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the World: The End-of-the-Year Effect
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Department of Finance, Copenhagen Business School, 2000 Frederiksberg, 
Denmark



Abstract
 Global economic growth at the end of the year strongly predicts 
returns from a wide spectrum of international assets, such as global, 
regional, and individual-country stocks, FX, and commodities. 

Global economic growth at other times of the year does not predict 
international returns.

 Low growth in the global economy at the end of the year predicts 
higher returns over the following year. 

It also predicts the global business cycle.When global economic growth 
at the end of the year is low, investors expect a worsening of the global 
business cycle and increase their required returns



background

Møller and Rangvid (2015) show that U.S. EOY economic  growth predicts U.S. 
returns,whereas U.S.economic activity during the rest of the year does not.
 Da et al.(2017) use EOY growth in electricity consumption to predict time-series
 movements in returns, examining data from the United States, Japan, and the
 United Kingdom.



Data
Stock returns are calculated from Morgan Stanley Capital International 
(MSCI) total return indexes,1970-2013.

12 individual developed countries: Australia, Belgium, Canada, France, Germany, 
Italy, Japan, Netherlands, Sweden, Switzerland, the United Kingdom, and the United 
States.
18 markets for which we can get at least 20 years of return data: Argentina, Brazil, 
Chile, Czech Republic, Hong Kong, Hungary, India, Indonesia, Korea, Malaysia, 
Mexico, Peru, Philippines, Poland, Russia, Singapore, Taiwan, and Thailand.

Global growth , seasonally adjusted industrial production are from the OECD.

Our main measure of global economic growth is the equal-weighted average of 
industrial production growth in these 12 countries



content

where Rt+1 is the one-year-ahead return and IPti is the quarter i growth rate of global 
industrial production

When i =1, we use the Q1 growth rate in industrial production as regressor, and Rt+1 
is measured from the beginning of April to the end of March next year.

 When i = 2, we use the Q2 growth rate in industrial production as regressor, and Rt+1 
is measured from the beginning of July to the end of June next year.

 When i =3, we use the Q3 growth rate in industrial production as regressor, and 
Rt+1is measured from the beginning of September to the end of August next year. 
•When i=3, the one-year-ahead return is measured from the beginning of the fourth 
quarter to the end of the third quarter next year,

when i= 4, we use the Q4 growth rate in industrial production as regressor, and Rt+1 is 
measured from the beginning of January to the end of December.

1 2 3, 4 5 6, 7 8 9 , 10 11 12
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why

we show that EOY global economic  growth is a strong business cycle 
indicator as it forecasts the cyclical component of global economic 
activity, whereas EOY global economic growth at other times of the year 
does not contain as much information about the future global business 
cycle.

Business cycle
Output gap, actual GDP minus trend GDP.
 innovations in economic growth as a predictor of the future business cycle



Forecasting Cyclical GDP



contribution

We have shown that global economic activity at the end of the year 
strongly predicts returns around the world.

We document in this paper that EOY global economic growth contains 
information about the future business cycle. This suggests that it is not 
the mere concentration of institutional and cultural events at the end 
of the year that makes investors pay particular attention to global EOY 
economic growth

The results provided in this paper contribute to a new literature that 
documents that economic activity at the end of the year contains 
particularly interesting information about expected returns.



Uncertainty and Sectoral Shifts: 
The Interaction Between Firm-Level and Aggregate-Level

 Shocks, and Macroeconomic Activity

Alon Kalay
Columbia University, New York, New York 10027
Suresh Nallareddy
 Fuqua School of Business, Duke University, Durham, North Carolina 27708;
Gil Sadka
University of Texas at Dallas, Richardson, Texas 75080



Abstract

This study predicts and finds that the interaction of firm-level and aggregate level 
shocks explains a significant portion of shocks to macroeconomic activity. 

Specifically, we hypothesize that the relation between uncertainty and economic 
growth is most pronounced when both firm-level and aggregate-level uncertainty 
are high simultaneously.

Similarly, we hypothesize that aggregate performance affects unemployment most 
when both firm-level dispersion is high and aggregate performance is low, based on 
the sectoral shift theory. 

Our hypotheses and empirical results show that the interactive effect of firm-level 
and aggregate-level shocks are larger than the sum of the individual effects.



Backgroud
First,a recent stream of literature suggests that uncertainty is an important driver 
of economic activity
 Consider the relation between uncertainty and economic growth. Portfolio theory 
suggests that aggregate uncertainty limits investors' ability to mitigate the effects 
of firm-level uncertainty, and vice versa.
When firms and investors face only one type of uncertainty, diversification and 
resource reallocation allow them to mitigate the effects of a specific form of 
uncertainty.

