3 A large body of research suggests that institafigmvestors are better informed or have an adgenia processing
publicly available information around earnings ammeements, see for example Walther (1997), BaRadhakrishnan
and Krinsky (2000) and Bhattacharya (2001). Amarsgiiutional investors, some may be more sophigtitthan others.
Examining the net buying activity of investors gsponse to earnings announcement, Battalio and é&Méadl (2005)
find that large traders use a complete informasienthat incorporates analysts’ forecasts, wheseel traders ignore
earnings signals based on analysts’ forecastsempebnd to signals of a less accurate time-serieemo
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earnings announcements but does not change theegwshgs announcement drift. As Ke and
Ramalingegowda (2005) emphasize, exploiting PEAdires institutional investors to actively tradecs.
They find no evidence that dedicated and quasidimgdeinstitutions exploit PEAD. In contrast, traest
institutions, characterized by high portfolio tumeo, trade to exploit PEAD especially in firms witdbw
transaction costs. One potential explanation faresults of persistent PEAD could be that busimessps,
due to their complexity and relative opacity, do atract enough transient institutional investorsade away
PEAD. To sum up our results, institutional investdo not seem to be smarter at understanding carfipie
structures, with the exception of active investmsging shares in both parent and subsidiary conggani

We conduct several tests to address endogenaigysissd alternative explanations. First, it coddHat
the decision to announce first or jointly may bd@geneouto the quality of the news. Managers of the parent
and/or subsidiary may try to steer different shamiee reactions by taking advantage of the annaueoe
timing (Stein, 1989). In the specific case of litearent-subsidiary structures, financial commuivoa
calendars can be (de)synchronized depending owjubkty of the news announcement (e.g. Begley and
Fischer, 1998; Bagnoli, Kross, and Watts, 2002;|1Daynd Magilke, 2009; Boulland and Dessaint, 201\.
do find that the announcement timing is relatetheoquality of the earning surprise and to charesties of
the subsidiary and the parent, but we do not firat investors’ reactions are driven by the timifigvbo
releases earnings surprise information first andvbether the earnings surprise is positive or regat
Therefore, we confirm that moral hazard is notrtian friction at play to explain investor behavior.

Second, when the subsidiary announces first, vegprgt the delayed market reaction as resulting fro
investor unawareness. This finding may not justlitdsom complexity induced by ownership links rgm
releasing information on days when inattentionssally high. The traditional inattention literatleeamines
investor distraction with regard to information g of stand-alone firms, such as the effect obrinfation
announcements on Friday (DellaVigna and Pollet9200usy days (Hirshleifer, Lim and Teoh, 2009)d an
busy hours (Michaely, Rubin and Vedrashko, 201#all our models, we control for year, month, aag df
the week fixed-effects.

Third, while we interpret the absence of a subsghainvestor reaction to the surprise earnings
announcement by the parent who announces firshaasesult of unawareness of the ownership link, an
alternative explanation could be that the subsjtidanvestors fear tunneling by the parent entiighinson, La
Porta, Lopez-de-Silanes, and Shleifer 2000; DyekZingales, 2004). Additional tests do not supuat our
findings could be affected by expropriation of ddizy earnings by the parent.

Fourth, a related idea is that an internal capii@lket with the group may exist and allow capitahsfers
to financially constrained firms funds (Stein, 198ajan, Servaes, and Zingales, 2000). We find thla¢n a
parent announcing first has negative earnings stave react more favorably to the subsequently ameed

positive earnings surprise from the subsidiary, #imd effect is amplified when the parent’'s growth



opportunities are larger than the subsidiary’s.sTikist suggests that investors may value the egistef
internal capital markets.

Fifth, we test the robustness of all our findingsahy consideration related to the endogenous tayma
of the groups (e.g. vertical integration, diversition). We include pair (parent-subsidiary) indpgtountry)
fixed effects to account for unobserved complenréiga and synergies between parent companies and
subsidiaries operating in different industries (@oies), and we confirm that these effects do fiigictithe
way investors react to information released byrtbempany or by the affiliated entity.

Our paper is related to several strands of liteeatkirst, we contribute to the literature on iaatton to
information within complicated firmsdark side of complex firms)Y. Cohen and Lou (2012) compare
standalone and conglomerate firms subject to theedaformation shock. They find that investors’ itied
processing capacity leads to a significant delaynimounding information into share prices of comghoate
firms, generating return predictability. BarinovarR, and Yildizhan (2016) find that an increasefirm
complexity leads to larger post-earnings announcerddfts. Huang (2015) reaches the same conclusion
looking at multinational corporations relatively 65 focused firms. As conglomerates and multination
corporations are non-exclusive forms of complexnéiy we consider in this paper both dimensions of
complexity: sectorial and geographic diversificatitm addition, by examining internal ownership geations
within firms, we open the black box of complex fanand we show that investors’ processing capdeipgnds
on the characteristics of the links between théiestof the group.

Second, we add new evidence that such complex’fstmscture can also turn out to be beneficial for
investors pright sideof complex firms). The literature has identifiedts®gs where within-conglomerate
information sharing can generate value: for ingariddassa and Rehman (2008) find that mutual funds
operated by financial conglomerates have supeedopnance, arguably because information is shbyed
their banking division. Anjos and Fracassi (2015jue that conglomerate firms have an informational
advantage relative to focused firms because they better access to business-relevant informatigpecially
if they operate in more “central” industries relatto the global industry network. Our analysisgasis that
connected firms yield higher transparency thatadd beneficial for all the investors in the vasantities
of the group, but is actually only picked up by sotypes of investors.

Third, we contribute to the literature on inattentto information from connected firms. RamnathO20
investigates the reaction of investors to the egieports of rivals within an industry. He firillat investors
underreact to this type of news. Cohen and FraZ208) show that stock prices do not fully incagie
news related to a firm’s principal customers. Galogrdia, and Lin (2016) examine the impact of infation
released by one partner in a strategic alliancthershare price of the other partner. They docuraesfitare

price underreaction to information release by theeo partners regardless of whether the informaison

41n addition, several papers examine valuatioreissaf complex firms, see for example Slovin anch8ag1997) and
Laeven and Levine (2008).
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positive or negative. As these papers examine figtaded through different types of external lifkg do no
analyze corporate relations within ownership nekspour paper tries to fill this gap by providingdence
of inattention to news released inside a businesgy

Fourth, we add to the literature examining the irtgoace of ownership structures to explain the ntagei
of the post-earnings announcement drift. PEAD ie ohthe most persistent documented anomalies. The
results on the impact of shareholder types on PRADplentiful. Kaniel, Liu, Saar and Titman (201i2d
that informed trading by individuals is responsjlaleleast in part, for PEAD, especially for smaflens. Ke
and Ramalingegowda (2005) underline that onlytumstins with high portfolio turnover rates expl&EAD.
Porras, Prado, Saffi and Sturgess (2016) findhigdter ownership concentration stocks tend to fsaloaver
speed of adjustment to earnings announcements laigder PEAD. Our findings suggest that the presafc
institutional investors as a whole does not redoed?EAD. In contrast, we find that common actiwetors
(hedge funds, private equity) owning shares in lpattent and subsidiary companies contribute todsppe
the adjustment of prices to earnings announcements.

The remainder of the paper is organized as folldwssection 2, we describe the sample selection and
give descriptive statistics of the main variabl&® report our results in Section 3 and the re$idta a set of

robustness tests in Section 4. Section 5 concludes.

2. Sample Selection
2.1. Ownership Links

We start our data collection by retrieving shardbolinformation for all (currently and formerlysted
companies around the world from Bureau van Dijk’lbi®database. We find 360,000 ownership links betw
a public company and a public (downstream) compeastill, most of these ownership links are partitipa
stakes held by financial institutions includingursnce companies (45% of all of the above linksinatual
funds (25%) and these equity stakes are smallantaverage (median) of 4.52% (0.56%) of the eq8ityne
of the equity stakes i@rbis are not given in a numerical format, whislwvhy we decode themue replace a
percentage with a leading “<”, or “>" by the pertage after the symbol plus or minus 0.1%; we elatén
possible signs that precede percentages: “_”,6P"A”; the “WO” codes (wholly owned) are replatéy
98.01%; “MO”" (majority owned) by 50.01% (becauseading to the international accounting standards
practice, majority ownership is at least 50% plaoe share and the smallest stake reported by BaDtiso
decimals, 0.01%); “CQP1" (50% plus 1 share) by 5%0“BR” (branch) by 50.01%; “JO” (jointly owned)
by 50%; “NG” (negligible) by 0.01%; and “n.a” (navailable) and “-“ (not significant) by zero.

Our aim is to identify investor reactions to a ¢bbelsignal emitted by a related compaig,a subsidiary

that directly or indirectly significantly contribes to the parent’s earnings. La Porta et al. (266fi)e a large

5 Bureau van Dijk’s Orbis database provides ownersarbsidiary links for more than 40 million pubdind private companies. The
data are collected from different data sourcesutiog the SEC Edgar files for US listed companies)s’ annual reports, firms’
websites, and direct solicitations. Orbis reliesaametwork of 77 local data providers to collet¢einational ownership data.
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owner as a legal entity that directly or indireatlyntrols at least 10% of the voting rights. Claesset al.
(2000) use a 20% cutoff to study concentrated osimprstructures. We follow the literature and rmretdie
ownership links with a percentage equal to or ak@®. Since 2005, there has been a strong push for
harmonization of accounting standards and prinsipl¢h the mandatory adoption of International Ricial
Reporting Standards (IFRS) for publicly traded 8rmavhich largely coincides with U.S. GAAP. Both U.S
GAAP and IFRS require parent companies to congelidantrolled subsidiaries. IFRS standards reguee
parent to consolidate the entity if therelesfactocontrol, which is interpreted as the parent owrarggake of
20% or more (see Appendix B).

The cross-section of ownership links comprises33lgibsidiary-parent relations involving 20,61 6elis
companies. We drop 4,537 links where ISIN codesnagissing. We expand the sample to 16 years (2000-
2015) and obtaima panel of 54,917 link-year observations basedvameoship links of publicly listed parent
companies that effectively directly or indirectiyntrol at least 20% percentage of the equity ofipiydisted

subsidiaries.

2.2. Earnings Surprises

We collect earnings announcement datebzeeaearnings per share, and analysts’ earningeésts, as
provided by the I/B/E/S U.S. and International §ilewWe follow the accounting and finance literature by
defining earnings surprises as the difference betvilee announced earnings and the analysts’ faseftam
the period prior to the announcement. Followingl®égna and Pollet (2009), we take each analyststm
recent forecast prior to the announcement provitiati the forecast is between 180 and 3 days béfiere
announcement (to avoid recent forecasts beingteffday leakage of information on realized earnin@s)r
earnings forecast is the median of all analyst&dasts.We scale the difference between the realized egsni
and the median analyst forecast by the share takem five trading days prior to the announceniéfritus,
our estimate of the earnings surprise for firon dayz can be written as:

(actual earnings; . — median forcast; [_1g0+5-3+4)

Surprise; . = -
P b price; s

The variable'op Two Quantiles,, which is the independent variable of interestdéfined following

DellaVigna and Pollet (2009):

1, Surprise; ; € {Q10;Q11}

Top Two Quantiles, = {0, Surprise, . € {Q1;02)

6 We correct the data for potential mistakes; egdelete the link-year observations prior to th@ iar, and after the
delisting and full takeover yealPO and delisting dates are collected from BvDa#leus and Datastream. Takeovers
dates are collected from BvD Zephyr as it has comidentifiers with the Orbis database. We atsivieve all historical
ownership links available in the Orbis Historic#é$ related to companies involved in the samplero$s sectional links

”We link the Bureau van Dijk Orbis information t@fastream and I/B/E/S databases using the ISINifien

8 Considering the median analyst forecast gives @ight to analysts that perform poorly at issuingqiizays forecasts.

9 An alternative methodology scales forecast eryothle standard deviation of earnings forecaststtbisitnecessitates
at least two analysts following a company, whichas always the case, especially for subsidiaries.
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The variablesurprise; . distribution is splitinto 11 quantilgs, with Q6 being the quantile withSurprise; ,
closed to zero[Q7; Q11] the quantiles with positiveurprise; ,, and[Q1; Q5] the quantiles with negative
Surprise; ..

As we work with a global sample, we convert allfitees to USD by means of daily exchange ratesifro
Datastream. We delete the observations with exteangings surprises (absolute value greater thah @e
focus on the annual earnings announcement bedagiggdctice of quarterly earnings announcementstis
universally mandatory, and companies subject toSIFERound the world are required to announce their
earnings on an annual basis (Hung, Li and Wang4)201n an international context, most studies find tha
annual earnings announcements are informativecidlydor firms in countries with higher qualityamings
and with stronger investor protection institutigfgeFond, Hung and Trezevant, 2007), and after feross-
listed in the U.S. (Bailey, Karoly and Salva, 2Q06)

2.3. Investor Reactions

The stock return at an earnings announcement mmeshe change in a firm’s valuation induced by
investors’ buying and selling transactions triggklg the difference in earnings relative to expiots. We
compute cumulative abnormal returns for differeimdews at the date of parent’s and subsidiary’s earnings
announcement for each set of investors - whete{p, s}, p stands for the parent company anébor the
subsidiary. We download daily returns from Datastmend denotg ; as the returns of the share of a company
i on dayt. We calculate cumulative abnormal retuBEAR; ., [7; 7 + T], over & z;; 7; + T] window as buy-

and-hold returns:

BHAR; [ 1+ T) = TI;Z) (1 +7ie) — 1= Boe[[1EE (1 +7me ) — 1],
where r,, . is the daily market portfolio returﬁ:t are obtained by regressing individual returnshenMISCI
World 600 index returns for an estimation windpws00; —46]. We drop the announcements for which we
have less than 40 days of stock price data foestienation period.
For each pair of paremtand subsidiary in each yeat of the sample period, we study two sets of investo
reactions at two earnings announcement dajesind z;, yielding a total of four reaction-announcement

observations in each year.

