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Abstract

Purpose – European countries are likely to increasingly adopt integrated reporting (IR) voluntarily, after the
2014/95/EU Directive is revised and other initiatives are implemented. Therefore, the present study provides
insights on the relevance of IR in voluntary contexts by exploring analysts’ reactions to the release of
integrated reports in diverse institutional settings.
Design/methodology/approach – Drawing on voluntary disclosure theory, a quantitative empirical
research method is used to explore the moderating role of country-level institutional characteristics on the
associations between voluntary IR release and analyst forecast accuracy and dispersion.
Findings – IR informativeness is not uniform in the voluntary context and institutional settings play a
moderating role. IR release is associated with increased consensus among analyst forecasts. However, in
countries with weak institutional enforcement, a reverse association is detected, indicating that analysts rely
largely on IRwhere the institutional setting strongly protects investors. Although a strong institutional setting
boosts the IR release usefulness in terms of accuracy, it creates noise in analyst consensus.
Research limitations/implications – Academics can appreciate the usefulness of voluntary IR across the
institutional enforcement contexts.
Practical implications – Managers can use these findings to understand opportunities offered by IR
voluntary release. The study recommends that policymakers, standard setters and regulators strengthen the
institutional enforcement of sustainability disclosure.
Originality/value – This study is a unique contribution to recent calls for research on the effects of
nonfinancial disclosure regulation and on IR “impacts”. It shows on the international scale that IR usefulness
for analysts is moderated by institutional patterns, not country-level institutional characteristics.

Keywords Integrated reporting, Analyst forecast accuracy, Analyst forecast dispersion,

Institutional enforcement

Paper type Research paper

1. Introduction
At the international level, regulators and standard setters are increasingly engaged with
initiatives in the nonfinancial or sustainability reporting field – for instance, the IFRS
Foundation released the “Consultation Paper on Sustainability Reporting” in September
2020. This paper marks the tentative entry of the IFRS Foundation, which is traditionally
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involved in financial reporting standard setting, into the sustainability reporting field
(Cho, 2020). Various standard setters have established collaborations that were unthinkable
until recently (Florio et al., 2021; Lai and Stacchezzini, 2021). An example is the collaboration
between the Global Reporting Initiative (GRI) and the Sustainability Accounting Standards
Board (SASB), which published “A Practical Guide to Sustainability Reporting Using GRI
and SASB Standards”. Further, the SASB has recently merged with the International
Integrated Reporting Council (IIRC) to create theValue Reporting Foundation. In addition, the
“Group of Five” (CDP, Climate Disclosure Standards Board, GRI, IIRC and SASB) aims to
collaborate towards developing a globally accepted comprehensive corporate reporting
system starting from a “Climate-Related Financial Disclosure Prototype”. Moreover, at the
regulatory level, the European Union (EU) seems to be particularly active. With its 2014/95/
EUDirective (hereafter, Directive) on nonfinancial and diversity information, the EU initiated
a process intended to revolutionise the corporate reporting of European companies (Ferrer
et al., 2020; Mio et al., 2020). Notably, the EU itself recently published a proposal to revise the
Directive (European Commission, 2020) – for which it collected suggestions through a public
consultation – in response to academic and professional criticisms about comparability,
reliability and relevance (La Torre et al., 2018; Cordazzo et al., 2020; Venturelli et al., 2020).
This proposal is intended to significantly expand the number of companies required to
publish sustainability information. The proposal also provides that this information must
comply with the sustainability reporting standards that will be released by the European
Financial Reporting Advisory Group (EFRAG) and must be disclosed in the management
commentary. In July 2021, the EFRAG Project Task Force on European sustainability
reporting standards and GRI signed a “Statement of Cooperation”. As for the USA, the
Securities and Exchange Commission recently announced the constitution of the Climate and
ESG Task Force in its Division of Enforcement for identifying material gaps in corporate
climate-related disclosures (Knachel and Porter, 2021).

However, despite this context of growing attention to, and disclosure of, nonfinancial or
sustainability information, companies can still choose whether to integrate their nonfinancial
and financial information. Indeed, the Directive and the related national regulations do not
mandate that companies follow a specific reporting standard informed by an integrated
approach, nor that they incorporate nonfinancial and diversity information into the
management commentary. Although the EU’s proposal about revisions to the Directive
requires companies to incorporate sustainability information into the management
commentary, full integration between financial and sustainability information remains a
voluntary issue. The recent release of the “Exposure Draft of the IASB Practice Statement on
Management Commentary” provides a framework to integrate financial and nonfinancial
information, but its application is expected to remain voluntary, given that the EU usually
endorses standards, not practice statements. Further, the scope of voluntary adoption of the
sustainability disclosure and the possible adoption of an integrated approach is not
anticipated to decrease because of the proposed revisions to the Directive. Indeed, along with
institutionalising the sustainability disclosures (Farooq and de Villiers, 2019; De Villiers et al.,
2020; Lai and Stacchezzini, 2021), the revised Directive may stimulate additional incentives
for voluntary disclosure (Heitzman et al., 2010) by companies that do not fall within its scope
of application, and companies that voluntarily prepare a sustainability report will be free to
choose between nonfinancial reporting standards.

Therefore, the adoption of the integrated approach suggested by the IIRC’s framework
will likely remain largely voluntary, even in a context of growing mandatory nonfinancial
disclosure. Although respondents to the EU public consultation believe that the IIRC’s
framework is not the most appropriate standard to endorse (European Commission, 2020,
pp. 20–21), many European companies have already prepared an integrated report
(Bochenek, 2020). Hence, the mandatory inclusion of nonfinancial information in the

JAAR
23,1

30



management commentary, and the increasing disclosure of nonfinancial information by
nonobligated companies as well, may further expand integrated reporting (IR) adoption.

Thus, considering the (likely increasing) voluntary adoption of IR by European countries,
as an expected result of the proposed revision of the Directive and of other initiatives from
regulators and standard setters, in this study, we aim to provide insights on the relevance of
IR in voluntary contexts by exploring financial analysts’ reactions to the voluntary release of
integrated reports. Indeed, analysts and other financial stakeholders (i.e. equity and debt
investors and rating agencies) are the main users of IR disclosures, as defined by the IIRC’s
framework (IIRC, 2013; Flower, 2015; Rowbottom and Locke, 2016) and explained by report
preparers (Higgins et al., 2014; Lai et al., 2017, 2018). In the South African context where IR
release is mandatory, the IR release has a positive impact on the capital market in terms of
improved forecasts from analysts and the value relevance of the IR disclosure (Barth, 2017;
Zhou et al., 2017; Bernardi and Stark, 2018;Wang et al., 2020; Caglio et al., 2020). However, the
few studies that focus on contexts where IR is voluntarily released offer mixed results (Kim
et al., 2017; Flores et al., 2019; Wahl et al., 2020).

Because these contexts are not homogeneous in terms of country-level institutional
characteristics (e.g. the legal system, stock market size and investor rights), we explore the
association between IR release and analyst forecasts by considering the moderating role of
these characteristics. We proceed according to the argument that the disclosure’s usefulness
for the capital market is mediated by cross-country differences (Vanstraelen et al., 2003;
Dhaliwal et al., 2012). In this regard, although there is little research on how country-level
institutional factors moderate the impact of IR on financial stakeholders (Flores et al., 2019),
several studies have demonstrated the relevance of country-level institutional factors on the
decision to voluntarily release an integrated report (Frias-Aceituno et al., 2014; Lai et al., 2016;
Vaz et al., 2016; Garcia-Sanchez et al., 2019; Girella et al., 2019).