Second, the sectoral shift theory predicts that unemployment increases
with cross-sectional dispersion in firm-level performance, in addition to 
aggregate-level performance(e.g., Lucas and Prescott 1974, Lilien 1982).

We hypothesize and show empirically that the two theories imply an interaction 
between firm-level and aggregate-level shocks, and that this interaction is an 
important driver of aggregate economic activity



Variables

•To measure aggregate-level shocks, we utilize (1) a performance-based measure, (
2) the economic policy uncertainty index employed in Baker et al. (2015), and (3) a
n implied volatility measure.

 For firm-level shocks, we employ cross-sectional earnings dispersion and 
idiosyncratic return volatility

To overcome the spurious regression bias,we estimate aggregate earnings shocks in 
three steps.



•Our performance-based measure is an aggregate earnings measure, c
omputed using forward-looking analyst forecasts.

First, we measure the revision  in earnings expectations for firm i during quarter t 
for  the next fiscal year (one-year-ahead):





Third, because aggregate revisions in earnings are more persistent than at the firm 
level, we use the following AR(2) model to estimate the aggregate earnings shock:

where et is the aggregate earnings shock for quarter t.

Finally, we convert aggregate earnings shocks into a binary variable (REVt). 
Specifically, aggregate earnings (revisions) shocks in the lowest quartile are 
assigned a value of one, and the rest of the observations are assigned a value of 
zero.



As an alternative measure of aggregate shocks, we employ the economic policy 
uncertainty index.We follow similar steps to the ones used when computing REV. 
First, we use an AR(2) model similar to Equation (3) to compute the aggregate 
policy uncertainty shock. Next, we define the variableUnc, which is an indicator 
variable equal to one for the highest quartile of political uncertainty shocks.

we employ a stock price-based measure that is commonly used in the finance 
literature. Specifically, we employ the CBOE market VIX.
First, we compute the residuals from an AR(2) modelof the VIX index.
Next, similarly to REV and Unc, we employ an indicator variable equal to one for 
the highest quartile of VIX shocks as our measure of aggregate level shocks (VIX).



First firm-level shock :firm-level earnings dispersion
                                    we employ the average idiosyncratic-return volatility

First,we estimate earnings revisions as described in step 1.Next, we estimate 
earnings dispersion as the standard deviation of revisions in a quarter as follows:

we employ an AR(2) model, similar to Equation (3). The AR(2) residual is 
the proxy we use to measure earning dispersion shocks (Rev_Disp)



Firm-level shocks: we employ the average idiosyncratic-return volatility. 

First, for each firm and quarter we estimate the daily idiosyncratic returns as the 
residuals from the regression of daily stock returns on daily market, size, book-to-
market, and momentum factors (Fama and French 1993, Carhart 1997).

Second, for each firm-quarter, we compute the standard deviations of
daily idiosyncratic returns (from step 1) and define them as firm-level idiosyncratic 
volatility. 

Third, using all firms in a quarter, we compute the average firm level idiosyncratic 
volatility (from step 2) and define it as aggregate idiosyncratic volatility. 

Finally, shocks to aggregate idiosyncratic volatility, Idio_vol, are defined
as the residuals from an AR(2) model of aggregate idiosyncratic volatility (from 
step 3).



MODEL

where               is one of the three macroeconomic 

which equal the residuals from an AR(2) model of quarterly 
investment, unemployment rates, and industrial production growth, 
respectively





conclusion

We hypothesize and find that the interaction of firm-level and aggregate-level shocks 
explains a significant portion of the time-series variation in macroeconomic activity.

Empirically, we document that the interaction of cross-sectional dispersion
in earnings (dispersion) and aggregate earnings, the interaction of dispersion and the 
policy uncertainty index, and the interaction of idiosyncratic volatility
and VIX, all explain a significant portion of the variation in aggregate investments, 
unemployment, and industrial production. 

Our study highlights the importance of examining aggregate shocks and firm-level 
shocks simultaneously when analyzing their relation with macroeconomic activity.



Laboratory Evidence on the Effects of 
Sponsorship on the Competitive Preferences of 

Men and Women

Nancy R. Baldiga
 College of the Holy Cross, Worcester, Massachusetts 01610
Katherine B. Coffmanb 
Harvard Business School, Boston, Massachusetts 02163



Abstract

Sponsorship programs have been proposed as one way to promote female 
advancement in competitive career fields. A sponsor is someone who advocates for a 
protégé, and in doing so, takes a stake in her success. 

We use a laboratory experiment to explore two channels through which sponsorship 
has been posited to increase advancement in a competitive workplace. 
In our setting, being sponsored provides a vote of confidence and/or creates a link 
between the protégé’s and sponsor’s payoffs. 

We find that both features of sponsorship significantly increase willingness to 
compete among men on average, while neither of these channels significantly 
increases willingness to compete among women on average.