Our main test is captured by the following equation

10 As of today, 114 countries have converged to IFE& Appendix B for more details). In many coustrithe
usefulness of mandatory reporting of quarterly e has been questioned, as they are believadetagthen a short-
term focus at the expense of the long run. E.glritexim Management Statements, introduced in 20Qfie UK, were
abandoned in 2014. In 2013, the European Commissinended its Transparency Directive stating thadrterly
financial information is not necessary for invegtootection.
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BHAR; ., [7; 7y + T] = a + g Surprise Top Two Quantiles; ,,
+ @ Firm Controls; ;, + 0 Link Controls,s . + ays+ b, + €
where the vectorFirm Controls;, comprises the firm characteristics including tgy lof market

capitalization, the log of analyst coverage, theka@ato-book ratio, and the Amihud (2002) illiquigi

measurelLink Controlsy,s .. is a vector of a pailp, s) characteristics including the companies’ relathaket

size, percentage of common analysts, percentagentfol held by the parent, a dummy variable ingicpa
direct ownership relation, and dummy variables éggaone if the parent and subsidiary are locatethe
same country, and have part of their name in commaspectively. We also include industry and tiyeaf,

month, day-of-the-week) fixed effects ), and in some specifications pair (parent-subsiiiadustry fixed
effects or link fixed effectsag, ). The dependent variabB# AR; .. is calculated by type of investare( p or
s), each of which is expected to respond to ther@@@arnings announcementspodr s (at z,, or z;). We

therefore examine four cases: (1) parents’ invesgactions to the parent companies’ announcements

(BHARp,,p), (2) subsidiaries’ investor reactions to subsidgrannouncementsBiAR; ), (3) parents’
investor reactions to subsidiaries’ announcemé€B$AR,, . ), and (4) subsidiaries’ investor reactions to

parents’ announcemer(tBHARs,,p).

2.4. Description of the Sample
Geographic breakdown

The geographical distribution of parents and suls&s spans 75 countries. We partition these cmant
into six categories, in addition to the U.S. and&mBritain. The category ‘Asia’ includes China,ngdong,
Korea, Indonesia, Japan, Myanmar, Singapore, Tidil®hilippine, India, Singapore, and Thailand. The
category ‘Europe’ includes Albania, Austria, BelgiuCroatia, Cyprus, Czech Republic, Germany, Dekmar
Spain, Finland, France, Ireland, Greece, Hungaay,|Lithuania, Luxembourg, The Netherlands, Noywa
Poland, Portugal, Romania, Russia, Slovakia, Swe8eitzerland, and Ukraine. The ‘Americas’ compsise
Canada, Latin America, and Caribbean islands. ThapgMiddle East includes Israel, Turkey, Lebanon,
Oman, and Saudi Arabia. AU/NZ stands for Austrati New Zeeland. 55% of the business groups around
the world are from Asia. Within the Asian group8%bare Japanese, about 10% are Chinese (including H
Kong), 13% are Korean, and the remainder is frothalr{6%), Singapore (4%), Thailand (4%), Myanmar
(4%) and Indonesia (2%). Western continental Eusipads for 16% of all the corporate groups (glighal
the U.S. for 11%, the Great Britain for 4% and st of the world for 14%.

[Insert Table 1 about hefe

Descriptive statistics



Table 2 reports descriptive statistics of the neiplanatory and control variables. Means (mediahs)
various firm characteristics are reported for thbsamples of parents, subsidiaries, and parentesatys
pairs. We provide a complete list of variable diéfms in Appendix A. Parents (subsidiaries) areawarage
followed by 14 (8) analysts. The average (medi@® af the subsidiary represents 41% (12%) of trezage
(median) parent company.

Parent company'’s stocks are more liquid than thsidiaries’, which have on average a lower freatflo
The average parent (subsidiary) has 25 (13) itistital investors, which control 16% (11%) of theseage
parent (subsidiary). Institutional investors amntified using Bureau van Dijk Orbis and includetual funds,
pension funds, hedge funds, venture capital an@feriequity funds, banks and insurance compani®in
between 0.1% and 20% of the equi®g% of the parents and subsidiaries have at leastcommon
institutional investor. On average, they have foummon owners.

The average parent-subsidiary structures are geloigadly focused (72% of the links are in the same
country), diversified (58% operate in different ustries), and 27% share part of the corporate ndime.
average ownership stake by the parent in the sabgidmounts to 49% and the relative market vafube
subsidiary is 41%, such as the average subsidégmgsents 20% (0.49*0.41) of the parent’s valudchvts
economically important enough to expect investongact to the earnings release of the affiliataiye

[Insert Table 2 about hefe

3. Empirical Results

In this section, we focus first on parents’ and sstilries’ investor reactions to the earnings
announcements of their own firms as well as todtafghe affiliated companies. We then examinectifect
of relative announcement timing on share priceonder to understand when (if at all) information is

incorporated into stock prices.

3.1. Investor Reactions to Earnings Announcements

A parent’s earnings announcement contains infoonatin its various operations, including those ®f it
subsidiaries, such that the parent’s announcenegveys information on the business group, relet@hbth
the parent’s and subsidiaries’ investors. Similaniien a subsidiary announces its earnings fiistymarket
receives predictive information about part of agpélis consolidated future earnings.

In Table 3, we regress investor reactions on ancements of earnings surprises belonging to thanolp
bottom quantiles of their distribution. The paraenetstimate oBurprise Top Two Quantileseasures the
returns to good news (top two quantiles) relativebad news (bottom two quantiles) and we expect the
coefficient to be positively correlated with thev@stor reaction.

Our empirical setting with two sets of investorsl awo earnings events per year enables us to shedy

investor reaction to the earnings announcemerbtorcombinations of investor reaction-firm annoement.
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We examine the cases when firms announce theimgaron the same day and when either the parghtor
subsidiary announces first. For each combinatianexamine, controlling for company’s characterssaad
industry (SIC-2) fixed effects, at the immediate &ne delayed response to the event day which bed thay

0: windows [0;1] and [2;60], respectively. For mtzdthat test investor reactions to the earningprae of
the affiliated company, we include (i) charactécsbf that affiliated company (firm size, analgsiverage,
market-to-book (Q), and stock illiquidity), (iiylk (parent-subsidiary) control variables (includihg parent’s
ownership percentage in the subsidiary, the peagenbf common analysts, the presence of common
institutional investors, and the size of subsidi@igtive to the parent’s), (iii) pair (parent-sidiary) industry
fixed effects that account for unobserved heteretgmot only related to these firms’ own industriit also

to combination of industries wherein the parent disdsubsidiary operate and (iv) time-independent
characteristics of the links (dummies for a paerd subsidiary being located in the same counpgraiing

in the same industry, or bearing a common name} Jpfecification accounts for the endogenous fdaonat
of business groups, driven by unobserved compleaniéies, synergies, or inadequacies between inidgstr
We include year, month, and day-of-the week fixielats, in order to rule out the effects of busiegcles,
within-year seasonality, day-of-the-week inattemtiand report robust standard errors.

Table 3 presents the results of the share pricetiosa: Buy-and-hold abnormal returns at the
announcement period [0;1] and the subsequent pgj6d] measuring the post-earnings announcemadft dr
(PEAD). We examine whether parent’'s and subsidiaiievestors react differently to the announcenant
their own firm and the affiliated firm. Columns (And (2) report the parent’s investor reactiorhogarent’s
own announcement. We find a strong, immediate ipesieaction of 1.51%, and a PEAD not significantly
different from zero. The parent’s investor reacttonts subsidiary’s surprise earnings announcesnarg
shown in columns (3) and (4): These investors pox@te the information released by the subsidiaty the
parent company’s share price, although some ahfbemation is incorporated with delay (at the 169el,
we find a PEAD of 0.8%). Columns (5) and (6) revbalt the subsidiary’s investors react to the sliagi’s
earnings announcement. Half of the price reaca&rs place immediately and the other half up tor&fing
days after the announcement. The PEAD is econolyieald statistically significant and robust to the
subsidiary’s controls.

In sum, our results support the fact that pareari® subsidiary’s investors do not react in the sameto
information released by the affiliated entity. ontrast to the parent’s investors, subsidiary’#tors do not
incorporate information on the affiliated firm intbeir share prices. This violation of the effidienarket
hypothesis may follow from a lack of investor sagtigiation (inattention) or alternative explanatitinat we
explore further in the next section.

[InsertTable 3 about hele

3.2. Relative Announcement Timing and Information hcorporation
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We dissect our sample into three subsamples basedifferent announcement timing situations,
respectively the case where the parent and itadiabsrelease their earnings on the same day, evtier
parent announces before the subsidiary, and wheresubsidiary announces first. For most parents and
subsidiaries (about 84%) within a pair, the finahgear ends coincide (Table 4). Of these pairl; ©6%
announce their annual earnings on the same day4W4r, the subsidiary’s earnings announcement is
scheduled before that of the parent; and for 3h#stubsidiary releases its earnings subsequeme foairent.
When the subsidiary is the first announcer, themaannounces on average (median) 13 (7) calersgar d
afterwards. When the parent is the first annourtbersubsidiary’s announcement is scheduled 23 ldéss
(median 14 days).

[InsertTable 4 about hele

For the cases where parent and subsidiary do maoiuace on the same day, we perform four different
tests: we measure the parents’ and subsidiarieesior reactions to the announcements of their finns,
and their reactions to the announcements of thigatdtl firms. In each setting, we study investsation or

inattention, and estimate immediate and delayecticegss to the earnings surprises.

3.2.1. Are the earnings reported by affiliated tesi correlated?

Before embarking on how the earnings announcenagatseceived by the various types of investors, we
verify whether the size of the earnings reportedphyent and bidder are correlated. We find a strong
correlations in an OLS regression of the parersisbgidiaries’) earnings surprises (belonging totdipetwo
quantiles of their distribution) on the subsidiati@arents’) earnings surprises (also in the top quantiles)
when the subsidiary (parent) is announcing firs820(0.58). Repeating these regressions with theahc
earnings of the parents and subsidiaries confitrase strong relations. We then turn to Table 5 ev/nex
study whether these relations are upheld when alting for link (parent-subsidiary) controls, pa&C-2
industry fixed effects, and year, month, day-of-tyeek fixed effects. In models (1) and (2), we exanthe
case of the subsidiary releasing its earnings dinst we regress the earnings reported by the paretitose
released by the subsidiary. We confirm that pasesttual earnings are positively and significarghated to
subsidiary actual earnings. The parent’s earningsrises (belonging to the Top Two Quantiles) iasesby
about 20% when the subsidiary earnings surprigetakbng to the Top Two Quantiles. In models (3) &),
we perform the same tests for the parent announmilag to the subsidiary and find a similar andsty
relation.

These results suggest that actual earnings relégsi two companies matter for the affiliate camp
and that the magnitude of the two earnings surprse positively related. Hence, good news relebgdte
first announcer predicts good news for the secondancing company, suggesting that investors is¢cend
announcing company should infer information abawsto be released by the second announcer.

[InsertTable 5 about hele
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3.2.2. Parent and subsidiary announce on the saaye d

Table 6 reports the average immediate angeeleeactions of parent’s and subsidiary’s investoisame-
day earnings announcements. Both the parent's ahdidary’s investors instantaneously react to the
announcement of their respective companies in rsodgland (5). Consistent with market efficiendye t
reaction is immediate and there is no post-earrangsuncement drift (Models (3) and (7)). The rss@main
unchanged when we control for firm characterissiesh as stock illiquidity, firm size, analyst coxge, and
industry and time (year, month, day-of-the-weekgdi effects (see Models (2), (4), (6) and (8)) tiAesstock
price reactions may also reflect the incorporabbmformation about the affiliated company givérat the
announcements coincide, we cannot identify whetherstock price reactions are driven by information
released by the parent or the subsidiary or botterdfore, we turn to the cases where the parentrend
subsidiary disclose their earnings at distinct motsién time.

[InsertTable 6 about heile

3.2.3. The parent announces first
Parent’s investor reactions

When the parent releases its earnings before thsidiary, the parent’s investors could react twite
case the second announcement also contains nexgwvoysly unpriced information. We find that parent
investors strongly react to their own earnings 8sg, with a statistically significant BHAR of abist 1% on
the announcement day (Table 7, Panel A, Model d)that there is no delayed stock price reactionddlo
3). These results are robust to including variabbggturing illiquidity, firm size, Tobin’s Q, anti¢ number
of analysts, link controls (subsidiary-parent riglatmarket value, percentage of control held bypgheent,
percentage of common analysts, a dummy capturantytie of ownership link (direct or indirect), asthdmmy
variables equal to one if parent and subsidiarya@ed in the same country, if they share paat adrporate
name, and if common institutional investors owneke in both entities) and fixed effects (firm-usdry, pair
industry, and year, month, and day-of-the week).