We explore the impact of the IR release on financial analysists’ behaviourwith reference to
the two main properties that characterise their forecasts: forecast accuracy, which captures
the preciseness of analysts’ forecasts by comparing the companies that release IR and those
that do not, and forecast dispersion, which measures the degree of disagreement among
multiple analysts’ forecasts once the IR is released. We do not estimate the causal effects of
the IR release on the financial analysts’ forecast, but rather, assess whether the accuracy and
the dispersion of their predictions vary systematically with IR release in diverse institutional
settings. To develop in-depth understanding of the moderating effects of country-level
institutional characteristics on analyst behaviour, we draw on Leuz et al. (2003) to identify
three clusters of IR preparers based on the level of institutional enforcement (La Porta et al.,
2000, 2002; DeFond andHung, 2004). In line with prior studies (Persakis and Iatridis, 2015a, b;
Cho et al., 2012), we rely on the three clusters that Leuz et al. (2003) identified because they
capture nuanced differences across countries, which extend beyond the more traditional
common- and code-law distinction (Flores et al., 2019).

We believe that examining the moderating role of country-level institutional characteristics
may help provide relevant theoretical and practical insights on the usefulness of IR adoption in
the EU, a context that is not homogeneous in terms of country-level institutional characteristics
(Arce and Mora, 2002; van der Velden and Wolber, 2001; Leuz et al., 2003). Thus, this study
responds to the calls for research on the effects of nonfinancial disclosure regulations (La Torre
et al., 2018; Venturelli et al., 2020) and on IR “impacts” (Rinaldi et al., 2018).

The remainder of this paper is organised as follows. Section 2 provides the theoretical
framework, reviews pertinent literature and develops the research hypotheses. Section 3
introduces the research strategy, whereas Section 4 presents the findings. Section 5 discusses
the findings, and Section 6 concludes by explaining the contributions, the research and
practical implications and the limitations of the study.
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2. Theoretical framework, prior research and hypotheses
2.1 Voluntary disclosure and analysts’ forecasts in diverse institutional settings
According to the voluntary disclosure theory, the disclosure of private information to investors
is expected to reduce the information asymmetries indicated by the agency theory (Verrecchia,
1983; Shehata, 2014). Corporate disclosure provided without the underlying duty to disclose
(Heitzman et al., 2010) is expected to provide additional, appropriate information to enhance
efficiency in resource allocation (Healy and Palepu, 2001). Resource allocation is driven by the
forecasts of financial analysts (Nichols and Wieland, 2009; Schipper, 1991), who are
“intermediarieswho receive andprocess [. . .] information for investors” (Schipper, 1991, p. 105).

Financial analysts’ forecasts indicate their opinions about companies’ future performance.
Their prediction accuracy signals the usefulness of the information disclosed by a company in
understanding its prospects (Lang and Lundholm, 1996; Hope, 2003). Therefore, forecast
accuracy serves as a proxy for the company’s disclosure informativeness (Lang et al., 2003): the
more accurate the analysts’ forecast, the more informative the company’s disclosure that they
have provided. Thus, the informativeness of voluntary disclosure can be detected by
investigating the relationships between the choice to release the disclosure and financial
analysts’ prediction properties: accuracy and dispersion. More informative disclosure policies
reduce information asymmetry and increase analyst forecast accuracy (Lang and Lundholm,
1996). However, since financial analysts rely not only on firm-provided disclosures but also on
private information from unstructured sources (Lang and Lundholm, 1996), the relationship
between disclosure policies and the dispersion of their forecasts –which indicates the degree of
disagreement in opinions among analysts – is not predictable. Forecast dispersion may occur
because analysts do not use a common set of private information and nor do they use the same
model to process firm-provided and private information. Assuming that analysts share the
same forecast model, an increase in the informativeness of firm-provided disclosures reduces
the information asymmetry and the forecast dispersion (Lang and Lundholm, 1996). Put
differently, an increase in the informativeness of firm-provided disclosures associated with an
increase in forecast dispersion is attributable either to the fact that analysts rely on different
sets of private information or to their use of different forecast models.

Prior studies on voluntary disclosures in an international setting have underlined that the
disclosure’s informativeness for analysts is influencedby cross-countrydifferences (Vanstraelen
et al., 2003;Dhaliwal et al., 2012;Mittelbach-H€ormanseder et al., 2021).Most studieshave focussed
on the legal system to detect cross-country differences (Fr�ıas-Aceituno et al., 2014). Some studies
showed that companies located in civil law countries are more stakeholder-oriented, and thus,
they are more likely to satisfy stakeholders’ information requirements (Ball et al., 2000; Simnett
et al., 2009). These studies concluded that voluntary disclosure is more informative in civil law
countries than in common law countries (Dhaliwal et al., 2012).

However, these studies neglected to consider that it may be more meaningful to consider
the entire institutional setting than the legal system alone in explaining cross-sectional
variations in corporate disclosure informativeness (DeFond and Hung, 2004). For instance,
DeFond and Hung (2004) showed that country-level investor protection is potentially more
meaningful than the legal system in explaining cross-sectional variations in the usefulness of
corporate disclosures for the capital market. In particular, financial analysts aremore likely to
value the informativeness of voluntary disclosures in countries with a lax investor protection
system than in those with a strong investor protection context.

We use the voluntary IR release as the empirical setting and detect whether the effects of
IR informativeness on analyst predictions vary across the different institutional settings
identified in the literature.We draw on Leuz et al.’s (2003) grouping of countries to capture the
different levels of institutional enforcement. The countries in cluster 1 have a common law
tradition and are characterised by large stock markets, low ownership concentration,
extensive outsider rights, high disclosure and strong legal enforcement. The countries in
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clusters 2 and 3 have smaller stock markets, higher ownership concentration, weaker
investor protection, lower disclosure levels and weaker enforcement than the countries in
cluster 1. In addition, cluster 2 countries have a code law tradition, whereas cluster 3 countries
have either a common or a code law tradition and have weaker legal enforcement than
countries in cluster 2.

2.2 Integrated reporting and analysts’ forecasts
IR, which is among the latest and more prominent initiatives in the corporate reporting field, is
generally intended to benefit a wide range of stakeholders (De Villiers et al., 2020), investors and
other financial stakeholders, in particular (IIRC, 2013; Brown and Dillard, 2014; Flower, 2015;
Thomson, 2015; Lai et al., 2017, 2018). In theSouthAfrican contextwhere IR release ismandatory,
the IR release has a positive impact on the capital market in terms of improved forecasts from
analysts and the value relevance of the IR disclosure (Barth, 2017; Zhou et al., 2017; Bernardi and
Stark, 2018; Wang et al., 2020; Caglio et al., 2020). However, the few studies that focussed on
contexts where IR is voluntarily released offer mixed results (Kim et al., 2017; Flores et al., 2019;
Wahl et al., 2020). Thus, to gather further evidence on the effects of IR on the capital market, we
explore whether the institutional characteristics of the countries in which the IR is voluntarily
released influence the analysts’ predictions. In particular, we investigate the relationships
between the IR release and analysts’ forecast properties – captured by the forecast accuracy and
dispersion – taking into account the moderating effect of cross-country differences in the
institutional enforcement. In this regard, Flores et al. (2019) demonstrated that the corporate
governance regimemoderates the impact of IR release on analysts’ forecast errors. Indeed, the IR
prepared by firms in countries with a shareholder-based governance regime (i.e. North America)
has a greater impact on analysts’ ability than the IR released by firms in countries with a
stakeholder-based governance regime (i.e. Continental Europe). However, the present studygoes
beyond this dichotomy and clusters countries according to the institutional factors that may
moderate the association between the IR release and the analysts’ behaviour: capital market
development, investor protection, disclosure regulation and the rule of law (Leuz et al., 2003).