 As a result, sponsorship does not close the gender gap in competitiveness or 
earnings. We discuss how these insights from the laboratory could help to inform the 
design of sponsorship programs in the field.



backgroud

Employees face a variety of challenges as they pursue career advancement
women are often underrepresented in senior roles.
Recently, sponsorship programs have been proposed as one way to address the 
gender gap in advancement

Sponsorship refers to a reciprocal relationship in which protégés form relationships 
with higher-level employees in their own firm or in other organizations. The sponsor 
serves to increase the visibility of the protégé, advocate for her career advancement,
actively connect her to client and customer networks,and expand her perception of 
what she can do. The protégé, in return, aims to deliver exceptional performance, 
thereby promoting the legacy and reputation of the sponsor



Contribution

Our contribution is to provide evidence on two key features of 
sponsorship programs: the fact that being chosen to be sponsored may 
serve as a vote of confidence and the linking of sponsor compensation 
to protégé performance

We use an incentivized laboratory experiment in order to study these 
two channels,taking advantage of the controlled environment of the 
laboratory to isolate each feature's effect on outcomes.

This approach is a new contribution to the emerging literature on 
sponsorship



Experimental Design
Our experiment consists of four rounds. In each round, participants have a four-
minute period in which to complete as many addition problems as possible.
Each addition problem consists of five two-digit numbers to sum
Participants do not receive feedback during the experiment. When a round ends, 
participants are simply told their time has expired; they do not learn of their 
absolute or relative performance

Rounds 1 and 2: Baseline Measures of Performance Under Piece-Rate 
and Competition
In Round 1, participants earn 50 cents for every problem solved. 
In Round 2,payment depends on relative performance. Participants who place in 
the top 25% of performers in that session earn $2.00 for every problem solved. 
Participants who do not place in the top 25% of performers earn nothing.



Experimental Design
 Round 3: Baseline Measure of Willingness to Compete.
participants make choices about how they would like to be paid for their Round 3 
performance.
Each question asks participants whether they would rather be paid according to 
Payment Scheme A (50 cents for every correct problem) or
Payment Scheme B (0 if they finish in the bottom 75% of performers and “B” 
cents if they finish in the top 25% of performers). We vary “B” from 100 cents to 
300 cents, in increasing increments of 25 cents, creating nine binary
choices.

Treatment Intervention. Our intervention occurs after Round 3. 
Our goal is to explore how decisions and performance in Round 4 are impacted by 
being sponsored.



We have three versions of sponsorship:

• Payment-Tying (PT): randomly assigned, protégé choices and performance 
determine the compensation of a sponsor.

Vote of Confidence (VOC): protégés are chosen by sponsors, rather than 
randomly assigned.

• Vote of Confidence and Payment-Tying (VOCPT):both Vote of Confidence 
and Payment-Tying.

Round 4: Willingness to Compete. 

After distribution of the handouts, Round 4 proceeds exactly as Round 3.



 Empirical Approach

Our goal is to identify the impact of the treatments on competitiveness, performance, 
and earnings. 
We call the lowest tournament wage at which the participant preferred the 
tournament to the piece rate payment scheme the participant's cutoff for a round and 
we use this as our measure of willingness to compete

We measure performance as number of problems solved correctly in a round.

We calculate earnings within a round by averaging over what earnings would have 
been for each of the nine decisions a participant made



Willingness to compete Performance



Conclusion

We find,  that both features increase men's willingness to compete, 
particularly low-ability men, while neither significantly increases 
women's willingness to compete on average.

Rather than closing the gender gap in competition or compensation, 
sponsorship perpetuates the gap on average.



Effectiveness of Reputation in Contracting for 
Customized Production: Evidence from 

Online Labor Markets

Mingfeng Lin
 Department of Management Information Systems,
 Eller College of Management, University of Arizona, Tucson, Arizona 85721

Yong Liu
Department of Marketing, Eller College of Management, University of Arizona, Tucson, 
Arizona 85721

Siva Viswanathan
Robert H. Smith School of Business, University of Maryland, College Park, Maryland 
20742



Abstract
This study examines the effects of reputation in the nascent but rapidly growing online labor 
markets. In these markets, contract winners (vendors) provide clients with customized 
products such as computer software, business plans, and artistic designs. The products are 
used primarily for business purposes and require time for production after project-specific 
contracts are awarded. These characteristics render it unclear whether online reputation will 
have similar effects as in online retailing, where finished and standardized products are sold 
for consumption. 

We analyze field transaction data from a major online labor market. The analyses using 
matched contract samples and vendor panels consistently show that despite the governing 
power provided by contracts as well as the litigation and arbitration options, vendors’ online 
reputation can still be influential on clients. 
Vendors who have no reputation ratings are less likely to be chosen, and those with higher 
ratings are more likely to win subsequent bids. Importantly, however, such influences depend 
on the contract form that is used for a particular transaction—they are significant in output-
based contracts but nonsignificant in input-based contracts. 