As a parent’s earnings reflect the consolidatediegs from its listed and non-listed subsidiaribe,
stock price reaction at the announcement is exgeotdully incorporate all relevant information.ilGtwe
show that parent’s investors do also react to tisequent release of surprise information by tthsidiary
(Model (5)). This result implies that the uncertgiabout the drivers of the earnings surprise@ptrent level
is partly resolved when the subsidiary discloserirgs surprises and that this additional inforamathbout
parent’s earnings disaggregation is still valuabléhe parent’s investors. Extending the contmolslodel (6)
with parent firm characteristics, and pair indudired effects yields similar results. The pareritigestors
hence react instantaneously to the disclosure roiregs surprises of both the parent and the subyidind

there is no evidence of any delayed reaction whemparent is the first announcer (Models (7) anyd (8
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News related to complex ownership links may reguigge effort to process as opposed to hews from
stand-alone firms. Similarly, news from geograplycand operationally diversified firms may also imere
difficult to collect and analyze. A subsidiary’sre@gs surprise announcement sheds light on thekboevn
of the parent’s performance. The total parent’'®#ter reaction is about 1.51% (=1.17%+0.34%; mo@dgls
and (5), and similar numbers are obtained in mo{®lsand (6) which combine to 1.55%). Hence, 77%
(=1.17%/1.51%) of the total information is procebsa the parent's announcement and 23% at the
subsidiary’s. These combined returns are closkddhose triggered by the parent’s investor reastishen
the earnings surprise announcements are made Ipathat and subsidiary on the same day (1.63%, Mode
(1) in Table 6). The results remain qualitativehe tsame when we control for the parent’'s and link
characteristics, and pair industry fixed effec@mns (2) and (6)).

To sum up, when the parent releases its earnirggsifs investors react both to their own firmé&mings
announcements and to those of the subsidiary, wiriphies that the latter announcement still corgaome
additional information not yet incorporated in tharent’s share price. This finding supports theaechd
transparency hypothesis for the parent’s investors.

[InsertTable 7 about hele
Subsidiary’s investor reactions

In panel B of Table 7, we test whether the subsjianvestors react to the information releasedHhsy
parent when it discloses prior to its subsidiarg. gubsidiary’s earnings are consolidated in thema
earnings, it would be rational for subsidiary’s estors to immediately incorporate earnings surprise
information released by the parent into the subsits stock price. However, we do not find any emoically
or statistically significant subsidiary’s price ofian to the parent's announcement — neither imatet)i
(Models (1) and (2)) nor with a delay (Models (8d4)). The subsidiary’s investors only reactiteit own
firm’s earnings announcements. Then, the respangeth immediate (2.5% in Models (5) and (6)), euitth
delay (Models (7) and (8)). In contrast to paremt'gestors, the subsidiary’s investors only reacthe
subsidiary’s announcement, ignoring the prediativermation released at the parent level. This laicétock
price reaction implies that the subsidiary’s ineestfail to see how their entity is embedded inlibsiness
group, suggesting that subsidiary’s investors asstiyyunaware of about ownership links.

To sum up, in the case where the parent annouirsgstifie parent’s investors incorporate informatio
beyond that of the parent into the share pricesgwimplies that the subsidiary’s earnings annoomera adds
value and enhances the transparency about thet gampany. The subsidiary’s investors only readht

information of the subsidiary itself and seem tarfatentive towards predictive surprise news ftbmparent.

3.2.4. The subsidiary announces first

We now turn to the case where a subsidiary’s egsnannouncement is scheduled prior to that of the

parent. We expect that the subsidiary also conpmdictive information for the parent’s investdorbe signal
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would be particularly informative when the subsidia earnings constitute a large part of the pasent
consolidated earnings. Thus, we expect the pargnvestors to react twice: First, at the subsidgaearnings
surprise announcement, and then at the parentidise. We expect the subsidiary’s investors spoad to
the disclosure of their own firm but not to thattleé parent because, in principle, all relevararimiation for

the subsidiary’s investors is already releasetiaffirst announcement date.

Parent’s investor reactions

Panel A of Table 8 reports the parent’s investactien to the subsidiary’s and parent’s earninggriaes
when the subsidiary announces first. At the subsjtd announcement, the parent’s stock prices iniabelst
react by on average 0.4% (Model (1)), but mosthefinformation is processed with delay over thegger
[2;60] days as the stock prices then still increlge?.8% (Models (3) and (4)). At its own (subsetlie
announcement, the parent’s stock prices immediagzlgt (by 1.2% in Models (5) and (6)), but agasek
adjusting over the subsequent period (Models (@)(8nhexhibit a significantly positive PEAD of alista?%).

Our findings highlight that when the subsidiary amnces first, the parent’s investors exhibit
heterogeneous behaviors: They react with delaytb their own earnings announcements and thoseeof t
affiliated company. This suggests that at leastesmwvestors do not seem aware of the ownershipexiam
with the subsidiary, or are unable to swiftly imest information related to corporate complexitye W
investigate these two potential mechanisms in Babland 10.

[InsertTable 8 about hete

Subsidiary’s investor reactions

Panel B of Table 8 reveals that at a subsidiamyisoancement, its stock price on average immediately
reacts (by 2.5%) to the unexpected positive newsd@ds (1) and (2)), and keeps adjusting upwardmloyher
5.7% over the subsequent period (Models (3) and kst of the information is hence seeping in $tack
prices with a delay. It should be noted that théAPEs not induced by the second announcement (see
robustness tests in Section 4.4). Models (5) tali@)v that the subsidiary’s stock price does notédiately
respond to the parent’s surprise earnings annougrtie(which occurs at a stage subsequent to thottee of
subsidiaries) but only do so with a delay.

There are several reasons why unawareness of dvipdirsks may be more severe for a subsidiary’s
investor. Whereas a parent investor has indiréetigsted in the subsidiary whose earnings contibothe
parent’s results, a subsidiary’s investor has gt invested in the parent. Moreover, it is @bly easier

to have a broad picture of a complex group wheastig in the head rather than in a part of thegr&arents

11 We also performed the same tests with a diffemegsisure of illiquidity (i.e. a dummy variable thakes the value
one if the stock price time series includes moam 0% zero-returns within a year), instead ofthehud measure (that
cannot be computed for severely illiquid stocks;ause Amihud (2002) measure requires volume series available
as well as returns). Under this specification, weeribt find a statistically significantly drift, ggesting than the results
were driven by illiquid stocks.
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release earnings that consolidate the earningbeopublicly listed subsidiary and of the privatelyned
subsidiaries and divisions for which no public sef earnings announcement is required. Henceegithil
may be relatively straightforward to incorporatsudsidiary’s information into the share price o fharent,
it generally requires more sophisticated analysigid the inverse and interpret the impact of easin
information of the parent (which comprises inforimatof the network of connections) on a subsidssfiare
price. From the point of view of a subsidiary’s gide investors, although the parent’s news is olésd first
and contains predictive information about the silibsy’s earnings, this information may not be essy
disentangle from other entities’ performance. Aeotreason for the absence of a subsidiary’s shace p
response to the parent’'s earnings announcementbmaglated to lower liquidity of the subsidiary®ak
because of more concentrated ownership and a sriraktefloat, which may coincide with fewer institinal
investors. If a majority of the shareholders in subsidiary are non-sophisticated investors, thetien to
announcements, especially for complicated firms; n@ happen or may be understandably delayedoind p
we will revisit to in the next section.

Overall, our results highlight that when a subsigd@nnounces first, the information value seemsrétl

and more difficult to understand, and hence triggdmare price reactions with a delay.

3.3. Channels of Investor Unawareness

In this subsection, we focus on parent’s invesgarction to the subsidiary’s announcement when the
subsidiary releases its earnings first, and wesitigate whether firm complexity or heterogeneitynvestors’

sophistication may explain why information is ingorated with delay?

3.3.1. Corporate complexity

Panel A of Table 9 reports a delay in the paresttisk price reaction to the subsidiary’s announggme
when the parent and the subsidiary are not locatéde same country. Similarly, in Panel B, we fiinat
parent’s investors immediately and significanthaaeto directly owned subsidiaries (while part bét
information is also priced later), but when thesdiary is controlled through several layers oeimediate
firms, the parent’s investors only react to sulasigs earnings surprise with delay. The resultBamel A and
B suggest that the complexity induced by geogragtuiversification and by indirect ownership makest
of investors more inattentive to information withire network.

When the parent and subsidiary share part of togfyorate names, the link between these firms shoul

be easier to identify. Still, Panel C shows thatrémactions to the earnings announcements aresivtiatever

12 We also test the subsidiary’s investor reactiothtoparent company’s announcement when the pegteases its
earnings first. We find that the absence of subsyt investor reaction is not influenced by tharmeteristics of the
corporate network and the level of subsidiary’ssister sophistication.
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subsidiaries’ name. In Panel D, we distinguish leetwthe cases where the parent controls morethas
50% of the subsidiary’ equity and the results dse aimilar.

[InsertTable 9 about hete

3.3.2. Investor sophistication

Abnormal returns around earnings announcementt femu investors modifying their holding positions
in reaction to firms’ prospects. Investors are niiady to incorporate information when they ar@hbisticated
and professional investors closely following thexpany. However, even institutions can be passivesitors
that do not closely manage their portfolio (App8brmley, and Keim, 2016). We test this conjectuye b
relating the parent’s delayed reaction to the slisi’'s release of predictive information in thentext of the
presence of institutional and common owners. 57@aoént companies and 50% of subsidiaries haeaat |
one institutional investor. Collectively, institatial investors have a 16% stake in the parent com@and
own 11% of the subsidiary. Parent’s investors wiso avest in the subsidiary hold on average 4.6%é
subsidiary.

In Table 10, panel A, besides controlling for sigait ownership (held by families and governments),
also control for institutional investors which warfition into three categories: mutual funds, acfiwestors
(private equity funds, venture capital funds, aadde funds), and banks and insurance compdiniesiding
other financial firmsy. We find that our previous results remain qualiely unchanged. In Table 10, panel
B, we examine the effect of common institutionahews (who own shares in both parent and subsidaary)
the immediate and delayed reactions to subsidiamesmuncement. Common institutional owners arelyik
to be more aware of ownership ties. As in Panelwd, divide common institutional owners into three
categories, and find that active investors’ commanership (private equity funds, venture capitalds, and
hedge funds) is positively related to abnormal metuat the announcement, but does not reduce tste po
earnings announcement drift. One potential explandbr our results of persistent PEAD could bet tha
business groups, due to their complexity and redatipacity, do not attract enough transient inistibal
investors to trade away PEAD.

Overall, our analysis suggests that investors haterogeneous abilities to detect ownership coiorect
Institutional investors do not seem to be smarteestors, the exception being common active owndrs,
contribute to accelerate incorporation of inforraatat the subsidiary’s earnings announcement.

[InsertTable 10 about hete

4. Robustness Checks

4.1 Endogeneous Strategic Announcement Timing

B The types of institutional investors are identifiey Bureau van Dijk Orbis.
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The strategic timing literature posits that managem exploit investor inattention by schedulingirth
earnings announcements. If the managers of paaeatsubsidiaries know that the immediate and ddlaye
stock price responses will differ based on whicthefaffiliated companies first announces posibiveegative
surprises, they may set up relative announcemenndi strategies and coordinate their announcements.
Managers could schedule the announcement of gowd-sebsidiaries first, and bad-news-subsidiarieesr af
the parent company’s announcement. By means of rA@cksample selection models, we test possible
strategic timing by examining whether stock prieaations to earnings surprises (stage 2 in the imade
Table 11) are affected by announcement timing ésfigg The results shown in Table 11 are robustiests
on the parent’s (columns 1-2) and subsidiary’suewls 3-4) investor reactions conditional on thatret
announcement timing (scheduled on the same versulifferent days). Columns (5)-(7) show the paent’
investor reactions to the announcement of the digvgiconditional on the subsidiary announcing priothe
parent (relative to the inverse case).

Our findings reveal that the choice to schedule asemt’s and subsidiary’s earnings surprise
announcements on the same day does not affectapehe parent's and subsidiary’s investors reath¢o
announcements (in columns (2) and (4), respecdivBigth instantaneous reactions are significantgifive
and the long-term reactions (not shown) are infigant as we had shown in Table 6. From columnsa(it)
(3), we learn that earnings announcements are hkefg to be scheduled on the same day when botisfi
share few analysts, the subsidiary is relativetgdathe parent owns a larger stake in its subrsidibey do
not have a common owner, the parent and subsidpeyate in the same country, and they share paut of
corporate name. Still, the non-significance of Heak'’s lambda reveals that failure to condition wategic
announcement timing does not affect that resultheénsecond stage (in the different set-up of tanns
(5)-(7), conditioning may have a small effect).