2.2.1 IR release and analysts’ forecast accuracy. The voluntary disclosure theory relies on
the assumption that corporate disclosure policies provide investors with information useful
to orient their investment decisions subordinately to trade-off considerations grounded on the
disclosure’s costs (Healy and Palepu, 2001). Drawing on this stream of the literature, we
expect that analysts’ forecast error is likely to decrease when the company releases the IR
because IR embraces a wide array of value-relevant topics (Mittelbach-H€ormanseder et al.,
2021) in an innovative way of display (De Villiers and Sharma, 2020).

In the mandatory context, IR informativeness is conditioned to its alignment with the
IIRC’s framework (Zhou et al., 2017), whereas in a voluntary context, there is no significant
association between IR release and the accuracy of the financial analysts’ predictions (Wahl
et al., 2020). These results motivate us to consider the moderating role of country-specific
institutional characteristics, which prior studies have already considered to explain the
pressure that companies are subjected to when deciding whether to release IR or not (e.g.
Frias-Aceituno et al., 2014; Girella et al., 2019).We contend that institutional enforcement may
influence even the IR informativeness for financial analysts. Therefore, we propose the
following hypotheses:

H1a. IR release is negatively associated with analysts’ forecast error.

H1b. Country institutional enforcement moderates the association between IR release
and analysts’ forecast error.

2.2.2 IR release and analysts’ forecast dispersion. The relationship between companies’
disclosure policies and the dispersion of financial analysts’ forecasts, which indicates the
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degree of disagreement among the analysts’ opinions, is controversial. Forecast dispersion
may occur because analysts do not use a common set of private information and nor do they
use the same model to process firm-provided and private information.

Lang and Lundholm (1996) considered the decrease in the dispersion of the forecasts
following the release of firm-provided information as a signal of the usefulness of such
information. The authors inferred that, assuming that analysts share the same forecast
model, analysts rely on firm-provided disclosure as a more reliable source of information
than the private information they might gather elsewhere. In contrast, in considering the
increase in the dispersion of the forecasts following the release of additional firm-provided
disclosure, Lang and Lundholm argued that the analysts would have assigned different
weights to different information sources, namely firm-provided disclosure and private
information, and thus refer to different forecasting models, which leads to the differences in
their opinions.

With reference to the IR disclosure, Kim et al. (2017) showed that the IR release is
associated with decreased forecast dispersion, but do not find a significant statistical
difference in the dispersion between IR adopters and nonadopters. However, Zhou et al.
(2017) did not find a significant association between the IR compliance with the framework
and the financial analysts’ dispersion. Thus, these results have highlighted the ambiguous
nature of the findings about forecast dispersion. In line with Kim et al.’s (2017) reasoning, we
contend that, in general, the release of IR is associated with lower forecast dispersion.
Similarly to Kim et al. (2017), we expect to demonstrate this association by considering the
moderator effect of the country institutional setting. Therefore, we propose the following
hypotheses:

H2a. IR release is negatively associated with analysts’ forecast dispersion.

H2b. A country’s institutional enforcement moderates the association between IR release
and analysts’ forecast dispersion.

3. Research strategy
In this study, we aim to detect and measure the magnitude of the relationships between a
corporate reporting choice – the choice to issue an integrated report – and market reactions.
To provide evidence of these relationships, we used a quantitative method that allowed us to
exclude empirically that the observable relationships between the corporate reporting choice
and the financial analysts’ properties are casual. This method requires the use of a cross
section of the population as a sample to detect relationships that – if they are found to be
systematic – are generalisable to the entire population. The validity of the results and the
generalisability of the inferences drawable depend on the research strategy, which is pivotal
in ensuring the strength of the study’s contributions. The pillars of the research strategy are
(1) the sample selection approach, which ensures that the sample is representative of the
population and (2) the model specification, which is essential to capture properly the
explanatory power of the phenomena under investigation.

3.1 Sample selection and data collection
The sample selection process was aimed at selecting companies that choose to release and not
release the IR. First, we selected an initial sample, which included the companies listed in the
IIRC’s IR Examples Database whose IR was publicly accessible from the IIRC official website
as of 1 January 2017. We set this Database as the starting point of our sample selection,
following prior studies on voluntarily released IR (Kim et al., 2017; Melloni et al., 2017; Kilic
and Kuzey, 2018; Flores et al., 2019; Girella et al., 2019). We excluded companies located in
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South Africa, where the IR is mandatory for listed companies. The initial base sample
included 121 international companies.

Second, we matched the base sample to similar companies that do not adopt IR according
to the IIRC’s framework [1]. Our selection of the control sample was based on the industry
sector classification (based on the NAICS code), the geographical location (same country) and
the size (based on the volume of assets). The initial control sample included 128 companies.
We collected a large variety of data on each company to estimate the regression models. In
particular, we retrieved firm-specific data from the Orbis Database, market data from Eikon,
ESG scores from Bloomberg and country-level data from theWorld Bank Database. Further,
we hand-collected the date and year of each IR release from the corporate website of
companies that had released the IR. Because the IIRC’s framework was issued in 2013, we
incorporated the effects of this guidance by collecting data for a period ranging from two
years after the framework was issued (2015) to 2017. Thus, the time span of analysis is three
years (2015–2017).

After filtering for the analyst data and the required control variables, the final sample
consisted of 133 companies (67 in the base sample and 66 in the control sample),
corresponding to 2,108 analyst forecasts over three years. Table 1 presents the sample
selection and distribution. Panel A shows the distribution over time, whereas panel B
presents the geographical distribution of the companies across the clusters defined by Leuz
et al. (2003).

3.2 Regression model
We use ordinary least squares regression to verify the association between the analysts’
forecast properties (accuracy and dispersion) and the voluntary adoption of IR. We specify
the model, moving from the one applied by Dhaliwal et al. (2012), to investigate the
informativeness of voluntary disclosure for investors. To capture the cross-country
differences in the institutional enforcement, we augment the model with dummy variables
that represent the three clusters defined by Leuz et al. (2003) and assign the appropriate
dummy variable to each company. Further, we detect the moderation effect of institutional
enforcement on the IR’s informativeness through the interactions of the variable of interest
(IR) and add each of the three dummy variables that indicate the cluster to which the
companies belong.

