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Abstract

We investigate how accounting standards and the regulatory environment influence the usefulness of
accounting information. Prior research finds no market reaction to earnings announcements in Mexico
during the late 1990s. However, beginning in 1999, a series of regulatory changes required firms'
compliance with a governance code and mandated electronic quarterly reporting. Additionally, in 2007
Mexico reissued their accounting standards to converge toward IFRS. We hypothesize that the market
reacts to earnings announcements following the implementation of these changes in the reporting
environment. Our results support our hypothesis. We also hypothesize and find evidence of a price reaction
to earnings announcement for most share classes, and a volume reaction to earnings announcements for all
share classes. Finally, wefind support for our hypothesis that the firm's information environment affects the
market reaction to earnings announcements. Overall, our findings suggest that the information content of
earnings announcements has increased in the new reporting environment.
© 2015 University of Illinois.

Keywords: Information content; Emerging markets; Market reaction; Mexico
JEL classification: G14; G15; G34; G38

☆ We thank two anonymous reviewers, editor A. Rashad Abdel-khalik, coeditor Ehsan Feroz, Brian Burnett, Leslie B.
Fletcher, Roger Graham, Dave Guenther, Hsiao-Tang Hsu, Steve Matsunaga, Timothy Shields, participants at the 2012
AAA Western Region Meeting, the 2012 AAA Annual Meeting, the 2013 International Accounting Section Midyear
Meeting, the 2013 Southern California Accounting Research Forum, and workshop attendees at California Polytechnic
University, San Luis Obispo, for their helpful comments. All errors and omissions are our own.

⁎ Corresponding author. Tel.: +1 657 278 3835; fax: +1 657 278 4518.
E-mail address: leiler@fullerton.edu (L.A. Eiler).

http://dx.doi.org/10.1016/j.intacc.2012.10.008
0020-7063/© 2015 University of Illinois.

Available online at www.sciencedirect.com

ScienceDirect
The International Journal of Accounting 50 (2015) 142–169

http://crossmark.crossref.org/dialog/?doi=10.1016/j.intacc.2012.10.008&domain=pdf
mailto:leiler@fullerton.edu
http://dx.doi.org/10.1016/j.intacc.2012.10.008
http://dx.doi.org/10.1016/j.intacc.2012.10.008
http://dx.doi.org/10.1016/j.intacc.2012.10.008
http://dx.doi.org/10.1016/j.intacc.2012.10.008
Imprint logo
Journal logo


1. Introduction

Evidence from cross-country studies indicates that accounting standards, managerial in-
centives, and the regulatory environment largely determine national-level financial reporting
quality (e.g., Ball, Robin, &Wu, 2003; Bushman & Piotroski, 2006; Hail & Leuz, 2006; Leuz,
Nanda, &Wysocki, 2003).1 Mexico provides an interesting setting to examine the usefulness of
accounting information following a series of changes to the financial reporting system and
corporate governance structure. In this paper, we examine the market reaction to earnings
announcements in Mexico following changes to accounting standards and the regulatory
environment. Given that prior literature (i.e., Bhattacharya, Daouk, Jorgenson, & Kehr, 2000;
Prather-Kinsey, 2006) finds no market reaction at the announcement date of annual earnings
and other news in Mexico, our study provides evidence on whether these changes have
influenced the usefulness of accounting information. More broadly, our study seeks to increase
our understanding of how changes in accounting standards, disclosure, and governance in-
fluence the behavior of market participants.

Bhattacharya et al. (2000) investigate the short-window market reaction to a variety of
news events including dividend, merger, and annual earnings announcements for firms listed on
Mexico's primary stock market, the Bolsa Mexicana de Valores (hereafter the Bolsa). Using
data from the mid-1990s, they find no market reaction around the announcement date of news
events. They conclude that insider trading has incorporated earnings and other news into price
before the announcement, and thus there is no market reaction at the announcement date.
Prather-Kinsey (2006) focuses on the price reaction to annual earnings announcements for firms
listed on theBolsa from 1998–2000. She finds no evidence of abnormal returns around earnings
announcements. Taken together, the results of these studies suggest that the prevalence of
insider trading reduces the information content of earnings announcements in Mexico.

However, from 1999 through 2006, Mexican officials implemented several interrelated
changes to financial reporting and the regulatory environment. To improve corporate
governance, firms were required to increase the percent of independent board members, and the
voting capital required to call a meeting decreased from 25% to 10%.2 In addition, financial
reporting frequency increased from an annual to a quarterly basis (Familiar Calderón, 2003).
Concurrently, regulations compelled firms to file financial reports electronically with the Bolsa.
As with the EDGAR system in the United States, electronic reporting allows for timely,
low-cost access to financial reports for all investors (World Bank, 2003).

Following the governance changes and increase in reporting frequency, Mexico issued a
revised set of accounting standards that were implemented in 2007. The revised standards
were designed to converge Mexican GAAP toward IFRS, in preparation for complete

1 We use the term regulatory environment throughout this paper to refer to the various country-specific factors
such as the political and legal environments, as well as the strength of institutions and enforcement.
2 Specifically, in 1999, Mexican officials drafted a best practices corporate governance code. Compliance with the

governance code was initially voluntary; however, in June of 2001, portions of the governance code became enforceable.
In 2003, theComisión Nacional Bancaria y de Valores (CNBV) issued theCircular Única de Emisoras (Circular Única,
or CU). The CNBV is the Mexican National Banking and Securities Commission, which is comparable to the US
Securities and Exchange Commission. It is tasked with regulating and enforcing capital market and banking activity. The
CU updated the 1975 Security Market Law (Ley del Mercado de Valores), and required more complete compliance with
the new governance code.

143L.A. Eiler et al. / The International Journal of Accounting 50 (2015) 142–169



Download English Version:

https://daneshyari.com/en/article/1004867

Download Persian Version:

https://daneshyari.com/article/1004867

Daneshyari.com

https://daneshyari.com/en/article/1004867
https://daneshyari.com/article/1004867
https://daneshyari.com