While we test in columns (1) to (4) the simultangearsus staggered announcement, we also study the
robustness of a parent’s immediate and delayedioedgo the subsidiary’s earnings announcementestip
the possibly endogenous choice of scheduling thsidiary’s announcement first relative to the cloxd
having the parent announce first. We find thatgheent’s investor reaction remains unchanged {velab
the findings in Tables 7) when controlling for gmeouncement timing. In column (5), we report trst ftage
and find that the choice to schedule the subsidiampnouncement first mainly depends on the link
characteristics (discussed above).

Overall, we fail to find evidence that strategimitig affects the investor reactions to the pareatd
subsidiary’s surprise earnings.

[InsertTable 11 about hefe

4.2. Tunneling and Parents’ Expropriation Behavior
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We interpret the absence of a subsidiary’s invastaction to the surprise earnings announcement by
a parent who announces first, as resulting fronestar unawareness of the ownership link. Howewer, a
alternative explanation could be fear of tunnelie rationale is the following: the parent ann@me
positive earnings surprise, but even if the sulbsys investors are aware of the ownership link ergect
that the positive earnings at the level of the piaresult from the subsidiary, they may be skeptdmut
whether this news is positive for the subsidiaryadsitive earnings surprise could for instancestfthat the
parent is able to extract earnings from the suésidiy conducting self-dealing transactions atetkigense of
the subsidiary’s investors. Therefore, positivengws surprises at the parent level may result from
expropriation decisions by the parent, leadingetiuced earnings at the level of the subsidiaryewike, an
announcement of negative earnings by the parentimdégate that the parent may be enticed to cothexge
negative earnings by subsequently extracting rigote a well-performing subsidiary. Although we have
documented in the section 3.2.1 that the correldigtween the reported earnings of the parent asldiary
is very strong, it is still important to check whet our results could be due to ‘tunneling’, whishvhy we
include legal variables as instruments for the i for expropriation behavior. We use the Djawnlet al.
(2008) anti-self-dealing index that measures thallprotection of minority investors against sedfiling and
expropriation by corporate insiders, and interhetindex with the Top Two Quantilgariable. We find that
a subsidiary’s investor reaction to the parentipsdse earnings announcements (that are disclosedtp
those of the subsidiary) are statistically and eadinally insignificant* We also use an enforcement index
(by Djankov et al. (2008)) that measures the exiemthich contracts are enforced in a court of l#ve re-
estimate our models by including the interactiothef surprise earnings measure with the publicreafoent
index and do not find any significant relation, ahireduces the possibility that our findings are duo

potential tunneling.

4.3. Internal Capital Markets

The investor response to surprise earnings annmerds may depend on the existence of internalalapit

markets whereby surpluses in one division are tes@thd capital needs in other divisions. For instg when
a subsidiary announces a positive earnings surphisemay benefit the entire corporate group aspédrent
could redistribute excess funds to growth-oriersiglisidiaries. The parent’s response to the postiveings
surprise of the subsidiary could be stronger ifdheent’s performance is poor. Conversely, a negatrnings
surprise by the subsidiary may reduce the effecéss of the internal capital market as redistrdvuby the
parent is then more difficult. To address this éssue examine whether investors, observing that tven

firm has incurred a negative result (and is a &rgtouncer), react differently to the second anoement (of
the affiliated firm). We include in our regressiahg variable Parent Neg. Earnings which equalsvdren

the parent released negative actual earnings andatkerwise, and then study the response by parent

¥ Table is not shown for reasons of parsimony, §atiilable on request.
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investors to a positive earnings surprise discldsedhe subsidiary in a context of growth/valuenfir (as
proxied by Tobin’s Q).

Model (1) of Table 12 confirms the positive prieaction by the parent when the subsidiary’s egsin
surprise is in the top two quantiles of its diattibn, which we have shown in Panel A of Table addl (2)
reveals that the parent investors’ reaction tosthigsidiary’s announcement is much stronger whepahent
had announced negative earnings earlier on, agreajpby the interaction term.

We further verify whether a parent’s stock pricaat@®n depends on the investment opportunities of
parent and subsidiary, as proxied by their markdietok ratios Q). In model (3), we interact a parent’s
negative earnings with the subsidiary’s Top Two Ques dummy and the subsidiary’s Q. We find tinas t
triple interaction is negative such that the effifdhe interaction term Subsidiary Top Two Quasik Parent
neg. earnings declines. The positive responseegbdinent with negative earnings to a positive ssepat the
subsidiary level is smaller when that subsidiarg hégh growth opportunities, which may require the
subsidiary to invest more such that fewer funds lmanransferred to the parent and this may contbeat
detriment of the parent’s and the other subsidiaiiezestment policies.

In Model (4), we run a similar regression but nastitute the subsidiary’s Q by the difference leativ
the subsidiary’s and parent’'s Q (called dQ) andrema whether the interaction of the parent's negati
earnings with the subsidiary’s positive surprisaffected by the triple interaction term that irg#g dQ. We
find similar results in that the positive parentgstor response to the subsidiary’s positive sseprihen the
parent has negative earnings is smaller when th&diary has high and the parent low growth opputies
(high versus low Q).

These findings suggest that the magnitude of ihekgbrice reaction to a subsidiary’s earnings ssepr
depends on the parent’s earnings and the growtbrtappties of the subsidiary relative to thoseld parent,
which in turn suggests that the existence of irgtlecapital markets could affect price responses.

[InsertTable 12 about hefe

4.4. Confounding Events
When the subsidiary’s announcement is schedutst fiarents on average release their earnings 13

calendar days later. The delayed parent’s investmstion to the subsidiary’s announcement (Tableadel

A) may not be a post-earnings announcement driftbuld be caused by the earnings announcemehgof t
parent itself, which would misdirect our conclusoabout the parent’'s investor ability (not) to pére
ownership connections. In order to address thigiswe first rerun our tests and include a dumnmate
equal to one if the parent announces earningsmiltid 60 trading days after the subsidiary’s annement,
which is the period over which we calculated theAPEWe find that our results about the parent'ssistor

reaction are robust to the inclusion of this cortetion dummy (Table 13, Model (1)).
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Second, we rerun the same test on different pasttarcement windows with subsamples unaffected by
the subsequent parent’s announcement. For exaiirgide 13, Model (2) tests the parent’s investoctiea
to the subsidiary’s announcement over a 10-day evindhe delayed investor reaction is thereforeudated
for a period of [2;10] days and the test is perfednonly on parent-subsidiary annual announcement
observations where the parent announces at leasadiflg days subsequent to the subsidiary. Md@g|$4)
and (5) report similar tests for the delayed ineestaction calculated over [2;20], [2;30], angtl] windows,
respectively whereby the parent does not releasaimings within the aforesaid windows. As thedarsize
significantly declines, we do not restrict the séaip the cases where parent and subsidiary haeenanon
financial year, but add the dummy varialame Financial Yeain addition to the usual control variables
(parent’s and link characteristics), we estimake miodels by including link fixed effects and timgdr,
month, and day-of-the-week) fixed effects. We fitlcht parent’s investor reactions to the subsidgry’
announcements essentially remain statistically awbnomically significant when controlling for
announcement contamination. Furthermore, we cortfiaha subsidiary’s earnings surprise is only gadlgl
priced over time by parent’s investors.

[Insert Table 13 about hdre

4.5. Analysts’ updating their forecasts after theifst announcement

Analysts are important agents in capital marketproviding in depth analyses of financial and non-
financial information released by firms. Their exfge may be especially valuable in the case ofptem
firms to help investors understand the links betwé®e parent companies and subsidiaries. When the
subsidiary announces its earnings first, analydkswing the parent company should process theidiaog's
earnings announcement, and update their forecastictode the newly released information. Similarly,
analysts who follow subsidiaries announcing secsiralld update their forecast subsequent to thenpare
announcement. Our definition of earnings surpssiesised on the median of the most recent foreissstsd
by analysts following the company, which may ndtee the entire set of available information, ahe
heterogeneity of analyst’'s forecasts. We find thdt% (13.02%) analysts following the parent issae
earnings forecast in the 7 days (30 days) afteeéneings announcement by the subsidiary (who aroesu
first). In the case where the parent is the firstauncer, we find close figures: 5.28% (13.26%aumdlysts
following the subsidiary issue new forecasts inZtuays (30 days) after the parent’s announcemeialysts
who update their forecasts in the 7 days (30 dajlsyving the first announcement represent only¥2 (5.5%)
of all analysts following the second announcer, mirgathat the few analysists who issue forecadfisinvihe
7 days (30 days) issue several revisions. Thesdtsesiggest that in the vast majority of firmsréhiss no
update of the analysts’ forecasts for the secomb@amcer subsequent to the first announcement, thath
financial analysts provide limited assistance teestors to better understand multiple announcemiants

corporate groups.
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5. Conclusion

We have examined the impact of ownership compléarityusiness groups on investor reactions when
unanticipated information on earnings by affiliafeths is released. We label the apex companyapdhent
that is linked to what we call a listed ‘subsidiaapd the link is based on direct or indirect egusitakes of at
least 20% (which is a minimal threshold for condation under IFRS rules).

When the parent releases its earnings prior todhtite subsidiary, the parent’s investors reath bo
the surprise earnings announcement of their ownpaom and to the subsequent announcement by the
subsidiary, which implies that the latter announeetrstill contains additional information not yetged at
the parent’s initial announcement. These findinggest that the network induaashanced transparendgr
investors who comprehend the ownership links. Intrest, the subsidiary’s investors only react te th
subsidiary’s announcement, ignoring the predidtifermation released at the parent’s level at aliezstage.
This suggests that the subsidiary’s investors nediyditentivetowards the ownership relation of the subsidiary
with its parent company. When the subsidiary isfttet to announce its unanticipated earnings, libth
subsidiary’s and parent’s investors immediatelyiporate this information in the share prices,dmso only
partially as there is a post-earnings announcerdgfit which also suggests inattention by part o th
shareholders.

The explanation for these findings is that investdo not or at least not clearly observe the iatern
structure of the corporate group. The inattentiowarsened by geographical diversification of gfféd firms
and by the use of intermediate investment vehiotts/een parent and subsidiary (indirect ownersltip),
cannot be explained by strategic timing of the ldmare of earnings surprises (as the timing of the
announcement may be induced by good or bad nawskstor inattention induced by a day-of-the-wed&af
or seasonality, expropriation of a subsidiary’dq@enance by a parent (tunneling), internal capnatkets, or
synergy-related explanations across industriestitutisnal investors do not seem to be smarter at
understanding group structures, with the exceptibmctive investors owning shares in both paremt an

subsidiary companies.
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Table 1. Geographic Breakdown of Connected Firms aund the World

The table reports the geographic dissection ofpdrent and subsidiary links. Pairs of publiclydtcompanies and
subsidiaries are identified by means of ownersimikslin Bureau van Dijk’s Orbis database for theigue 2000 until
2015. The categoriuropeincludes Albania, Austria, Belgium, Croatia, Cypr&€zech Republic, Germany, Denmark,
Spain, Finland, France, Ireland, Greece, Hungaajy,| Lithuania, Luxembourg, The Netherlands, NorwRoland,
Portugal, Romania, Russia, Slovakia, Sweden, Skaizé, and UkraineAsia comprises China, Hong-Kong, Korea,
India, Indonesia, Japan, Malaysia, Singapore, @hdilPhilippine, Pakistan, and Taiwan. The Amerigalside Canada,

Latin America, and the Caribbean islands. The gidigdle Eastincludes Israel, Turkey, Lebanon, Oman, and Saudi.
AU/NZ stands for Australia and New Zeeland.

Subsidiary's Parent's Region

Region UsS GB Europe Asia Africa Americas Méi‘gf AU/NZ Total
us 171 2 9 4 0 10 0 0 196
GB 17 16 5 4 4 7 0 1 54
Europe 15 9 235 9 0 9 2 0 279
Asia 14 19 39 1106 1 22 2 3 1206
Africa 5 21 20 1 38 0 1 0 86
Americas 24 10 29 51 3 122 0 3 242
Middle East 2 1 11 3 0 0 61 0 78
AU/NZ 1 1 4 7 3 1 1 22 40
Total 249 79 352 1185 49 171 67 29 2181
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Table 2. Descriptive Statistics

The table reports the distributional characteristitparents and subsidiaries, and parent-subsgiliiiles. The sample of
link-year observations includes links for which @@uild match earnings announcements of the parenth@subsidiary
in a given year. Earnings announcements dates fromd/B/E/S and cover the period from January 20001 December
2015. All numbers are in USD. Detailed variableadggions and the data sources are provided in AgipeA.