Panel A: Sample distribution along the period of analysis

Year
Base sample Control sample

TotalNumber of observations Number of observations

2015 104 51 155
2016 540 121 661
2017 612 680 1,292
Total 1,256 852 2,108

Panel B: Sample distribution across clusters

Cluster
Base sample Control sample

TotalNumber of observations Number of observations

1 479 275 754
2 538 342 880
3 185 187 372
No cluster 54 48 102
Total 1,256 852 2,108

Table 1.
Sample selection and

distribution
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Forecast Propertyit ¼ β0 þ β1IRit þ βjIR clusit þ
X

βjfirm level financial controlsjit

þ þ
X

βjfirm level sustainability controlsjit

þ þ
X

βjcountry level controlsjit þ εit

Weuse robust standard errors to account for possible heteroscedasticity. The standard errors
are clustered at the firm level to allow errors of the same firm not to be correlated over time.

3.3 Definition of variables
Informativeness of the IR for the capital market is proxied using two properties of financial
analysts’ forecasts (Dhaliwal et al., 2012; Zhou et al., 2017): the accuracy and the dispersion of
forecasts. Forecast accuracy is inversely captured by the analysts’ forecast error
(ForecastError). Forecast error is computed as the average of the absolute errors of all
forecasts for target earnings, scaled by the share price at the fiscal year-end:

ForecastErrorðY Þit ¼
1

N

XN
j¼1

ðFCi;t;j � EPSi;tÞ
�
Pi;t

where the subscripts i, t and j represent company i, year t and analyst j, respectively. The
predicted earnings and forecasts are for the current year. FC is the analysts’ earnings forecast
for time t, andEPS is the actual earnings per share for time t.P is the price per share at the end
of period t. The forecast horizon is limited to one year owing to the lack of forecasts for a
longer time span. We use only predictions made after the IR issue date to allow analysts to
incorporate the information contained in the IR into their forecasts. We winsorise the analyst
forecast error (ForecastError) at 95% to remove the skewness in the data.

The dispersion of analysts’ forecasts (ForecastDispersion) is defined as the standard
deviation of analysts’ EPS median forecasts scaled by the share price at the fiscal year-end
(Lang and Lundholm, 1993; Hope, 2003; Lehavy et al., 2011).

ForecastDispersionðY Þit ¼
1
J

ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiP
jðEPSi;t � dEPStÞ2

q
Pi;t

Subscripts i, t and j represent company i, year t and analyst j, respectively. The target earnings
and forecasts are for the current year. EPS is the actual earnings per share for time t. P is the
price per share at the end of period t. J is the number of analysts following each company.

The independent variable of interest is IR, defined as a dummy variable equal to 1 if the
company has released the IR, and 0 otherwise. Departing from Zhou et al.’s (2017) model, we
include the interactions that indicate the companies releasing IR that belong to each of the
three clusters defined by Leuz et al. (2003). The three clusters are defined according to the set
of institutional characteristics that La Porta et al. (1997, 1998) identified to capture the
differences across the countries: stock market capitalisation, listed firms, IPOs, ownership
concentration, anti-director rights, disclosure index, efficiency of judicial system, rule of law
and corruption index (Leuz et al., 2003). The dependent variable IR has been interacted with
each of the three dummy variables that indicate the clusters to which the companies belong.

IR_1 indicates companies releasing IR that are located in countrieswith large stockmarkets,
dispersed ownership, strong investor rights and strong legal enforcement. IR_1 is calculated as
the product of IR andCluster1.Cluster1 is a dummyvariable equal to 1 if the company is located
in the USA, the United Kingdom, Hong Kong, Australia or Canada, and 0 otherwise.
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IR_2 indicates companies releasing IR that are located in countries with less-developed
stockmarkets andweak investor rights, but with strong legal enforcement. IR_2 is calculated
as the product of IR and Cluster2. Cluster2 is a dummy variable equal to 1 if the company is
located in Germany, Japan, France, Denmark, the Republic of Ireland, the Netherlands or
Switzerland, and 0 otherwise.

IR_3 indicates companies releasing IR that are located in countries with weak legal
enforcement. IR_3 is calculated as the product of IR and Cluster3. Cluster 3 includes countries
with weak legal enforcement. Cluster3 is a dummy variable equal to 1 if the company is
located in Italy, Greece or the Republic of South Korea, and 0 otherwise.

First, following the literature, we include control variables to capture the phenomena
expected to explain variability in the dependent variable. First, we include firm-level controls
to capture firm-specific financial features, following Dhaliwal et al. (2011, 2012) and Zhou et al.
(2017). Analysts’ forecast accuracy and forecast dispersion are associated with the number of
analysts following the company (Jiao et al., 2012); thus, we include the natural logarithm of the
number of analysts following each company each year (N_Analysts). The performance
volatility of firms decreases the informativeness of firm reports, thus reducing analysts’
forecast accuracy and increasing forecast dispersion (Jiao et al., 2012). We capture the
performance variability in terms of earnings, by including the natural logarithm of the
standard deviation of earnings (Earnings_variability), and in terms of earnings per share, by
including the natural logarithm of the standard deviation of earnings per share
(EPS_variability). We control for financial risk by including the debt-to-asset ratio
(Leverage) (Caglio et al., 2020).

Second, we include firm-level controls to capture sustainability disclosure. According to
the voluntary disclosure theory, superior sustainability performers are expected to provide
high-quality sustainable disclosure to signal their superiority to the market (Hummel and
Schlick, 2016). Since sustainability disclosures and analyst forecast accuracy are related
(Bernardi and Stark, 2018), we control for firms’ sustainability disclosure to capture the cross-
sectional variation in financial analysts’ properties explained by such disclosure. We include
in the model the ESG scores, ESG_E, ESG_G and ESG_S, which indicate the proxy for
environment, governance and social performance disclosure, respectively. Further, following
Zhou et al. (2017), we control for the issuance of standalone corporate social responsibility
(CSR) reports (or sustainability reports) to capture the explanatory power of nonfinancial
information retrievable from corporate disclosure. The control variableCSR is equal to 1 if the
company has issued a standalone CSR/sustainability report, and 0 otherwise.

Third, we control for country-level indicators. Theory and empirical evidence show that
reporting outcomes are mainly affected by institutional characteristics (Djankov et al., 2003;
Christensen et al., 2013; Brown and Dillard, 2014); thus, we add the World Bank’s Worldwide
Governance Indicators at the country level (Kaufmann et al., 2010). The voice and
accountability index (vae) indicates the extent to which a country’s citizens are able to
participate in selecting their government, as well as the freedom of expression, the freedom of
association and the presence of a free media in the country. The political stability index (pve)
measures the perceptions of the likelihood that the government will be destabilised or
overthrown by unconstitutional or violent means. The government effectiveness index (gee)
captures the quality of public services, the quality of the civil service and its degree of
independence from political pressures, the quality of policy formulation and implementation
and the credibility of the government’s commitment to such policies. The regulatory quality
index (rqe) indicates the ability of the government to formulate and implement sound policies
and regulations that permit and promote private sector development. The rule of law index
(rle) measures the extent towhich agents have confidence in, and abide by, the rules of society,
and in particular, the quality of contract enforcement, the police and the courts, as well as the
likelihood of crime and violence. We include the enforcement measure developed by
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Kaufmann et al. (2010) as a proxy for institutional quality because it is meant to capture a
country’s ability to implement regulations and government policies. The control of corruption
index (cce) indicates the extent to which public power is exercised for private gain, including
both petty and grand forms of corruption, as well as “capture” of the state by elites and
private interests. The data are based on surveys of firms and individuals, as well as the
assessments of commercial risk-rating agencies, nongovernmental organisations and
numerous multilateral aid agencies. We use estimates for each indicator that are the result
of a maximum likelihood function and are therefore normally distributed. Table 2 provides
the definitions of the variables we used.