Besides extending the research on online reputation to the markets of customized production,
this study shows contract form as an important boundary condition for the effectiveness
of reputational information. It also provides direct managerial implications for electronic
commerce in general and online labor markets in particular.



Backgroud

Enabled by the Internet and mobile technologies, on-line reputation mechanisms 
such as consumer reviews,user ratings, and discussion forum postings have 
experienced explosive growth.
These user-generated contents provide opinions and ratings about products and 
services and have garnered increasing attention from researchers. A recent literature 
examines the effects of online reputation of sellers (and products) on retailing 
websites such as Amazon and eBay

A general finding is that online reputation helps mitigate information asymmetry 
between buyers and sellers and prevents electronic commerce from degenerating 
into a market for“lemons”

We examine the effects of online reputation in a different but important context: the 
online labor markets such as elance.com and oDesk.com (now upwork.com)



Backgroud

The client (either an individual or an organization) posts information about its need, 
vendors submit bids to win the contract, the client selects a winner, and then the 
winner works to produce the product

Similar to their retail counterparts, online labor markets are highly decentralized 
platforms that facilitate transactions between geographically dispersed parties

Vendors receive ratings from clients with whom they have finished transactions, and 
the ratings are aggregated and prominently displayed on their public profiles. 

Whether the vendors’ reputation ratings affect the purchase decision of clients, and 
whether the impact depends on important transactional arrangements in online labor 
markets, is the focus of our study
our study is among the first to focus on the effect of vendor reputation and how 
contract form moderates this effect.



Output-based contracts are fixed-price contracts.The main criterion for success is 
that the final product satisfies all agreed-upon requirements and is delivered on time.

Input-based contracts, in contrast, are often seen in time-and-materials transactions 
where the client pays for the time (and the incremental material cost) that the vendor 
spends on the project

From the perspective of project cost, output-based contracts reduce the financial risk 
for the client (since the cost is fixed), and input-based contracts do so for the vendor 
(Banerjee and Duflo 2000). 

 we predict that vendors without reputational information will be more likely to be 
avoided by clients in output-based contracts than in input-based contracts.



Data
The company is headquartered in the United States and its website has more than 
250,000 vendors and 120,000 clients

Our final sample includes 175 output-based contracts and 175 input based contracts 
that have nonmissing information on the variables of interest. There are 3,235 bids 
associated with these contracts.

After controlling for covariates, how the vendors’reputation affects their chances of 
winning the contract, and how that effect may differ with contract forms, is the focus 
of estimation. The dependent variable (BidWins) is an indicator for whether a 
particular bid (and therefore the vendor) won the contract

 volume or the number counts of reputational ratings (RatingsCount), valence
or the average of these ratings (AvgRating), and a dummy variable (NoRating) 
measuring whether the vendor has received any ratings associated with his or
her profile at the time of the bid (a value of one indicates the absence of ratings) 



Maximum likelihood logistic models are used to estimate the probability that a 
particular bid is accepted by the client





Implications

Online reputation,by nature, is secondhand and historical information shared by strangers 
(Zhang et al. 2015). When it is technically and economically possible to obtain firsthand 
information about the vendor’s capability, the value of online reputation to the client is reduced.

The change in contractual arrangements may help mitigate the “rich-get-richer” Matthew 
Effect (Merton 1968) in electronic commerce. A consistent finding in many studies is that 
incumbents with more and better ratings are more likely to obtain new business 
opportunities.They are also more likely to extract higher profits.This, in turn, may lead to an 
increasingly less competitive marketplace.

Our results show that, at least in online labor markets, input-based contracts assisted by 
monitoring technologies help alleviate the entrydeterrence effect of the online reputation 
system, thus providing better opportunities for newentrants.
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Abstract

In Chinese culture, certain digits are lucky and others unlucky. We test 
how such numerological superstition affects financial decision in the 
China initial public offering (IPO) market. 

We find that the frequency of lucky numerical stock listing codes 
exceeds what would be expected by chance. 

Also consistent with superstition effects, newly listed firms with lucky 
listing codes experience inferior post-IPO abnormal returns. 

Further tests suggest that our conclusions are not driven by endogeneity.



A rich body of evidence suggests that psychological biases affect financial decision 
making

Much less attention has been devoted to the effects of more specific incorrect ideas 
about how the world works, which an individual may or may not choose to adopt.