N. Year-obs. Mean Sd P25 Median P75

Parent Companies' Characteristics

BHAR[0;1] 7413 0.001 0.050 -0.023 0.000 0.025

BHAR[2;60] 7413 0.000 0.167 -0.091 -0.010 0.077

Surprise 7413 -0.004 0.072 -0.005 0.000 0.005

Market Value (USD million) 7385 11.045 16.825 240 3.616 12.296

Q 7378 0.737 0.866 0.266 0.480 0.874

Amihud llliquidity 6888 0.000 0.002 0.000 0.000 .000

N. Analysts 7413 13.598 10.540 5.000 12.000 aD.00

Has Institutional Owners (%) 7413 56.873 49.529  .000 100.000 100.000

N. Institutional Owners 7413 24,722 35.887 0.000 7.000 37.000

% Institutional Ownership 7413 15.578 21.615 0.00 0.310 26.800

% Mutual Funds 7413 6.925 11.345 0.000 0.850 40.1

% Active Investors 7413 1.453 3.782 0.000 0.000 .500

% Banks and Insurance 7413 9.380 13.221 0.000 202.1 15.100

% Family Ownership 7413 2.665 8.199 0.000 0.000 .00@

% State Ownership 7413 4.074 11.824 0.000 0.000 .4400
Subsidiaries' Characteristics

BHAR[0;1] 14353 0.001 0.060 -0.023 0.000 0.024

BHAR[2;60] 14353 -0.000 0.195 -0.103 -0.010 0.083

Surprise 14353 -0.006 0.083 -0.007 0.000 0.005

Market Value (USD million) 14144 3.093 7.657 ®17 0.650 2.303

Q 14115 0.946 1.186 0.302 0.570 1.087

Amihud llliquidity 7798 0.001 0.008 0.000 0.000 .000

N. Analysts 14353 7.831 8.289 2.000 5.000 11.000

Has Institutional Owner (%) 14353 50.017 50.002 .000 100.000 100.000

N. Institutional Owners 14353 12.648 22.217 0.000 1.000 17.000

% Institutional Ownership 14353 10.703 17.297 00.0 0.000 16.120

% Mutual Funds 14353 4.794 9.687 0.000 0.000 ®%.10

% Active Investors 14353 0.970 3.291 0.000 0.000 0.000

% Banks and Insurance 14353 5.793 10.142 0.000 0000. 7.850

% Family Ownership 14353 1.389 4.592 0.000 0.000 0.570

% State Ownership 14353 2.065 7.845 0.000 0.000 .0000
Links Characteristics

Relative Size (%) 14866 41.258 70.454 3.297 B.38 44.942

dQ = (sub's Q < parent's Q) 14832 0.327 1.160 1140. 0.117 0.517

Directly Owned (%) 15117 71.926 44.938 0.000 Q00. 100.000

% Ownership Parent in Sub. 15117 48.602 22.657 .0080 46.000 60.950

Has a Common Analyst (%) 15112 9.271 29.003 0.000 0.000 0.000

Common Name (%) 15117 26.983 44.389 0.000 0.000 00.000

Same Industry (%) 15117 42.012 49.359 0.000 0.000 100.000
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Same Country (%)

15117 71.853 44.973 0.000 100.00 100.000
Has a Common Owner (%) 15117 38.228 48.596 0.000 0.000 100.000
N. Common Owners 15117 4.477 10.172 0.000 0.000 .0004
% Common Ownership 15117 4.395 10.104 0.000 0.000 3.260
% Common Mutual Funds 15117 0.369 2.265 0.000 0.0 0.000
% Common Active Investors 15117 0.052 0.619 0.000 0.000 0.000
% Common Financial Inst. 15117 1.004 3.695 0.000 0.000 0.120
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Table 3. Immediate and Delayed Reactions by Parewstand Subsidiary’s Investors
The table presents results on investor reactionsaimings surprises (belonging to the top two dleniof the
distribution). Buy-and-hold-abnormal returns (BHARse calculated using the market model over ity day period
(-300-46 days) and are measured over thelpand (+2,+60) event windows. Columns (1-4) répesults of parent
investor reactions to the parent’'s announceme®) (@Ad to subsidiary’s announcement (3-4). Coluia8) report
results of subsidiaries’ investor reactions toghbsidiary’s announcement (5-6), and to its pasearthouncement (7-8).
Parent (Subsidiary) controls include the parer8isbsidiary’s) market value, the log of analyst cage, the Tobin's Q,
and the Amihud illiquidity measure. Link controlseathe companies’ relative market value, percentégeommon
analysts, percentage of control held by the pagedirect ownership dummy, dummy variables equah®if parent and
subsidiary are located in the same country, if thiegre part of the corporate name, and if the panech its subsidiary
have a common institutional investor. All specifioas include pair (parent-subsidiary) SIC2 indusixed effects, and
time fixed effects (year, month, and day-of-the-lje®obust t -statistics are reported between latsck, **, and ***
indicate significance at the 10%, 5%, and 1% lenesdpectively.

[Table continued on next pdge
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Table 3. Immediate and Delayed Reactions by Pares and Subsidiary’s Investors (Cont’d)

Parent investor's reaction Subsidiary investodstien

P' announcement S' announcement S' announcement annd®Incement
[0;1] [2;60] [0:1] [2;60] [0;1] [2;60] [0;1] [2;60]
1) 2 3 4) (5) (6) @) (8)
Announcer Top Two
Quantiles 0.0151%** 0.0079 0.0024** 0.0080* 0.021¥8* 0.0256*** 0.0013 0.0109
(7.191) (1.102) (2.301) (1.675) (8.074) (3.171) 710) (1.433)
Same Day 0.0027 -0.0133 0.0003 0.0084 -0.0001 6.003 -0.0020 -0.0024
(0.825) (-1.234) (0.118) (0.951) (-0.034) (0.281) -0.%89) (-0.188)
Subsidiary First -0.0021 -0.0047 -0.0000 0.0125* 0080 0.0148 0.0013 -0.0201**
(-0.824) (-0.569) (-0.019) (2.957) (1.588) (1.579) (0.585) (-2.156)
Same Fiscal Year 0.0045 -0.0145 -0.0004 0.0098 0680 -0.0025 0.0066** 0.0186
(2.179) (-1.186) (-0.222) (1.161) (-0.162) (-0.223) (1.998) (1.387)
Amihud llliquidity 2.1465 1.1290 -0.1748 4.5949* 1618 -0.7623* -0.0880 -1.3678***
(1.296) (0.532) (-0.377) (1.796) (21.006) (-1.652) -0.264) (-3.266)
Market Value 0.0019*  0.0115** -0.0002  0.0076** .0032** 0.0236*** 0.0001 0.0169***
(2.970) (3.858) (-0.378) (3.074) (2.247) (7.051) )] (4.218)
Q -0.0015 0.0106* 0.0003 0.0124** 0.0025 0.0090* .0@B4 0.0037
(-0.738) (1.670) (0.379) (3.539) (1.395) (1.903) .3@1) (0.597)
N. Analysts -0.0015 -0.0202**  -0.0002  -0.0096* .6D62**  -0.0319*** 0.0014 -0.0089
(-0.934) (-3.607) (-0.270) (-2.447) (-2.482) (-4195 (0.882) (-1.251)
Relative Market Value 0.0002 0.0072 -0.0002 -0.0150**
(0.159) (1.089) (-0.152) (-2.389)
Has a Common Owner 0.0002 0.0034 -0.0021 0.0028
(0.108) (0.493) (-0.731) (0.241)
% Common Analysts 0.0211* 0.0402 -0.0170 -0.1010
(1.699) (0.774) (-1.240) (-1.587)
% Ownership Parent in Sub. 0.0000 0.0000 -0.0000 -0.0000
(0.437) (0.173) (-0.844) (-0.031)
Common Name 0.0015 0.0060 -0.0025 -0.0093
(1.011) (0.839) (-0.938) (-0.881)
Directly Owned -0.0011 -0.0095 0.0029 -0.0117
(-0.659) (-1.254) (1.029) (-0.961)
Same Country -0.0010 0.0112 0.0035 0.0061
(-0.584) (1.401) (1.271) (0.535)
Subsidiary Industry FE No No No No Yes Yes No No
Parent Industry FE Yes Yes No No No No No No
Pair Industry FE No Yes Yes Yes No No Yes Yes
Year+Month+Day FE Yes Yes Yes Yes Yes Yes Yes Yes
R2 0.038 0.105 0.014 0.119 0.034 0.140 0.073 0.167
Observations 2682 2682 5331 5331 3031 3031 3023 3 302
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Table 4. Calendar Days Distance between Parent arfglibsidiary Announcements

The table reports the distribution of time distarioecalendar days, between a parent’'s earningsuaroement and its
subsidiary in a given year. The sample is part@imto (i) link-year observations where the pai@m its subsidiary
close their financial year on the same date ahdr(k-year observations where the parent anduitssliaries do not. The
samples are then further partitioned into thresamiples: (i) the parent and subsidiary make tlagirirgs announcement
on the same day, (ii) the subsidiary releasesaitsiegs information first, and (iii) the parenteases its earnings first.

N. Obs. Mean Sd P25 Median P75
Parent and Subsidiary (with a Link) with the SanreRcial Year
Same Day 1841 0 0 0 0 0
Subsidiary First 5523 129 17.9 2 7 15
Parent First 4337 22.6 28.5 6 14 28
Parent and Subsidiary (with a Link) with a differ&mnancial Year
Same Day 4 0 0 0 0 0
Subsidiary First 1282 101.9 70.6 50 86 141
Parent First 990 142.1 80.7 85 118.5 198
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Table 5. Does the Information Released by the Fir&snnouncer Matter?

The table presents OLS estimates and verifies whdtiformation released by the first announcerdsealated to
information released by the second announcemenun@s (1-2) correspond to the situations wheresthissidiary
announces first. Column 1 reports results from esgjon of the parent’'s actual earnings on the digrgis actual
earnings. Column 2 reports results from regressiothe parent’sTop Two Quantile®n the subsidiary’Jop Two
Quantiles Columns (3-4) correspond to the situations whieegparent company is the first announcer. Columepdrts
results from regression of the subsidiary’s actahings on the parent company’s actual earningkinth 4 reports
results from regression of the subsidiaritg Two Quantilesn the parent'$op Two QuantilesParent companie3op
Two Quantilesand subsidiariesTop Two Quantileare calculated with respect to the parent’s adaalings distribution
and subsidiary’s actual earnings distribution, eesipely. All models include link controls, pairggent-subsidiary)
industry SIC-2 fixed effects, and time (year, moatid day-of-the-week) fixed effects. Link contrate the companies’
relative market value, percentage of common amalystrcentage of control held by the parent, actliogvnership
dummy, dummy variables equal to one if parent arbisliary are located in the same country, if thlegre part of the
corporate name, and if the parent and its subsitiiave a common institutional investor. Robustatistics are reported
between brackets. *, **, and *** indicate significee at the 10%, 5%, and 1% level, respectively.

Subsidiary Announces First Parent Announces First

Parent Parent Subsidiary Subsidiary
Actual Top Two Actual Top Two
Earnings Quantiles Earnings Quantiles
1) 2 3 4
Subsidiary Actual Earnings 0.3619***
(3.401)
Subsidiary Top Two Quantiles 0.1919**
(5.177)
Parent Actual Earnings 0.0501**
(3.095)
Parent Top Two Quantiles 0.2254***
(4.645)
Relative Market Value -0.1818 0.0119 0.5092%+* 0796
(-0.870) (0.468) (3.276) (1.637)
% Common Analysts 3.4475* 0.2887 -3.6097*** -0.7719
(2.295) (0.907) (-2.850) (-1.956)
Has a Common Owner 0.5529*** 0.0863* 0.6935* -0832
(2.586) (1.681) (2.445) (-0.450)
% Ownership Parent in Sub. -0.0140** 0.0005 -0.0108 -0.0012
(-2.290) (0.360) (-2.184) (-0.999)
Common Name -0.1923 -0.0013 0.5279* -0.0009
(-1.004) (-0.027) (1.988) (-0.014)
Directly Owned -0.9821*** 0.0395 -1.6978*** 0.0452
(-2.933) (0.641) (-6.419) (0.616)
Same Country 0.7407* 0.1079* -0.6858** -0.0324
(2.368) (1.704) (-2.559) (-0.454)
Pair Industry FE Yes Yes Yes Yes
Year+Month+Day FE Yes Yes Yes Yes
R2 0.193 0.183 0.359 0.099
Observations 5740 954 4459 673
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Table 6. Parent and Subsidiary Announce on Same Day

The table presents results from regressions gidhent and subsidiaries investor reactions to amceraents of earnings
surprises (belonging to the top two quantiles efrtlistribution), for the cases where the parewtits subsidiary close
their financial year on the same day and their iagsnannouncements take place on the same dayaBinrold-
abnormal returns (BHARS) are calculated using tlaeket model over the trading day period (-3@® days) and are
measured over the (0l) and (+2,+60) event windows. Columns (1-4) réparent’s investor reactions to the earnings
announcements and columns (5-8) report subsidiamytsstor reactions to the earnings announcem8&piescifications

in the even-numbered columns report results with(parent-subsidiary) industry SIC2 fixed-effed®arent (subsidiary)
controls are the parent’s (subsidiary’s) marketigathe log of analyst coverage, the Tobin’s Q,tardAmihud illiquidity
measure. All models include time (year, month, dagt-of- the-week) fixed effects. Robust t-statistare reported
between brackets. *, **, and *** indicate significee at the 10%, 5%, and 1% level, respectively.