4. Findings
4.1 Descriptive statistics
Table 3 shows descriptive statistics. Panel A shows the statistics for the pooled sample. Panel
B presents the difference in the means of the variables between the two subsamples (base

Variable Measurement

Dependent
ForecastError Forecast error, measured as the difference between earnings per share forecast and

earnings per share actual scaled by share price at the end of the fiscal year
ForecastDispersion Forecast dispersion, measured as standard deviation of analysts’ EPS median

forecasts scaled by the share price at the fiscal year-end

Independent
IR Dummy variable equal to 1 if the company publishes the IR; and 0 otherwise
cluster1 Dummy variable equal to 1 if the company is located in one of the countries belonging

to cluster 1 according to Leuz et al. (2003) (namely: United States of America, United
Kingdom, Honk Kong, Australia, Canada); and 0 otherwise

cluster2 Dummy variable equal to 1 if the company is located in one of the countries belonging
to cluster 2 according to Leuz et al. (2003) (namely: Germany, Japan, France, Denmark,
Republic of Ireland, Netherlands, Switzerland); and 0 otherwise

cluster3 Dummy variable equal to 1 if the company is located in one of the countries belonging
to cluster 3 according to Leuz et al. (2003) (namely: Italy, Greece; South Korea); and
0 otherwise

IR_1 Interaction between IR and cluster1
IR_2 Interaction between IR and cluster2
IR_3 Interaction between IR and cluster3

Control
N_Analysts Natural logarithm of the number of analysts following each company each year
EPS_variability Natural logarithm of the earnings per share standard deviation
Leverage Leverage is the ratio of total debt to the sum of total debt and the book value of

common shareholders’ equity
Earnings_variability Natural logarithm of the earnings’ standard deviation
CSR Dummy variable equal to 1 if the company issues a standalone CSR report in

additional to the annual report; 0 otherwise
ESG_E ESG indicator section environment
ESG_G ESG indicator section governance
ESG_S ESG indicator section social
vae Voice and accountability, estimate
pve Political stability, estimate
gee Government effectiveness, estimate
rqe Regulatory quality, estimate
rle Rule of law, estimate
cce Control of corruption, estimate

Table 2.
Variables definition
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sample and control sample). Forecast error (ForecastError) is significantly lower in the base
sample than in the control sample. This result prompts us to contend that financial analysts
who follow companies that release the IR predict the earnings per share with more accuracy
than those who follow companies that do not release IR. The dispersion of analysts’ forecasts
(ForecastDispersion) is significantly lower in the base sample than in the control sample,
indicating that IR provides information that enhances consensus among financial analysts.

Panel A – Overall sample statistics
Count Mean p10 p25 p50 p75 p90 sd

ForecastError 1,252 0.018 0.000 0.000 0.0108 0.0191 0.054 0.028
ForecastDispersion 2,108 0.177 0.035 0.0635 0.115 0.169 0.446 0.225
N_Analysts 2,108 2.628 1.946 2.198 2.708 2.944 3.434 0.520
EPS_variability 2,108 1.177 0.0198 0.059 0.179 0.553 5.887 2.325
Leverage 2,108 0.633 0.404 0.526 0.609 0.749 0.9246 0.1791
Earnings_variability 2,108 20.423 17.508 18.644 19.767 21.751 25.752 2.605
ESG_E 2,108 39.943 17.355 27.132 40.310 50.388 64.463 16.816
ESG_G 2,108 61.771 55.357 57.143 62.5 66.071 71.429 6.305
ESG_S 2,108 49.179 33.333 38.5965 50.877 58.333 64.912 12.926
CSR 2,108 0.052 0 0 0 0 0 0.222
vae 2,108 1.182 0.7398 1.050 1.296 1.389 1.540 0.340
pve 2,108 0.481 0.212 0.263 0.361 0.681 0.917 0.368
gee 2,108 1.439 1.074 1.352 1.554 1.719 1.834 0.452
rqe 2,108 1.506 1.070 1.157 1.715 1.783 1.912 0.477
rle 2,108 1.473 1.161 1.438 1.622 1.691 1.830 0.492
cce 2,108 1.427 0.457 1.260 1.841 1.867 1.899 0.689
cluster1 2,108 0.389 0 0 0 1 1 0.488
cluster2 2,108 0.387 0 0 0 1 1 0.487
cluster3 2,108 0.046 0 0 0 0 0 0.210
N 2,108

Panel B – T-test differences between the means
Difference between the means

p-valueControl sample – Base sample

ForecastError 0.01** (0.01)
ForecastDispersion 0.05*** (0.00)
N_Analysts 0.09*** (0.00)
EPS_variability 1.11*** (0.00)
Leverage �0.07*** (0.00)
Earnings_variability 0.33** (0.00)
ESG_E �9.98*** (0.00)
ESG_G �4.16*** (0.00)
ESG_S �7.57*** (0.00)
CSR �0.09*** (0.00)
vae �0.15*** (0.00)
pve �0.04** (0.01)
gee �0.05** (0.01)
rqe �0.08*** (0.00)
rle �0.05* (0.01)
cce �0.23*** (0.00)
cluster1 �0.09*** (0.00)
cluster2 0.01 (0.68)
cluster3 �0.08*** (0.00)
N 2,108

Note(s): P-value in parentheses; ***p < 0.01, **p < 0.05, *p < 0.1
Table 3.

Descriptive statistics
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Table 4 presents simple correlations among the variables. Correlations among the
independent variables are relatively low, indicating that multicollinearity is unlikely to be an
issue in the multivariate regression analyses. Forecast error (ForecastError) is negatively
and significantly correlated with the dummy for the companies that release the IR (IR), with
the dummy for the companies that belong to cluster 1 (cluster1) and with the proxies that
capture the countries’ governance strength (vae, pve, gee, rue, rle and cce). These results
indicate that forecasts are more accurate for companies that publish the IR and are located in
countries with strong institutional enforcement. Further, although the forecast error is
negatively and significantly correlated to the ESG indicators (ESG_E, ESG_G and ESG_S),
there is a positive and significant association between the forecast error and the variable
representing the release of a standalone CSR report (CSR). These results indicate that despite
the correlation between forecast error and environmental, governance and social corporate
disclosure – indicated by the ESG indicators – analysts’ forecasts are not associated with the
standalone CSR reporting. This finding raises questions about the informativeness of
standalone CSR reporting as well as of other nonfinancial reports, such as IR. As expected,
the performance volatility (Earnings_variability and EPS_variability) is positively and
significantly associated with the forecast error, indicating that it generates uncertainty in
the analysts’ forecast.

The dispersion of the analysts’ forecasts (ForecastDispersion) is negatively and
significantly correlated with the dummy for the companies that release the IR (IR),
suggesting that the IR release is associated with consensus among the analyst forecasts.
Further, the results for the relationship between the dispersion and the country-level
governance indicators are mixed, and there is no significant correlation between the
dispersion and the dummy variable for companies that release CSR reports (CSR) separately.
These results suggest that consensus among financial analysts in forecasting corporate
performance is likely to be linked to factors other than CSR reporting.

4.2 Multivariate results
4.2.1 Forecast error. Table 5 shows the results of the regression models used to investigate
the association between the error of analysts’ earnings forecasts and the IR release.