In this paper, we test whether market participants use a mistaken model of how 
investment outcomes are generated by focusing on a particular type of mistaken 
theory—numerological superstitions.
eg.professional athletes and stock traders wearing lucky articles of clothing, keeping 
lucky objects, or following luck inducing rituals

However, there has been little systematic empirical work on superstition in finance, 
perhaps because the testing of some Western superstitious ideas  imposes a small 
sample size. In this and other respects, numerological superstition in China’s stock 
market provides an appealing venue for testing how superstitious beliefs affect firm 
behavior and/or market valuations.

backgroud



Design

 Firms with at least one lucky number (6, 8 and 9) and no unlucky number (4) 
in the listing code are defined as firms with lucky listing codes, while firms with 
at least one unlucky number and no lucky numbers are defined as firms with 
unlucky listing codes.

It is hard to gauge the perceived luckiness of the remaining firms' codes, given 
the cooccurrence of both lucky and unlucky numbers (or the absence of 
both).All Shanghai-listed firms have numerical codes beginning with 6, and this 
digit is ignored in our classifications.



The market for IPOs is a natural domain for testing for the effects of managerial 
or investor superstition because high uncertainty about long-run fundamentals 
maximizes the space for superstition to play a role,and because individual 
investors (whom we would expect to be especially prone to superstition) 
participate heavily in IPOs

Our tests are based on a sample of newly listed firms in China from 1991 
through 2013.

2,194 listed firms, 986 of which are listed on the Shanghai Stock Exchange, 
and 1,208 of which arelisted on the Shenzhen Stock Exchange.

(i) IPO firms obtain a higher than expected frequency of lucky listing codes 
than would be expected to occurrandomly; and (ii) the post-IPO stock return 
performance is lower for firms with lucky listing codes than for those with 
unlucky listing codes.



We find an abnormally high proportion of firms with lucky listing codes and 
an abnormally low proportion of firms with unlucky listing codes. For example, 
on the Shenzhen Stock Exchange, the actual proportion of firms with lucky 
(unlucky) listing codes is 24% more (27%less) than expected by chance.



Monthly market-adjusted return, as the 
dependent variable.

Lucky is a dummy variable  that equals 1 if 
the firm's listing code contains one or more of 
the lucky digits 6, 8 or 9, but not the unlucky 
digit 4, and 0 otherwise.

The coefficient on Lucky is -0.009, indicating 
that on average, the monthly return of firms 
with lucky listing codes is lower by 0.9% per 
month relative to firms with unlucky listing 
codes



We form portfolios by shorting firms 
with lucky listing codes and longing 
those with unlucky listing codes. Our 
regression model is specified as

where Rpt is the month-t equally weighted 
return of the portfolio of firms that is 
formed at the end of month t-1, and Rf t is 
the risk-free rate in month t.



Conclusion

We find that the proportion of firms going public with lucky listing codes is 
greater than would be expected based on chance, and the proportion of firms
with unlucky listing codes is abnormally low. 
These findings suggest that there is an intentional effort by listing firms to 
obtain lucky numbers in their listing codes.

Using both Fama–MacBeth cross-sectional regressions and Fama–French three-
factor regressions, we find that, consistent with overvaluation of IPO with lucky 
listing codes, IPOs with lucky listing codes underperform those with unlucky 
listing codes
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Fujie Jin
The Wharton School, University of Pennsylvania, Philadelphia, 
Pennsylvania 19104
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Abstract. 

This study examines how characteristics of an interfirm labor-flow network affect firm 
productivity.
Using employee job histories to trace labor movement between organizations, we 
construct labor-flow networks for both information technology (IT) and non-IT labor and 
analyze how a firm's network structure for the two types of labor affects its 
performance. 

We find that hiring IT workers from a structurally diverse network of firms can 
substantially improve firm productivity, but that the same is not true for non-IT labor, 
where we find little benefit of network diversity. We hypothesize that these results 
reflect differences in the types of knowledge diffusion facilitated by different types of 
labor flows, with IT labor enabling the transfer of new and innovative firm practices, 
which benefits from diversity, while non-IT labor flows are more closely associated with 
implementation of complementary organizational practices, which may benefit from a 
critical  mass of workers with a common knowledge base. 

Together, these results demonstrate the  importance of incorporating a network 
perspective in understanding the full impact of spillover effects from organizational 
hiring activities.



backgroud
Technology innovation can generate productivity spillovers as technology use and 
know-how propagate from earlier adopters to later ones 
Access to superior technology is a primary driver for firms' information technology 
(IT) productivity, and spillovers created by the mobility of IT workers can be an 
important part of technology acquisition

There exists a substantial body of prior work tying firm- and economy-wide 
productivity gains to knowledge flows among firms through mobility of R&D 
workers

To the extent that a diverse hiring network exposes a firm to a greater variety of 
potential information, network diversity could  increase spillover strength. However, 
the opposite can be true if repeated hiring from a similar knowledge base is useful in 
reinforcing firm-wide business practices.

the networkpositions in firms’ labor-flow networks have the potential to influence 
the ability to obtain and utilize different types of external knowledge.



we are especially interested in whether network diversity—the variety of firms 
from which a focal firm hires new employees—affects the spillover benefits
firms receive from worker mobility

Our approach is therefore to examine whether the spillover benefits of IT labor 
flows are influenced by network diversity, and to contrast these effects with the 
spillover benefits of non-IT labor.