Parent investors' reactions

Subsidiary investeegtions

BHAR[0;1] BHAR [2;60] BHAR [0;1] BHAR [2;60]
() 2 3 4 ®) (6) @) (8
Top Two Quantiles 0.0163*** 0.0166*** 0.0058 -0.084 0.0224**  0.0277**  -0.0302 -0.0573*
(3.453) (2.607) (0.358) (-0.228) (3.024) (3.810) 1.228) (-1.706)
Amihud llliquidity 0.5996 3.1066** 0.8200* -1.3680*
(1.380) (2.285) (1.855) (-1.833)
Market Value 0.0037 0.0088 0.0018 0.0332
(2.237) (0.861) (0.314) (1.467)
Q 0.0033 -0.0092 -0.0061 0.0117
(1.054) (-1.052) (-0.895) (0.539)
N. Analysts -0.0023 -0.0250 0.0075 -0.0913***
(-0.456) (-1.383) (0.780) (-2.741)
Relative Market Value 0.0038 -0.0129 -0.0108 0.0247
(0.781) (-0.737) (-1.155) (0.756)
Common ownership 0.0020 0.0038 0.0073 0.0055
(0.210) (0.105) (0.533) (0.101)
% Common Analysts -0.0825 -0.0093 -0.0603 -0.1158
(-1.381) (-0.047) (-0.877) (-0.391)
% Ownership Parent in Sub. -0.0003 0.0003 0.0004 0.0011
(-1.200) (0.339) (1.018) (1.065)
Common Name 0.0089 0.0043 -0.0115 0.0274
(0.911) (0.157) (-0.987) (0.653)
Directly Owned -0.0174 -0.0426 -0.0093 0.0262
(-1.607) (-1.087) (-0.633) (0.540)
Same Country -0.0068 0.0584 0.0008 -0.1536**
(-0.620) (1.401) (0.060) (-2.000)
Pair Industry FE No Yes No Yes No Yes No Yes
Year+Month+Day FE Yes Yes Yes Yes Yes Yes Yes Yes
R2 0.009 0.010 0.052 0.032 -0.006 0.066 0.119 0.099
Observations 470 385 470 385 360 291 360 291
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Table 7. Parent Announces First

The table presents results from regressions osiovg reactions to announcements of earnings isep(belonging to
the top two quantiles of their distribution) foretibases where the parent’'s and its subsidiarygiial years coincide
and the parent releases its earnings prior to thsidiary. Panel A reports the parent investor tieas to the
announcement by the parent (columns 1-4), anddcstipsidiary’ announcement (columns 5-8). Panedints the
subsidiary investor reaction to the parent’'s anceament (columns 1-4), and to the announcementeoktibsidiary
(columns 5-8). All specifications include year, tfgrand day-of-the-week fixed-effects. The everunuis include firm
controls and firm SIC-2 industry fixed effects fbe models of investor reactions to their own comymannouncement.
If models test investors’ reactions to the afféidtfirm’s announcement, they include pair (parerftsgdiary) industry
SIC-2 fixed effects, and parent-subsidiary link trols in addition to firm controls. Parent (subaigi) controls include
the parent’s (subsidiary’s) market value, the lé@malyst coverage, market-to-book ratio, and timeibAud illiquidity
measure. Link controls comprise subsidiary-paretdtive market value, percentage of control heldthwsy parent,
percentage of common analysts, a direct owneralmpnay, dummy variables equal to one if parent arabisliary are
located in the same country, if they share pad obrporate name, and if common institutional inmessown a stake in
the parent and the subsidiary, respectively. Rolnssats are reported between brackets. *, **, &tidindicate
significance at the 10%, 5%, and 1% level, respelsti

Panel A: Parent’'s Investor Reactions

Parent investors' reactions

Parent's announcement Subsidiary's announcement

BHAR [0;1] BHAR [2;60] BHAR [0;1] BHAR [2;60]
@) 2) 3 “4) () (6) (@) (8
Announcer Top Two
Quantiles 0.0117*=*  0.0106**  -0.0097 -0.0174 0.@08  0.0049**= -0.0074 -0.0099
(2.813) (2.551) (-0.697) (-1.2112) (2.250) (2.864) -1.988) (-1.192)

Parent Amihud
llliquidity 4.3948* 0.0375 -0.7923*** 9.7426%*

(1.836) (0.027) (-3.624) (12.704)
Parent Market Value -0.0005 0.0089 -0.0027** 0.0136***

(-0.267) (1.420) (-2.517) (2.936)
Parent Q 0.0003 0.0700%*** 0.0045** 0.0193*

(0.067) (3.255) (2.145) (1.982)
Parent N. Analysts -0.0016 -0.0054 0.0026 -0.0146

(-0.433) (-0.508) (1.144) (-1.525)
Link Controls No No No No No Yes No Yes
Parent Industry FE No Yes No Yes No No No No
Pair Industry FE No No No No No Yes No Yes
Year+Month+Day FE Yes Yes Yes Yes Yes Yes Yes Yes
R2 0.005 0.080 0.112 0.137 0.007 0.022 0.093 0.114
Observations 679 668 679 668 1866 1762 1866 1762
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Panel B: Subsidiary’s Investor Reactions

Table 7. Parent Announces First (Cont’d)

Subsidiary investors' reactions
Parent's announcement

Subsidiary's announcement

BHAR [0;1] BHAR [2;60] BHAR [0;1] BHAR [2;60]
1) ) 3 4) 5) (6) @) (8)
Announcer Top Two
Quantiles 0.0003 -0.0023 0.0028 0.0014 0.0253** 02@3**  0.0562***  0.0578***
(0.096) (-0.609) (0.204) (0.089) (7.318) (6.168) A400) (4.168)
Subsidiary Amihud
llliquidity -0.7034 -1.5680%** -0.1369 0.0714
(-1.084) (-2.963) (-0.817) (0.108)
Subsidiary Market
Value 0.0021 0.0287*** 0.0042** 0.0180***
(1.061) (2.928) (1.986) (2.981)
Subsidiary Q 0.0012 0.0076 0.0032 0.0156
(0.713) (0.862) (1.100) (1.641)
Subsidiary N. Analysts -0.0029 -0.0160 -0.0054* -0.0357***
(-0.791) (-1.200) (-1.709) (-3.084)
Link Controls No Yes No Yes No No No No
Subsidiary Industry FE No No No No No Yes No Yes
Pair Industry FE No Yes No Yes No No No No
Year+Month+Day FE Yes Yes Yes Yes Yes Yes Yes Yes
R2 -0.001 -0.028 0.159 0.196 0.053 0.063 0.123 10.15
Observations 871 798 871 798 1133 1129 1133 1129
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Table 8. Subsidiary Announces First
The table presents results from regressions ofsitove reactions to earnings announcement of egsnsurprises
(belonging to the top two quantiles of their distrtion), for the cases where parent and subsidiase their financial
year on the same date and where the subsidiagsesats earnings first. Panel A reports the pam@mipany’s reactions
to the subsidiary’s announcement (columns 1-4), tanthe announcement of the parent which takesepédter the
subsidiary’s (columns 5-8). Panel B reports thesiliry’s investor reactions to the subsidiary’s@mcement (columns
1-4), and to the parent’'s announcement (columny BdBspecifications report results with year, nlopand day-of-the-
week fixed-effects. The even-numbered columns aeltirm controls and firm SIC-2 industry fixed ffs, if they
concern investor’'s reactions to their own compamisouncement. If models test investors reactiothe¢oaffiliated
company’s announcement, they include pair (parebsigiary) industry SIC-2 fixed effects and linka(pnt-subsidiary)
controls in addition to firms’ controls. Parentl§sidiary) controls comprise the parent’s (subsid&market value, log
of analyst coverage, the Tobin’s Q, and the Amiiliguidity measure. Link controls comprise subaiy-parent relative
value, percentage of control held by the parentegage of common analysts, a directly ownershiprdy, dummy
variables equal to one if parent and subsidiaryl@rated in the same country, share (part of) aarate name, and if
they share a common institutional owner, respelstii@obust t-stats are reported between brackets*, *and ***
indicate significance at the 10%, 5%, and 1% lenesdpectively.

Panel A: Parent’s Investor Reactions

Parent investors' reactions

Subsidiary's announcement Parent's announcement

BHAR [0;1] BHAR [2;60] BHAR [0;1] BHAR [2;60]
@) 2) ®3) (4) ©)] (6) @) (8
Announcer Top Two
Quantiles 0.0036**  0.0031*  0.0287**  0.0277**  0.@4**  0.0108***  0.0196* 0.0186*
(2.392) (1.677) (3.689) (3.205) (4.352) (3.832) 88b) (1.676)

Parent Amihud
llliquidity 0.2668 19.7968 -1.6293 11.3764

(0.316) (1.1112) (-1.329) (0.701)
Parent Market Value -0.0007 0.0095* 0.0012 0.0175**

(-0.629) (1.901) (0.864) (3.252)
Parent Q -0.0005 0.0148* 0.0020 0.0017

(-0.355) (1.704) (0.777) (0.144)
Parent N. Analysts -0.0000 -0.0178** -0.0014 -0.0282***

(-0.015) (-2.507) (-0.603) (-3.195)
Link Controls No Yes No Yes No No No No
Parent Industry FE No No No No No Yes No Yes
Pair Industry FE No Yes No Yes No No No No
Year+Month+Day FE Yes Yes Yes Yes Yes Yes Yes Yes
R? 0.014 0.033 0.123 0.175 0.010 0.013 0.144 0.148
Observations 2083 1960 2083 1960 1147 1139 1147 9113
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Table 8. Subsidiary Announces First (Cont’'d)

Panel B: Subsidiary’s Investor Reactions

Subsidiary investors' reactions

Subsidiary's announcement Parent's announcement
BHAR [0;1] BHAR [2;60] BHAR [0;1] BHAR [2;60]
@) 2) ®3) 4) 5) (6) ) (8)
Announcer Top Two
Quantiles 0.0253**  0.0243**  0.0562*** 0.0578*+* o014 -0.0005 0.0317**  0.0301**
(7.318) (6.168) (4.440) (4.168) (0.478) (-0.165) .76®) (2.273)

Subsidiary Amihud
llliquidity -0.1369 0.0714 0.9656 -0.7069

(-0.817) (0.108) (1.243) (-1.125)
Subsidiary Market
Value 0.0042** 0.0180*** 0.0014 0.0152*

(1.986) (2.981) (0.854) (1.681)
Subsidiary Q 0.0032 0.0156 0.0042** 0.0112*

(1.100) (1.641) (2.349) (1.743)
Subsidiary N. Analysts -0.0054* -0.0357*** -0.0001 -0.0126

(-1.709) (-3.084) (-0.047) (-0.851)
Link Controls No No No No No Yes No Yes
Subsidiary Industry FE No Yes No Yes No No No No
Pair Industry FE No No No No No Yes No Yes
Year+Month+Day FE Yes Yes Yes Yes Yes Yes Yes Yes
R? 0.053 0.063 0.123 0.151 0.007 0.177 0.107 0.195
Observations 1133 1129 1133 1129 1409 1334 1409 4133
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Table 9. Channels of Parent Investor Unawareness

The table presents results from regressions ofnpaneestor reactions to subsidiary’s earnings amcement when
parent and subsidiary close their financial yeattensame date and the subsidiary releases itmgarfirst. Panel A
reports immediate and delayed reactions to subgidiannouncement when parent and subsidiary aegdd in the same
country (columns 1-2) or in different countriesl(@®4). Panel B reports immediate and delayedti@asto subsidiary’s
announcement when the subsidiary is directly owmethe parent (col. 1-2) and is indirectly contedllby the parent
(columns 3-4). Panel C reports the parent reat¢ticgubsidiary’s announcement when parent and sabgighare part
of a corporate name (columns 1-2), and do not (opki3-4). Panel D reports the parent reaction dostibsidiary’s
announcement when the parent controls less than(66f4mns 1-2), and more than 50% of the subsidieojumns 3-
4). Specifications in panels A, B and C includeryemonth, day-of-the-week fixed-effects, pair (pdrsubsidiary)
industry SIC-2 fixed effects, parent companies, ankl controls. Note that, specifications in pam®linclude time,
parents’ controls, and link controls and do notude pair industry fixed effects. Parent contraienprise the parent’s
market value, log of analyst coverage, the Tobi@sand the Amihud illiquidity measure. Link consoinclude
subsidiary-parent relative market value, percentdgentrol held by the parent, percentage of comanmalysts, a direct
ownership dummy, dummy variables equal to one thifoms located in the same country, operate exgame SIC-2
industry, share part of a corporate name, and shemenmon institutional owner, respectively. Rolitsttts are reported
between brackets. *, **, and *** indicate significee at the 10%, 5%, and 1% level, respectively.