As expected, the coefficient of IR inmodel (1) is negative and statistically significant (IR_1:
�0.006; p-value: <0.00), suggesting that companies that release the IR are associated with
fewer forecast errors than the companies that do not issue the IR. Thus, this result
supports H1a.

Models (2)–(4) report the results of the model specifications where each interaction is
added individually. Model (2) shows that companies located in cluster 1 and that choose to
release the IR are significantly and negatively associated with forecast error (IR_1: �0.012;
p-value: < 0.00). For companies located in countries belonging to cluster 2 (model 3) and
cluster 3 (model 2), the releasing of IR is not significantly associated with the forecast error.
These results indicate that in contexts where IR is voluntary, the usefulness of IR in providing
financial analysts with information that allows them to reduce the forecast error is
systematically different across countries with different institutional characteristics.

Consistently with the differences detected by Leuz et al. (2003) across the three clusters, we
find that there is a clear distinction between the first cluster and the other two clusters. In
particular, the IR informativeness is significantly greater in countries belonging to the first
cluster, whereas there is no evidence of benefits for the market in countries belonging to
cluster 2 and cluster 3. These results confirm H1b.

In addition, the company’s release of a standalone CSR report (CSR) is positively and
significantly associated with forecast error. This result indicates that the standalone CSR
report does not benefit the accuracy of the financial analysts forecast, whereas the IR does.
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4.2.2 Forecast dispersion. Table 6 shows the results from the estimation for the model
specification measuring the dispersion of analysts’ forecasts (ForecastDispersion).

The coefficients on IR are negative and statistically significant in models 1 and 4.
According to Lang and Lundholm (1996), this result suggests that analysts differ primarily in
their private information and, as the disclosures become more precise, their forecasts become
less dispersed. Thus, we suggest that IR enriches the financial analysts’ set of information,
which is associated with a greater consensus among their forecasts. Therefore, this result
supports H2a.

Further, the systematic differences in the association between the forecast dispersion and
the IR disclosure are confirmed across the three clusters, indicating that the relationship
between the IR release and the forecast dispersion is moderated by belonging to different
institutional settings.

Consistently with the differences detected by Leuz et al. (2003) across the three clusters, we
find a clear distinction between the first cluster and the other two clusters.Model (2) shows that
for companies located in cluster 1, those choosing to voluntarily disclose IR are associated with
a greater dispersion than companies that do not release IR (IR_1: 0.017; p-value: < 0.00). This
result suggests that the voluntary release of IR reduces the consensus among financial analysts
in economies with large stockmarkets, dispersed ownership, strong investor rights and strong
legal enforcement. According to Lang and Lundholm (1996), a potential explanation is that
analysts have different forecastingmodels and hence draw different conclusions from the same
observed disclosures, which leads to more dispersion among their forecasts.

Differently, model (3) shows that in companies located in cluster 2, the disclosure of IR is
not significantly associated with the forecast dispersion. Model (4) shows that in companies
located in cluster 3, the disclosure of IR is negatively and significantly associated with the
forecast dispersion (IR_3: �0.156; p-value: < 0.00). This result indicates that the voluntary
release of IR increases the consensus among financial analysts in economies with weak legal
enforcement. Overall, the results confirm H2b.

(1) (2) (3) (4)
ForecastError ForecastError ForecastError ForecastError

vae 0.001 (0.93) �0.018** (0.03) 0.002 (0.81) �0.004 (0.69)
pve 0.039*** (0.00) 0.038*** (0.00) 0.039*** (0.00) 0.041*** (0.00)
gee �0.034*** (0.00) �0.059*** (0.00) �0.030*** (0.00) �0.038*** (0.00)
rqe �0.013*** (0.00) �0.002 (0.71) �0.015*** (0.01) �0.011** (0.01)
rle 0.002 (0.77) 0.014* (0.09) 0.005 (0.54) 0.008 (0.33)
cce 0.007 (0.24) 0.017*** (0.00) 0.003 (0.66) 0.005 (0.46)
N_Analysts 0.010*** (0.00) 0.009*** (0.00) 0.009*** (0.00) 0.009*** (0.00)
EPS_variability 0.001 (0.26) 0.001 (0.21) 0.001 (0.48) 0.001 (0.64)
Leverage �0.006 (0.15) �0.002 (0.68) �0.008** (0.04) �0.007* (0.06)
Earnings_variability 0.002*** (0.00) 0.002*** (0.00) 0.002*** (0.00) 0.002*** (0.00)
ESG_E �0.000*** (0.00) �0.000*** (0.00) �0.000*** (0.00) �0.000*** (0.00)
ESG_G 0.000 (0.85) 0.000 (1.00) 0.000 (0.99) �0.000 (0.98)
ESG_S �0.000*** (0.00) �0.000* (0.06) �0.000*** (0.00) �0.000*** (0.00)
CSR 0.010** (0.03) 0.005 (0.31) 0.010** (0.05) 0.009* (0.08)
IR �0.006** (0.03)
IR_1 �0.012*** (0.00)
IR_2 �0.003 (0.22)
IR_3 0.001 (0.82)
r2 0.398 0.412 0.397 0.396
N 1252.000 1252.000 1252.000 1252.000

Note(s): *p < 0.10, **p < 0.05, ***p < 0.01

Table 5.
Regression model –
analysts’ forecast error
(ForecastError)
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On controlling for the issuance of the standalone CSR report, we observe that the CSR
report is significantly and negatively associated with the forecast dispersion in models 1, 2
and 3, indicating that in general, the CSR report is per se associated with more consensus
among analysts; the only exception is model 4. Specifically, such association is not significant
in model 4 (CSR: 0.042; p-value: 0.16) when interacting the IR release with the companies
belonging to cluster 3. Since in cluster 3, the IR turns out to be significantly associated with
the forecast consensus, whereas this association is not significant for the issuance of the CSR
report, we can infer that the IR release in countries with weak institutional enforcement is
potentially able to substitute the disclosure included in the CSR report in driving the analysts’
forecasts towards consensus.

4.3 Robustness analysis
We also conduct several robustness tests. The regressions are estimated using only
observations of those companies that are located in one of the three clusters. All the
companies that are selected in the base sample or in the control sample according to the
sample selection criteria, but that are not located in at least one of the three clusters defined by
Leuz et al. (2003), are excluded.

Table 7 reports the results of the robustness analysis performed on themodel specification
that captures the forecast accuracy. All the results are robust. In particular, the negative
association between the choice to disclose the IR voluntarily and the forecast error is
confirmed, as well as the systematic differences among the clusters.