We contribute to this stream of research by applying network analysis to
better understand how the structural characteristics of firm-level labor-flow 
networks affect firms'  abilities to  capture the spillovers, and how labor type can 
mediate the effect of the structural characteristics 



Data and Setting

we constructed a model of the interfirm hiring network among U.S. firms by
extracting the labor movement information from an extensive database of individual 
résumés.    more than 10million fulltext individual résumés.

 The résumés contain detailed career histories of each person, including the 
employer,job title, and duration of each period of employment in full text as well as 
in structured data fields. 

The data set includes career information for both full-time and temporary employees, 
which is especially important for IT workers

Consider a network graph, in which firms are represented by nodes and firm-to-firm 
employee movements are represented by edges



Data and Setting
We identify a directed edge between a focal firm and another firm if the former hired 
one or more employees from the latter in the previous five years.
The weight of the edge can either be the total number of employees following this 
path or some function of the number of employees and characteristics of the 
originating firm
We distinguish IT employees (about 15%of the sample) from other employees by job 
title

The final data set is a 20-year panel of 
data spanning the years
1987–2007 for 6,442 unique companies.





Network diversity   (Burt’s ,1992.)
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the network diversity measure captures the ability of a node to link across 
disconnected groups.
When none of the network neighbors of a node are linked with each other, the node 
has much greater network diversity than a node with the same number of neighbors 
but all neighbors connected with each other. 
High network diversity suggests exposure to diverse and novel information, from 
access to various pockets in the overall network through its network neighbors.
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Shareholder Litigation and Ownership Structure: 
Evidence from a Natural Experiment
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Abstract

We use a natural experiment to identify a causal effect of the threat of shareholder 

litigation on ownership structure, governance, and firm performance. 

We find that when it becomes harder for small shareholders to litigate, ownership 

becomes more concentrated and shifts from individuals to institutions. Director and 

officer governance protections drop among these firms, and operating performance 

drops among firms whose ownership structure does not change. 

These results suggest that the ability of shareholders to coordinate and litigate against 

management is important for governance.



集体诉讼: Class action litigation
多数成员彼此间具有共同利益，因人数过多致无法全体进行诉讼，得由其中一人或数
人为全体利益起诉或应诉。
集体诉讼的威力在于，只要有一个人发起诉讼，其他所有相同利益受损者会一呼百应，
最终导致的赔偿数量会非常惊人，在证券市场，集体诉讼也是有效的维权方式。

美国集体诉讼：由律所发起 胜诉律师才收费
相比其他国家的股市监管制度，美国的集体诉讼制是美股的一项特殊法律安排，具有
“一惩罚二保护”（最大限度惩罚违规违法的上市公司，最大限度保护投资者利益）
的特点。
美国证券集体诉讼制规定：所有在股票受影响的时间段买入的股东均可成为原告，而
最后判决或和解协议也默认覆盖所有股东，诉讼一般由代表原告的律师事务所推动，
原告不用掏钱，由律师预支。
由于胜诉费很高，美国有一些律师所专门投身于证券集体诉讼，每天、每时去跟踪各
上市公司的财报与新闻，将企业今天的说法与之前的做比较，去搜集虚假陈述证据，
为下一个集体诉讼作准备。这种跟踪的目的虽然是为了赚钱，但其社会效果是起到了
很好的监督作用，规范了证券市场的运作，保护了中小股东。



background

Securities class action litigation in the United States provides a mechanism by which 
shareholders can sue management in the event of managerial misconduct.

There is debate, however, over whether the threat of shareholder litigation is important 

for governance. 

Policy makers view this litigation to be a necessary governance tool.

On the other hand, Jensen (1993) describes litigation as a “blunt  instrument,” poorly 

suited to deal with common agency problems. 

Others view litigation as “frivolous” on average and simply a method

by which one set of owners extract wealth from others (e.g., Helland 2006). 



background

 Private securities class action was specifically designed to allow small shareholders, 

who would otherwise find it too costly to sue managers, access to litigation against 

managers.

This is of particular interest because in the United States ownership is widely 

dispersed.

In this paper we examine the impact of the threat of litigation on governance.In 

particular, we focus on the interaction between the threat of shareholder litigation 

and ownership structure



In 1999, the Ninth Circuit Court of Appeals issued a ruling that reduced access to 
the class action mechanism, effectively decreasing the ability of small investors to 
sue management. 