Parent investor reactions to Sub.’s announcemett. @ nounces first)

(1) (2 () (4)

Panel A Same Country Different Country
[0;1] [2:60] [0;1] [2:60]
Subsidiary Top Two Quantiles 0.0044** 0.0276*** 0@B 0.0291*
(1.977) (2.661) (0.095) (1.814)
Observations 1433 1433 514 514
Panel B Directly Owned Indirectly Owned
[0;1] [2:60] [0:1] [2;60]
Subsidiary Top Two Quantiles 0.0042** 0.0263** 02%0 0.0306*
(1.983) (2.533) (0.865) (1.873)
Observations 1421 1420 518 518
Panel C Common Name Different Name
[0;1] [2:60] [0;1] [2:60]
Subsidiary Top Two Quantiles 0.0047* 0.0308** 0.063 0.0219**
(1.653) (2.283) (1.650) (2.316)
Observations 699 699 1384 1384
Panel D Ownership < 50% Ownership > 50%
[0;1] [2:60] [0;1] [2:60]
Subsidiary Top Two Quantiles 0.0035* 0.0230** 0.603 0.0300***
(1.715) (2.168) (1.525) (2.692)
Observations 1050 1050 1031 1031
Parent Controls Yes Yes Yes Yes
Link Controls Yes Yes Yes Yes
Pair Industry FE Yes Yes Yes Yes
Year+Month+Day FE Yes Yes Yes Yes
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Table 10. Investor Sophistication

The table presents results from regressions ohpammpany investor reactions to subsidiary’s egmiannouncement,
for the cases where parent and subsidiary closefthancial year on the same date and where theidiary releases
earnings first. Panel A studies the impact of gpetof parent companies’ institutional minority cavs on the reaction
to the subsidiaries announcement. Columns (1-Audlecthe cumulative ownership percentages ownedypgs of
institutional minority owners. Panel B studies #ffect of common institutional minority ownershipthe parent and in
the subsidiary on the reaction of parent investothe subsidiary’s announcement. Columns (1-23gmeresults from
regressions including cumulative ownership perag@gawned by types of institutional minority owntrat own a stake
both in the parent company and its subsidiary. \géngjuish three types of institutional owners: oaitfunds, active
investors (PE, VC, HF), and banks and insurancepemies (including other financial companies). Alesifications
report results with year, month, day-of-the-weeitedi-effects, pair (parent-subsidiary) industry 2UIGixed effects,
parent companies’ controls, and link controls. Regentrols comprise the parent’'s market value pibanalyst coverage,
the Tobin’s Q, and the Amihud illiquidity measulgnk controls include subsidiary-parent relative rket value,
percentage of control held by the parent, percenthgommon analysts, a directly ownership dumnuyniehy variables
equal to one if parent and subsidiary are locatatié same country, operate in the same SIC-2 indwshare (part of)
a corporate name, and if they share a common utistiial owner, respectively. Robust t-stats areoregl between
brackets. *, **, and *** indicate significance ata 10%, 5%, and 1% level, respectively.

Panel A. Institutional Owners in the Parent Company

1) (2
BHAR[0;1] BHAR[2;60]
Subsidiary Top Two Quantiles 0.0047** 0.0181*
(2.403) (2.907)
% Mutual Funds 0.0005*** 0.0002
(3.351) (0.196)
Top Two Quantiles x % Mutual Funds -0.0006*** 0.000
(-2.992) (0.643)
% Active investors -0.0002 -0.0011
(-0.496) (-0.712)
Top Two Quantiles x % Active investors 0.0009 0D02
(1.437) (0.937)
% Banks and Insurance 0.0001 -0.0012*
(0.798) (-1.765)
Top Two Quantiles x % Banks and Insurance 0.0001 ooaz
(0.794) (0.185)
% Family Ownership -0.0000 -0.0006
(-0.295) (-1.176)
% State Ownership 0.0000 -0.0003
(0.119) (-1.088)
Parent Controls Yes Yes
Link Controls Yes Yes
Pair Industry FE No No
Year+Month+Day FE Yes Yes
R2 0.021 0.147
Observations 2083 2083
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Table 10. Investor Sophistication (Cont’d)

Panel B. Common Institutional Owners

(€] 2
BHAR[0;1] BHAR[2;60]
Subsidiary Top Two Quantiles 0.003** 0.027***
(2.128) (3.346)
% Common Mutual Funds -0.000 0.003
(-0.463) (0.687)
Top Two Quantiles x % Common Mutual Funds 0.000 02.0
(0.318) (0.400)
% Common Active Owners 0.005*** -0.002
(2.726) (-0.159)
Top Two Quantiles x % Common Active Owners 0.007**  0.005
(2.458) (0.332)
% Common Banks and Insurance 0.000 0.001
(2.005) (0.567)
Top Two Quantiles x % Common Banks and Insurance .00 -0.002
(-1.050) (-1.299)
% Family Ownership -0.000 -0.001
(-0.143) (-1.277)
% State Ownership -0.000 -0.000
(-0.269) (-0.966)
Parent Controls Yes Yes
Link Controls Yes Yes
Pair Industry FE No No
Year+Month+Day FE Yes Yes
R2 0.014 0.145
Observations 2083 2083
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Table 11. Strategic Announcement Timing and Inveer Reactions

The table tests the strategic disclosure hypoth&ssmodels in columns 1-2 (3-4) report resuligarent’s (subsidiary’s)
investor reactions to the earnings announcementiseo$ubsidiary (announcing first) while endogemgzthe parent’s
and subsidiary’s decision about when to announceséme day versus on different days). First stapgeifications
include parent and subsidiary earnings. Columnsaflg (3) report first stage results of parent's aobsidiary’s
announcement timing, respectively. The models laroas (5-7) estimates parent’s investor immediatéunn (6)) and
longer-term (column (7)) reactions to the subsidgannouncement conditional on the subsidiary anomg first
(relative to the parent announcing first). Firgtget specifications include pair industry and tinxed effects. Second
stage specifications include pair industry fixetkefs, year, month and day-of-the-week fixed effeRobust t-tats are
between brackets. *, **, and *** indicate significee at 10, 5, and 1%, respectively.

Investors

Parent’s reaction Subsidiary’s reaction areRt’s reaction

Heckman stage 1st Stage 2nd Stage 1st Stage t&pel S 1st Stage 2nd Stage  2nd Stage
Dependent variable Same Day [0;1] Same Day [0;1] b. Eurst [0;1] [2;60]
@) 2 3 4 ®) (6) )
Top Two Quantiles 0.0176** 0.0315%* 0.0031* 0.0326***
(3.4732) (4.2155) (1.9104) (3.9989)
Market Value 0.0051*** 0.0018 0.0007 0.0185*+*
(2.7488) (0.4574) (1.0712) (5.4806)
Amihud llliquidity 0.0005 0.0000 0.0002 0.0153***
(0.8558) (0.2812) (0.1785) (3.6150)
N. Analysts -0.0036 0.0027 -0.0025*  -0.0333***
(-0.9408) (0.3683) (-1.8566) (-4.9880)
% Common Analysts -1.8803*** -0.0575 0.1357 0.0314 -0.6615** 0.0013 0.0266
(-3.8094) (-0.6388) (0.3704) (0.5191) (-2.4041) 0872) (0.3315)
Relative Market Value 0.204 2% -0.0089 0.1413**  0.0141 0.2463*+* 0.0049* -0.0245
(6.6806) (-1.0846) (3.9339) (-1.0423) (8.2233) w3 (-1.5588)
Has a Common Owner -0.1810*** 0.0063 -0.0373 0.0044 -0.1485**  -0.0031 0.0201
(-2.7051) (0.6363) (-0.5806) (0.4301) (-3.3959) .19B8) (1.4024)
% Ownership P in Sub. 0.0056*** -0.0003 0.0069**  .0001 0.0048*** 0.0001* -0.0009**
(4.2657) (-1.1568) (5.6393) (0.2383) (5.5693) (06 (-2.5368)
Directly Owned 0.0993 -0.0118 0.1108 -0.0095 0.¥056 -0.0022 -0.0456***
(1.3240) (-1.4103) (1.5153) (-0.6051) (2.2716) &837) (-3.3808)
Same Country 0.3388*** -0.0179 0.0436 0.0166 0.¥744 0.0001 0.0269*
(4.2868) (-1.1698) (0.5889) (1.4642) (3.6763) (a®¥ (1.6652)
Common Name 0.3635*** -0.0085 0.1969*** -0.0088 [ Ve R 0.0042 -0.0388
(5.9483) (-0.5678) (3.4250) (-0.4584) (9.5202) 963) (-1.5085)
Parent Surprise -0.5439* 0.4958 -0.4477*
(-1.7555) (1.1722) (-1.9735)
Subsidiary Surprise -0.2647 -0.3384 -0.2986*
(-0.6733) (-1.0484) (-1.6509)
Lambda -0.054 -0.018 -0.166*
(-1.15) (-0.19) (-1.87)
Observations 5,294 5,294 10,286 10,286 6,699 6,699 6,699
Pair Industry FE Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes
Month FE Yes No Yes No No Yes Yes
Day FE Yes No Yes No No Yes Yes
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Table 12. Parent’s Subsidizing Behavior

The table investigates possible effects of intenadital markets by regressing the parents’ investactions on the
subsidiaries’ earnings announcements, for the wasee parent and subsidiary close their finanaalryn the same date
and where the parent releases earnings fi@tent Neg. Earningss equal to one if the parent announces negative
earnings, and zero otherwig@.is the subsidiary’s market-to-book rat@Q is the difference between subsidiary’s and
parent’s market-to-book ratios. All models inclymigr industry fixed effects, year, month, day-oé-tveek fixed effects,
parent controls (parent’s market value, log of gstatoverage, and the Amihud illiquidity measum)d link controls
(relative market value, percentage of control Hglgharent, percentage of common analysts, a disgaership dummy,
dummy variables equal to one if parent and subsidiee located in the same country, if they sham pf a corporate
name, and if they share a common institutional $tmes, respectively. Robust t-stats are reportéddsn brackets. *,

** and *** indicate significance at the 10%, 5% 1% level, respectively.

@) &) 3 4
BHAR[0;1] BHAR[0;1] BHAR[0;1] BHAR]0;1]
Subsidiary Top Two Quantiles 0.0045** 0.0031* 01@0 0.0020
(2.610) (1.673) (0.776) (1.042)
Parent Neg. Earnings -0.0012 -0.0034 -0.0033 -@003
(-0.458) (-1.153) (-0.998) (-1.285)
Q (Subsidiary) 0.0028**  0.0028*** -0.0013
(2.621) (2.619) (-0.696)
Sub. Top Two Quantiles x Parent Neg.
Earnings 0.0087* 0.0126** 0.0098*
(1.695) (2.048) (1.899)
Sub. Top Two Quantiles x Q (Subsidiary) -0.0036
(-1.576)
Parent Neg. Earnings x Q (Subsidiary) -0.0004
(-0.181)
Sub. Top Two x Parent Neg. Earnings x Q
(S) -0.0057*
(-1.775)
dQ (Subsidiary. Q-Parent Q) -0.0015
(-0.940)
Sub. Top Two Quantiles x dQ 0.0057*
(2.498)
Parent Neg. Earnings x dQ -0.0047**
(-2.096)
Sub. Top Two x Parent Neg. Earnings x
dQ -0.0090***
(-2.845)
Q (Parent) 0.0049** 0.0049** 0.0051**
(2.300) (2.283) (2.396)
Link Controls Yes Yes Yes Yes
Pair Industry FE Yes Yes Yes Yes
Year+Month+Day FE Yes Yes Yes Yes
R2 0.027 0.028 0.028 0.022
Observations 1731 1731 1731 1731
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Table 13. Confounding Events:
Parent Investor Reaction to Subsidiary's Announcemas

The table presents results from regressions ofnpamgestor reactions to the subsidiary’s earniageouncements of
earnings surprises (belonging to the top two glesf their distribution) for the case where tobsidiary releases its
earnings information first. Observations with pdrand subsidiary closing their financial year dtedent dates are also
included in this sample. Column (1) reports pareivestors delayed reaction to the subsidiarytmancement over
[+2;+60] trading days after the announcementoAtaminated windowariable is included and takes the value onesif th
parent announces within a period of 60 trading ddigs the subsidiary’s announcement (over whiehdiblayed reaction
is calculated). Columns (2-5) report delayed paimevestor reactions to the subsidiary’s announcejreatculated for
different event windows prior to the parent’'s anmoement - observations with parent’s announcenuaaisrring within
the event window are here excluded. All specifmagiinclude a dummy variatdame financial yeathat is equal to one
if parent and subsidiary close their financial yearthe same date. The specifications include pa@mtrols (market
value, log of analyst coverage, Tobin’s Q, andAhehud illiquidity measure), time-varying link caols (relative market
value, percentage of common analysts, and a dunamymon institutional outside investor), pair (parsabsidiary)
fixed effects and time (year, month, day-of-the-kedexed effects. Robust t-stats are reported betwlerackets. *, **,
and *** indicate significance at the 10%, 5%, arfd level, respectively.

[2;60] [2;10] [2;20] [2;30] [2;40]
@) 2) 3 “4) ()

Subsidiary Top Two Quantiles  0.0244*** 0.0094* 0411 0.0309** 0.0313*

(2.744) (1.939) (1.514) (2.161) (1.789)
Same Financial Year 0.1083 0.0373 0.0454 -0.0174 .0562

(2.427) (1.166) (0.748) (-0.232) (-0.514)
Contaminated Window 0.0065

(0.532)
Parent Controls Yes Yes Yes Yes Yes
Link Controls Yes Yes Yes Yes Yes
Pair Par-Sub FE Yes Yes Yes Yes Yes
Year+Month+Day FE Yes Yes Yes Yes Yes
R2 0.161 0.068 0.055 0.033 0.035
Observations 2141 801 521 402 359
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Appendix A. Variable Description

Variable Description

Main Dependent Variables

BHAR[0;1] Buy-and-hold-abnormeturns are calculated using the market model@W&orld 600 index)
over the trading day period (—-36@6) days and are measured over thel(Devent windows.
Source:Datastream

BHAR[2;60] Buy-and-hold-abnormal returns are cadtetl using the market model (MSCI World 600 index)
over the trading day period (—-36@6) days and are measured over the{8@) event windows.
Source:Datastream

Earnings Announcement Characteristics

Actual Earnings Annual actual earnings per share released by theusiting firm at date 0.