Table 8 reports the results of the robustness analysis performed on themodel specification
capturing the association between the dispersion of analysts’ forecasts and IR voluntary
disclosure. The main results are robust. Specifically, in cluster 1, companies voluntarily
releasing IR are positively associated with the dispersion among analysts’ forecasts (IR_1:
0.051; p-value: < 0.00). According to Lang and Lundholm (1996), the positive association

(1) (2) (3) (4)
ForecastError ForecastError ForecastError ForecastError

vae 0.025*** (0.00) �0.003 (0.65) 0.006 (0.52) 0.018** (0.01)
pve 0.011*** (0.00) 0.015*** (0.00) 0.016*** (0.00) 0.014*** (0.00)
gee �0.003 (0.55) �0.027*** (0.00) �0.021*** (0.00) �0.008 (0.11)
rqe �0.001 (0.83) 0.009*** (0.01) 0.009** (0.03) 0.004 (0.32)
rle 0.010 (0.11) 0.018*** (0.00) 0.019*** (0.00) 0.016** (0.02)
cce �0.027*** (0.00) �0.016*** (0.00) �0.027*** (0.00) �0.031*** (0.00)
N_Analysts 0.005*** (0.00) 0.004*** (0.00) 0.005*** (0.00) 0.005*** (0.00)
EPS_variability 0.005*** (0.00) 0.004*** (0.00) 0.004*** (0.00) 0.005*** (0.00)
Leverage �0.007** (0.01) �0.004 (0.12) �0.008*** (0.00) �0.009*** (0.00)
Earnings_variability 0.001* (0.07) 0.001** (0.02) 0.001*** (0.01) 0.001** (0.01)
ESG_E �0.000*** (0.01) �0.000*** (0.00) �0.000*** (0.00) �0.000*** (0.01)
ESG_G �0.000 (0.16) �0.000 (0.20) �0.000* (0.09) �0.000* (0.10)
ESG_S �0.000* (0.09) �0.000 (0.18) �0.000*** (0.00) �0.000*** (0.00)
CSR �0.011** (0.03) �0.014*** (0.01) �0.017*** (0.00) �0.016*** (0.01)
IR �0.008*** (0.00)
IR _1 �0.009*** (0.00)
IR _2 0.004** (0.02)
IR _3 �0.001 (0.91)
r2 0.546 0.552 0.541 0.539
N 1204.000 1204.000 1204.000 1204.000

Note(s): *p < 0.10, **p < 0.05, ***p < 0.01

Table 7.
Robustness analysis:
sample limited to
countries located in the
clusters – analysts’
forecast error
(ForecastError)
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between disclosure and the dispersion of analysts’ forecasts is attributable to the analysts’
use of different forecasting models, which leads them to draw different conclusions from the
same observed disclosures; further, as the disclosures become more precise, their forecasts
become more dispersed.

Further, the magnitude of the systematic differences between the three clusters is
reinforced. In particular, the negative and significant association between the IR release and
the forecast dispersion emerges also in cluster 2 (IR_2:�0.062; p-value: < 0.00). These results
support the argument that the voluntary release of the IR affects the forecast dispersion in an
opposite way in cluster 1 with respect to clusters 2 and 3.

5. Discussion
Only a few studies have provided empirical evidence of the usefulness of IR for investors and
other financial stakeholders in contexts other than themandatory framework in SouthAfrica;
moreover, a recent study has ignored this topic (Wahl et al., 2020). Further, only some of these
studies have considered the variety of country characteristics. Girella et al. (2019) identified
the role of some countries’ institutional factors as determinants of the voluntary choice of
firms to release their IR. They found that firms are more likely to implement IR if they are
located in countries that have a higher level of corruption perception and a better risk rating
and are perceived to be more collectivist and feminist, whereas they found that the legal
systemwas not significant. Flores et al. (2019) investigated the usefulness of IR by comparing
two different geographical areas and found that IR improves the accuracy of financial
analysts’ predictions to a larger extent in North America than in Europe. However, the
magnitude of the usefulness that IR can offer to the capital market in diverse institutional
settings is still under-researched.

Thus, this study contributes to filling this research gap by examining the usefulness of the
IR release for financial stakeholders in a voluntary context and highlights the moderator
effect of the country-level institutional factors. By accounting for the differences across the
institutional settings of countries, we are able to disentangle contexts where the IR is
informative for financial analysts and where it is not. We find that IR informativeness is not
uniform within the voluntary context and nor is its impact on the financial analysts’ forecast
properties: accuracy and dispersion.

With reference to analysts’ forecast accuracy, the IR release is associated with accurate
predictions for countries with strong institutional enforcement, unlike for countries with
weak institutional enforcement. According to the voluntary disclosure theory (Healy and
Palepu, 2001) and the related research on analysts’ forecasts in different country-specific
institutional settings (Lang and Lundholm, 1996; Dhaliwal et al., 2012; Mittelbach-
H€ormanseder et al., 2021), a potential explanation is that the strong institutional setting
puts pressure on companies to prepare high-quality corporate disclosures, including IR,
which are therefore more informative and, thus, more useful for analysts in predicting future
performance.

Conversely, the IR prepared by companies located in countries with weak institutional
enforcement is not informative for financial analysts to predict future performance. Therefore,
we can infer that the institutional enforcement moderates the relationship between the
voluntary IR release and the accuracy of the financial analysts’ predictions. This explanation
suggests that the voluntary approach towards IR isnot optimal everywhere in conveying the IR
potential. Therefore, regulatory measures are necessary to either transit towards a mandatory
approach or to embrace policy initiatives to strengthen the institutional context.

With reference to analysts’ forecast dispersion, we show that the voluntary release of IR is
associated with a greater consensus among financial analysts. This result, which is in line
with the literature (Lang and Lundholm, 1996), indicates that the information conveyed by IR
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constitutes a more reliable source of information than the private information that financial
analysts may gather elsewhere. The association between the IR release and the convergence
in the financial analysts’ opinions reveals that they rely on the additional information
disclosed by the IR.

Overall, the moderating effect of the institutional setting is even more pronounced when
considering the dispersion of forecasts rather than their accuracy. Indeed, a clear distinction
is observable between cluster 1 and cluster 3 that show opposite results, whereas for cluster 2,
that is “in-between cluster 1 and 3” (Leuz et al., 2003, p. 519) no significant association is found.
Specifically, while in countries with weak institutional enforcement the IR release is
associated with a greater consensus among analysts’ forecasts, in countries with strong
institutional enforcement the release of IR is associated with a greater dispersion among
forecasts.

These results show that the IR release can mitigate information asymmetry by providing
additional corporate information to make market participants’ forecasts converge, but only
when the institutional enforcement is weak. Otherwise, in countries where institutional
factors already mitigate information asymmetries, the IR release is associated with
divergence in the opinions of financial analysts. This finding indicates that they might
emphasise differently the information disclosed in the IR and, ultimately, they may offer
dissimilar interpretations. Alternative arguments have been given for enforcement
increasing the dispersion of analysts’ forecasts. For example, Cuijpers and Buijink (2005)
contend that stronger enforcement, all else being equal, may reduce opportunities for income
smoothing in financial reporting, leading to more disagreement among analysts.

Given that the literature shows that the issuance of standalone CSR reports plays a role in
reducing analyst forecast error (Dhaliwal et al., 2012), we controlled for the release of a
standalone CSR report. We find that, whereas the standalone CSR report is associated
negatively with the forecast accuracy, the IR release is significantly associated with the
forecast accuracy, indicating the IR incrementally increases informativeness compared with
the standalone CSR report. The same control uncovers a different consideration with
reference to the forecast dispersion. Although, in general, the release of a standalone CSR
report is positively associated with forecast consensus, this relationship is not significant in
ascertaining the informativeness of the IR release under weak institutional enforcement.
Despite a recent survey published by The Alliance for Corporate Transparency (2020)
underlining thewide adoption of standalone reports to complywith theDirective 2014/95/EU,
this result suggests that in contexts where IR helps financial analysts in achieving forecast
convergence, standalone CSR reports lack usefulness.