This ruling affected firms located in states in the Ninth Circuit (Alaska, Washington, 
Oregon, Idaho, Montana, California, Nevada, Arizona, and Hawaii).The treatment 
group is, therefore, determined by the location of a firm’s headquarters
The Ninth Circuit ruling requires plaintiffs to establish that the defendant acted with 
“deliberate recklessness.” If not, owners are not legally allowed to form a class.

The ruling disproportionately affected firms headquartered in the Ninth Circuit. 
This decision resulted in a 43% drop in the number class action suits in the Ninth 
Circuit relative to a 14% increase across other circuits
We use this geographic and time series variation to test if or how class action 
litigation affects ownership structure

background



data :We obtain institutional ownership data from Thomson Reuters 13F database. 
we generate annual, calendar year-end holdings data.
After requiring nonzero shares outstanding, institutional ownership of no more than 
100%, and positive book equity.
 
key variable:Our set of treatment firms are those subject to the 1999 Ninth Circuit ruling. 
We identify these firms with an indicator variable, Ninth Circuit, which equals one for 
any firm headquartered in the Ninth Circuit in 1998 and zero otherwise.

We indicate the time period after the ruling with a dummy variable, Post 1999, which 
equals one for all years after 1999 and zero for all years prior to 1999.We, therefore, 
define our treatment variable as the interaction of these two indicator variables, 
Treatment = Ninth Circuit×Post 1999.

we require firms to exist both  prior to and after the ruling, and we use up to 10 years of 
data pre- and posttreatment. After screening out firms that do not exist in both 1998 and 
2000 and firms that are missing the standard control variables used throughout our tests, 
our baseline sample from 1989 to 2009 is reduced to 26,832.

content



Ownership structure

Our first measure of ownership structure, Institutional ownership, equals the fraction of 
the firm that is held by institutional investors. 
Our second measure, Ownership concentration, is measured following
Demsetz and Lehn (1985) and equals the logit transformation of the ownership of the 
20 largest institutional investors, ln((% ownership of top 20 owners)/
(11% ownership of top 20 owners)). 
Finally, Number of large positions is defined as the number of institutional
investors with a position that is at least 2% of the firm.Empirically, these are among the 
largest positions in the cross-sectional distribution. Roughly 95% of ownership 
positions are less than 2%, and the top 20 owners have individual positions that are 2% 
of the firm on average

difference in difference:
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Backgroud

Corporations have two main governing bodies: the board of directors and the 
executive suite of the chief executive officer (CEO) and her top lieutenants.

There is a gap in this governance literature. To the best of our knowledge, no 
empirical study examines the interrelation between board independence and 
executive suite independence.

The board's primary function is to monitor and advise the executive team, the chief 
of which is the CEO, who also serves on the board, often as the chair. With such 
interactions between the two governing bodies with fiduciary responsibilities to the 
same shareholders, independence in one governing body is likely to be related to the 
other.

In this paper we explore whether and how board and executive suite independence 
are interrelated.



Backgroud

A:  If the newly independent board has sufficient influence over top executive
personnel decisions and believes independent top executives are good for 
shareholders, the executive suite will become more independent.

B:Adams and Ferreira’s model (2007).CEOs resent monitoring,CEOs may withhold
information from an independent board to make monitoring less effective,Withholding 
information from the board or taking information asymmetry-increasing projects 
cannot be done by the CEO alone. Other top executives may possess the relevant 
information and leak it to the board.To obtain the necessary cooperation from other
top executives and have them dissent less, the CEO may make the executive suite 
more dependent by increasing her connectedness in the executive suite through 
appointment decisions and social ties

To investigate which of the two predictions prevail in the data



Design
 Because both board and executive suite compositions are endogenous, we use an 
exogenous shock on board independence.
we estimate difference-in-differences in executive suite independence using the 
independent board requirement for NYSE- and NASDAQ-listed firms as an 
exogenous shock. 

The treatment (control) group is firms without (with) a majority of independent 
directors prior to the shock. Treatment and control groups show parallel trends in our 
measure of executive suite dependence prior to the shock.

We measure executive suite dependence by the fraction of top-four non-CEO 
executives appointed (FT4A)during a CEO’s tenure and the CEO's preexisting social 
ties with the appointees.
We count the total number of network ties CEOs and their appointees have, Exe_Tie, 
through past employment, educational institutions, and past membership to social and 
professional organizations



Design
The deadline for compliance was October 31, 2004; however, many firms that lacked a 
majority of independent directors began to change their board composition in 2002 
when the recommendations were promulgated by NYSE and NASDAQ.