(Parent or Subsidiary Actual  Source:l/B/E/S

Earnings)

Surprise Earning surprise calculated as the difference betveetual earnings for the current year and the

(Parent or Subsidiary Surprise) median of analyst forecast (whereby only thosedasts within a six-month period up to three
days before the earnings announcement and maximaéyforecast per analyst are retained),
divided by the share price five trading days befosannouncement dat8ource:l/B/E/S

Top Two Quantiles Dummy variable equal to one if the earnings suepfadls within the top two quantiles of its
(Parent or Subsidiary Top Two distribution, and zero if an earnings surprisesfallthin the bottom two quantiles. Distributions
Quantiles) are split into 11 quantiles. The sixth quantileresponds to zero-earnings surprise. The sixth
quantile is the zero-surprise quantile. (See se@i8. for more detailspource:l/B/E/S
Contaminated Window Dummy variable equal to orestibsidiary (parent) announces within the 60-dagew after

the parent (subsidiary) has made an earnings acement, and zero otherwis8ource:
I/B/E/S; BvD Orbis

Same Financial Year Dummy variable equal to omepéirent and its subsidiary close their finanaénon the same
date, and zero otherwisgource:l/B/E/S; BvD Orbis

Same Day Dummy variable equal to one if a paredti@subsidiary announce their earnings on theesam
day, and zero otherwis8ource:l/B/E/S; BvD Orbis

Subsidiary First Dummy variable equal to one ilasidiary announces its earnings prior to its pazempany,
and zero otherwis&ource:l/B/E/S; BvD Orbis

Parent First Dummy variable equal to one if a paaamounces its earnings prior to its subsidiang zero
otherwise Source:l/B/E/S; BvD Orbis

Announcement Distance Logarithm of the number ¢éradar days between a parent’s earnings annountemndnits
subsidiary’s Source:l/B/E/S; BvD Orbis

Parent Neg. Earnings Dummy variable equal to otteeifparent’s realized earnings are negative, aérerwise.

Source:l/B/E/S

Firm Characteristics (Parent or Subsidiary)

N. Analysts Number of earnings forecasts issued by analystseisix months preceding the annual earnings
(Parent or Subsidiary N. announcement and up to three days prior to thewammamentSource:l/B/E/S Detail history
Analysts) file

Amihud llliquidity Measure of stock illiquidity calculated followingihud (2002) Source:Datastream

(Parent or Subsidiary Amihud

llliquidity)

Market Value Logarithm of market capitalization at the end & firevious financial yeaBource:Datastream
(Parent or Subsidiary Market

Value)

Has an Institutional Owner (%) Dummy variable ecoabne if at least one institutional owner ownsegnity stake (of at least
0.01%) in the company, and zero otherwise. Ingtibal owners include mutual funds, pension
funds, hedge funds, private equity funds, ventuapital, banks, and insurance companies.
Source:BvD Orbis

N. Institutional Owners Number of institutional ogms who own a stake of at least 0.0B6éurce:BvD Orbis

% Institutional Ownership Total ownership perceetawned by institutional investors in the compagurce:BvD Orbis

% Mutual Funds Cumulative ownership percentage ovimeinstitutional investors identified as mutuahds.
Source:BvD Orbis

% Active investors Cumulative ownership percentag®ed by institutional investors identified as it equity
funds, venture capital funds, and hedge fuSasirce:BvD Orbis

% Banks and Insurance Cumulative ownership pergerdaned by institutional investors identified asks, insurance
companies, and financial companigsurce:BvD Orbis

% Family Ownership Cumulative ownership percentageed by named individuals, families, employees)agars,

and directors in the comparfyource:BvD Orbis
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% State Ownership

Q

(Parent or Subsidiary Q)
dQ

Self-dealing Index

Public Enforcement Index

Cumulative ownership percentageed by public authorities, states, and governmigntke
companySource:BvD Orbis
Market-to-book ratio: market capitalization dividegbook value of assetSource:Datastream

Difference between the subsidiary’s and therg&aenarket-to-book ratioSource:Datastream
Country-level index of ex-poshtrol over self-dealing transactions (ranging froeno to one);
it represents the average of disclosure in perifilgigs (e.g., annual reports) and ease of proving
wrongdoing. Ease of proving wrongdoing is the ageraf five variables as defined in the source
paper: (1) Disclosure in periodic filings, (2) Risston, (3) Ease of holding someone liable, (4)
Ease of holding the approving body liable, (5) Axc¢o evidenceSource: Djankov et al.
(2008y)°
Country-level variablegiag from 0 to 1; one quarter point is added wharheof the following
sanctions is available in response to disclosuck approval requirements as defined in the
source paper: (1) fines for the approving body;jé#l)sentences for the approving body; (3)
fines; and (4) jail sentenc8ource Djankov et al. (2008)

Link (Parent-Subsidiary) Characteristics

Relative Market Value
% Ownership Parent in Sub.

Directly Owned
Has a Common Analyst

% Common Analysts

Common Name
Same Country
Same Industry

Has a Common Owner

N. Common Owners

% Common Ownership

% Common Mutual Funds
% Common Active investors

% Common Banks and
Insurance

Fixed Effects

Pair Industry FE

Link FE

Industry FE

Year + Month + Day FE

Subsidiary’s market valueididd by the parent company’s market valBeurce:BvD Orbis
Percentage of equityattmarent holds in a subsidiary at the end ofptleeious yearSource:
BvD Orbis
Dummy variable equal to one if agua holds a direct equity stake — not via interiated
subsidiaries - in its subsidiary, and zero othesw®urce:BvD Orbis
Dummy variable equal to dret ieast one analyst follows both a parent compamd its
subsidiary, and zero otherwisgource:l/B/E/S Detail history file; BvD Orbis
Number of analysts who issuetl batearnings forecast analysts in the six montasepling
the annual earnings announcement of the parentayrgnd in the six months preceding the
annual earnings announcement of its subsidiandeiivby all the analysts who follow the parent
and the subsidiangource:l/B/E/S Detail history file; BvD Orbis
Dummy variable equal to one if the -Wdicler string distancé between the parent's and
subsidiary’s names is higher than 0.75, and zdreraise.Source:BvD Orbis
Dummy variable equal to one if aaaead its subsidiary are located in the same cpuand
zero otherwiseSource:BvD Orbis
Dummy variable equal to one if &paand its subsidiary operate in the same indbtaged
on the SIC 2 classification), and zero otherw&aurce:BvD Orbis
Dummy variable equal to o liéast one institutional owner owns an equitikesta both a
parent company and its subsidiary, and zero otlser&ource:BvD Orbis

Number of institutional owners garent-subsidiary link, who own equity stakes irthba
subsidiary and its parer&ource:BvD Orbis

The sum of the ownership stakasubsidiary held by institutional owners tHabaown equity
in the parent of that subsidiaiyource:BvD Orbis

Cumulative ownership perggntavned by institutional investors identified astoal funds,
that own a minority stake both in the parent comypeamd its subsidiarySource:BvD Orbis

Cumulative ownership petage owned by institutional investors identifaprivate equity
funds, venture capital funds, and hedge funds, dlaat a minority stake both in the parent
company and its subsidiargource:BvD Orbis
Cumulative ownership percentage owned by instindiinvestors identified as banks, insurance
companies, and financial companies, that own a ritynstake both in the parent company and
its subsidiarySource:BvD Orbis

Pair (parent-subsidiary) SIC 2itdigdustry fixed effects.
Pair (parent-subsidiary) fixed effects.

Firm SIC 2-digit industry fixed effects

Year of announcement fixde@t + Month of announcement fixed effects + Dathe week
announcement fixed effects.

15 https://scholar.harvard.edu/shleifer/publicatitmsfand-economics-self-dealing
16 https://scholar.harvard.edu/jfeigenbaum/software/winkler-distance
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Appendix B. Consolidation Rules around the World

Since the end of the 1990s, the two predominardwating standards are U.S. GAABgnerally Accepted
Accounting Principlesand IFRS Ifternational Financial Reporting Standajdwhen both standard setters,
IASB (International Accounting Standards Boardnd FASB Financial Accounting Standards Board
initiated a convergence projg@ricewaterhouseCoopers, 201483 of 2015, IFRS 10Consolidated Financial
Statementsdefines consolidation rules in 114 countriesq®siaterhouseCoopers, 2016b). More generally,
IFRS rules apply to all or most domestic publidstdd companies in a country. The adoption of #RS
system is a voluntary decision by the legislatind segulatory authorities in individual countridgeither the
IFRS Foundation nor the IASB (an independent, peiveector, and not-for-profit organization) has the
authority to mandate or supervise adoption.

Currently, 41 out of 42 European countries requifBRS (PricewaterhouseCoopers, 2016b). The major
convergence happened in 2005 when 7,000 Europeampacoes in 25 countries (including UK)
simultaneously switched from national GAAP to IFR®e same year, Australia, Hong Kong, New Zealand
and South Africa also adopted IFRS. In 2007, Br&anada, Chile, Israel and Korea established itmeelto
adopt IFRS, and in 2009, Japan approved an IFR® m@gp to permit voluntary adoption of IFRS. Today,
only 24 countries have still not fully convergedlERS, although 12 of them (including India andalgp
permit IFRS. Thailand and Indonesia are in the ggef adopting IFRS, while other countries sucBldsa
and the US have their national accounting standards

IFRS 10 on Consolidated Financial Statements (whégihaced the consolidation rules defined in 1AS 27
outlines the presentation of consolidated finansiatements, requiring firms to consolidate thdtieatthey
control. IFRS 10 introduces a new definition of &toh which requires an investor to consolidatdrarestee
when it has all of the following attributes:

- “Power to direct the activities that significandifect the investee’s returns
- Exposure, or rights, to variable returns from mgalvement with the investee (returns must vary and
can be positive, negative, or both)

- The ability to use its power over the investeeftech the amount of the investor’s returns”
U.S. GAAP is the second most followed accountimgpdard. U.S. domestic companies whose securities ar
traded in public markets must comply with U.S. GA&Bnsolidation rules. Foreign companies whose
securities are traded in the U.S. are permittethtmse between US GAAP or IFRS or their nationaABA
Nearly 500 foreign issuers in the U.S. use IFRS.

Some similarities exist between IFRS and U.S. GA&Rted to consolidations. Both IFRS and U.S. GAAP
use the notion of control to determine whetherpereéng entity should consolidate another entitpwéver,
there are differences in the definition of congsoth as the notion of de facto versus effectivarob(ring,
2012). De facto control exists for instance inaditons where a parent company may have controlavether
firm in spite of holding less than a 50% votingeir@st and lacking legal or contractual rights atld permit
the parent to control the other firm's voting povegrboard. Consequently, de facto control may erist
situation in which a major shareholder holds aestakless than 50% of the voting rights in anotetity
where the other ownership holdings are disperdedSirequire parent companies to consolidate de fact
controlled subsidiaries, whereas U.S. GAAP recagmanly effective control. U.S. GAAP consolidatioites
are therefore more restrictive than IFRS rules.

In a nutshell, both U.S. GAAP and IFRS require pao®mpanies to consolidate subsidiaries (in whiey
own more than 50% of the voting rights). When ihes to associate entities, in which the parent d&hseen
20% and 50%JFRS standards require the parent to consolidegeentity if the company is presumably
controlled by the parent (‘de facto control’), weas U.S. GAAP require to consolidate these entindg if
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the parent demonstrates the exercise of a significluence (‘effective control’) through votingghts or
board control. In either case, consolidated finalnsiatements use the equity method.

As almost half of our sample consists of Asian paoempanies, we discuss hereafter the consolitaties
for Asian countries where business groups mosufety occur (Korean Chaebols, Japanese Keiretsiaks,
Indian conglomerates).

Korea: All companies listed on the Korea Exchangecarrently required to apply IFRS. In additiofRE is
also required for financial institutions with pul#¥i traded securities and state-owned companies.

Japan: Japanese GAAP was developed by the Accgustiamdards Board of Japan (ASBJ) and resulted from
an agreement between the ASBJ and the Internatfwwdunting Standards Board (IASB) aiming to make
Japanese accounting standards converge to IFRS/dTAgreement, 2007). The Japanese GAAP is not
identical but largely equivalent to IFRS. Since @0Japanese companies have the choice betweeredapan
GAAP, IFRS, or US GAAP when issuing consolidatathficial statements. As of January 2015, 62 of the
largest firms companies (with over US$650 billidmmarket capitalization on the Tokyo Stock Excharaye
using IFRS.

India (PricewaterhouseCoopers, 2016a): Consoliddtiolndia is defined by the Securities and Excleang
Board of India (SEBI), which requires all listedngpanies with subsidiaries to file consolidated fficial
statements to the stock exchanges. The SEBI rexthiose financial statements to be prepared inoconity
with the Accounting Standards developed by theitinist of Chartered Accountants of India (ICAI) and
approved by the Central Government. However, thgl 8Bs given the option to listed entities to prepand
file consolidated financial statements in confoymiith IFRS.
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