The largest changes occurred in 2002 and 2003 .Thus, we use 2001 as the base-year to 
define which firms are affected by the regulation and 2003 as the first year of the 
postregulation period. We treat 2002 as the transition period and exclude observations 
during that year in estimating difference-in-differences

where Yit is a measure of firm i’s current CEO’s connectedness as of year t; as measured by 
either FT4A or preexisting social ties. 
The treatment indicator,Affectedi , is equal to one if firm i does not have a majority of 
independent directors in 2001 and zero otherwise. 
This indicator is interacted with Postt ,the post regulation indicator, equal to one if year t is 2003 
or later



Design



Conclusion
We explore the interdependence using an external shock increasing board 

independence. The shock weakens executive suite independence by increasing CEO 

connectedness within executive suites through appointments and preexisting

social ties. 

We also uncover interesting dynamics between the two governing bodies: (1)  CEO-

executive connections and CEO-director connections are substitutes; (2) consistent 

with theories of board independence, when an information environment calls for 

dependent boards, increasing CEO-executive connections, which helps negate the 

shock effect on the board, has positive marginal effects on firm performance.



Contribution

This paper contributes to the literature by investigating dynamics between the 

executive suite and the board, an issue overlooked by previous researchers.

We find independence in the board and executive suite is inversely related; thus, 

inferring the overall governance independence from board independence alone 

will be highly misleading. Also important, weakening executive suite 

independence is not necessarily bad; it could help or hurt firm performance 

depending on the information environment.
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Abstract

We develop and implement a new measure of information asymmetry among
traders. 

Our measure is based on the intuition that informed traders are more likely than 
uninformed traders to generate abnormal volume in options or stock markets. 

We formalize this intuition theoretically and compute the resulting multimarket 
information asymmetry measure (MIA) for firm-days as a function of unsigned 
volume totals and  without estimating a structural model. 

Empirically, MIA has many desirable properties: it is positively correlated with 
spreads, price impact, and absolute order imbalances; predicts future volatility; is an 
effective conditioning variable for trading strategies stemming from
price pressure; and detects exogenous shocks to information asymmetry.



Backgroud

Asymmetric information plays a critical role in reconciling classical 
economic theory with observed economic behavior. 

It is of particular interest to financial economists because one of the 
primary social benefits of an active securities market is that it 
aggregates disparate information into market prices. Therefore, 
understanding the influence of information asymmetry on the 
interaction between agents is essential for understanding the outcomes 
and operation of financial markets.



Design
 Most models of trading in financial markets involve two types of agents: those who 
trade because they have an information advantage and those who trade without an 
information advantage for reasons such as a desire for liquidity or hedging

Because informed traders receive correlated signals, this trade-off causes the fraction 
of informed trade occurring in options versus equity markets to fluctuate over time 
depending on the nature of the information received.

In contrast, uninformed traders' choice of trading venues is less correlated, and 
therefore the fraction of uninformed trade occurring in options markets is more 
stable over time.

Combining these features implies that informed traders are more likely than 
uninformed traders to generate an abnormally high or low option to-stock volume 
ratio O/S.



where Oj,t is the total option volume for firm j on day t
Specifically, followingJohnson and So (2012), Oj,t equals the total volume in option 
contracts, including both calls and puts, across all strikes for options expiring in the 
60 trading days beginning five days after the trade date. 
We use daily

Sj,t is the total stock volume. 
stock volume Sj,t from CRSP divided by a factor of 100 to make it more comparable 
to the quantity of optioncontracts that each pertain to 100 shares.

We use the firm’smedian O/S over the past six months ending 10 trading days 
before t as our estimate of M, assuming the median O/S occurs on a day with no 
private information





Conclusion

The central contribution of this paper is the development of a new proxy for 
information asymmetry among traders that leverages how trades are dispersed across 
equity and options markets. 

The primary innovation of our approach is that we study informed trade in a 
multimarket setting

Our multimarket measure of informed trade,MIA, is simple to calculate empirically 
because it relies only on volume totals, does not require identifying the direction of 
trades, does not entail estimating a structural model, and can be estimated at the daily 
level.
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Abstract
Behavioral pricing and revenue management aim to incorporate realistic consumer
behavior into firms’ pricing and inventory models. The key input to these models
is market demand, which is often assumed to inherit the characteristics of consumer
behavior—as when, for example, one assumes that a market consisting of loss-
averse consumers is more responsive to losses than to gains. Yet market demand 
and consumer behavior need not be related, and so,we argue, that approach to 
modeling market demand is misguided. 

This paper proposes an approach that accounts for the heterogeneity in consumer 
valuation: we aggregate the demand of individual loss-averse consumers to
obtain market demand and show that market demand may be more responsive to 
gains or losses, or it may be equally responsive. 

Our results have profound implications not only for how best to characterize the 
market demand of behaviorally biased consumers but also for determining the 
firm’s optimal pricing policy.
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