6. Conclusion
This study provides empirical evidence on the impact of IR release on analysts’ behaviour in
diverse institutional settings. Thus, it offers useful contributions to understand the possible
effects of the regulation enforcement related to the EUproposal to revise the 2014Directive on
nonfinancial information, first presented on 21 April 2021. In Section 1 of this paper, we
acknowledged that the revised Directive will affect at least two circumstances: (1) the
mandatory nature of nonfinancial reporting – reporting will increase, given that it will extend
to a larger number of companies. This number may reach 49,000 in Europe, compared with
the current 11,600 (European Commission, 2011), of which 2,000 fell within the minimum
criteria set by the legislation, whereas the others have been subjected to this obligation
because of the national transposition measures (Assonime, 2021); (2) the introduction of new
reporting standards – these will be proposed by EFRAG and will no longer be based on a
negative concept (nonfinancial information), but on a positive one (sustainability
information). The new standards aim to bring about strong homogenisation, unlike in the
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current situation in which the plurality of reporting methods often makes it difficult to
compare the sustainability (or nonfinancial) reports prepared by companies (La Torre
et al., 2018).

In this scenario, the expected expansion of mandatory reporting will not reduce the space
for the voluntary drafting of nonfinancial or sustainability reports. Exactly the opposite will
occur, if we consider the managers’ obligation to disclose material information along with the
incentives for voluntary disclosure (Heitzman et al., 2010). There are two reasons for this
exactly opposite scenario. First, the stronger institutionalisation of sustainability reporting
(Farooq and de Villiers, 2019) will make these reports more important even for those who are
not obliged to report. Examples include companies in supply chains that must comply with
some requirements of the final chain enterprises and companies who do not wish to be
outdone by competitors in revealing their efforts towards sustainability. In addition, the
social system will exert pressure on all companies to communicate how they are sustainable.

Second, even the companies that will be obliged to report according to the new European
standards, and in particular, listed companies, will likely have to pay attention to (or to even
comply with) the extra information needs caused by the current evolution of the reporting
standards (Lai and Stacchezzini, 2021) because of two factors. The first is the next issue of a
reporting standard by the International Sustainability Standards Board established by the
IFRS Foundation. The second is the prominent weight that the merger of SASBwith the IIRC
– and the consequent creation of the new Value Reporting Foundation – will assign to this
reporting, and also in order to communicate more effectively how a business produces long-
term value. In fact, it is well known that the IR fulfils this function, according to the original
intentions of the IIRC, currently taken up and amplified by the Value Reporting Foundation.

It follows that the opportunity for voluntary reporting will expand even beyond the
mandatory reporting, which will impose a heavy burden in terms of the new documents to be
provided. In this regard, IR can be a useful tool to solve the problems deriving from the
expansion of disclosure requirements, thus helping to prevent “information silos”
(Stacchezzini et al., 2016) and providing a clear, concise representation of how the
organisation creates value. Therefore, the IR perspective has received the attention of
financial stakeholders, who are the primary recipients of IR (IIRC, 2013; Higgins et al., 2014;
Flower, 2015; Rowbottom and Locke, 2016; Lai et al., 2017, 2018).

The empirical evidence revealed through this study contributes to the literature on IR
“impacts” (Rinaldi et al., 2018) and can be of significant help in understanding the likely role of
voluntary IR across different institutional settings, for companies that pay attention to value
in regulated markets. In fact, the study demonstrates that financial analysts rely on IR to
predict earnings per share, in particular, where the institutional enforcement is strong. In
these contexts, the accuracy of analysts’ forecasts for IR adopters is better than it is for non-IR
adopters. This result contradicts prior studies that have posed some doubts on the usefulness
of IR even for financial stakeholders (Humphrey et al., 2017; Slack and Tsalavoutas, 2018).

This conclusion assumes greater significance in the future European scenario where –
because of the revised Directive to be issued soon – an improvement in the institutional
enforcement is expected. Therefore, this improvement is likely to have positive effects not
only on the determinants of the disclosure of sustainability (Ferrer et al., 2020; Mittelbach-
H€ormanseder et al., 2021), but also on its effect for the capital market by enhancing the
predictive capabilities of financial analysts in forecasting IR adopters’ performance.
Moreover, in this study, by pooling companies based on clusters that include countries with
similar legal and institutional characteristics (Leuz et al., 2003), we disentangled the
magnitude of informativeness of the IR release across countries, thus offering a nuanced
specification of the IR impact on investors’ behaviour in various institutional settings. We
also provided evidence that the moderating role of the institutional setting differs for
accuracy rather than for dispersion. A strong institutional setting boosts the IR release
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usefulness in terms of accuracy, but it creates noise in the consensus among financial
analysts. Additional nonfinancial information in contexts where there is awareness about the
informativeness of such pieces of information may result in dispersion in the opinions of
financial analysts, which is possibly due to their use of different forecasting models.

In line with the literature (Lang and Lundholm, 1996), the results relating to dispersion are
not concerning, because in the context we investigated, they implicitly demonstrate that
voluntary IR does not mean boilerplate reporting, but allows financial analysts to capture
company features, to the point of making analysts grasp aspects that would not be
appreciated with traditional information.

Unlike the studies that did not find that the voluntary IR release has a significant effect on
the accuracy of earnings forecasts by analysts (Wahl et al., 2020), we understand that the
informativeness of the IR release for the capital market emerges on accounting for the
differences in institutional settings. Further, most studies on the IR usefulness for the capital
market focus on forecast accuracy (Obeng et al., 2021), whereas we provide evidence of its
informativeness in terms of both the accuracy and the dispersion of financial analysts’
predictions.

This study may be useful to scholars for it contributes to the literature on voluntary
disclosure and analyst forecasts by showing that the informativeness of voluntary
nonfinancial disclosure claimed by the voluntary disclosure theory is extensible even to
the report that complements nonfinancial disclosure with financial disclosure (i.e. the IR).
Similarly to standalone CSR reports (Dhaliwal et al., 2012), the usefulness of IR for analysts’
forecast accuracy varies according to the institutional setting, with it being greater under
stronger institutional enforcement.

In addition, this study has implications for the CEOs, CFOs and (reporting) managers of
companies. These findings would make them understand more effectively the opportunity
offered by a voluntary IR release, even if theymust provide amandatory disclosure related to
a change in the regulation. Specifically, where the institutional enforcement is strong,
managers may know that the IR is considered by financial analysts. Therefore, the IR report
is a suitable way to convey their nonfinancial performance and prospects to the capital
market. Likewise, professionals and consultants may find it interesting that the mandatory
release of a sustainability report – according to the new expected EU rules and standards –
can be boosted by a voluntary IR. Thus they would be able to offer information relevant to
financial analysts as well since this could be the future of reporting (Lai and
Stacchezzini, 2021).

Further, this study has implications for policymakers, standard setters and regulators as
well, who have the responsibility to drive the harmonisation of nonfinancial disclosure.While
we cannot offer any comment about the impact ofmandatory IR release, the evidence we offer
should encourage or – at least – not discourage voluntary IR releases when the institutional
enforcement improves and gains strength. Regulators are called to embrace policy initiatives
aimed to strengthen the institutional environment in weak institutional settings.

Regardless, this study has some limitations. We built our base sample on reports
published in the IR Examples Database. Thus, we did not consider companies that prepare
IRs that are not included in this Database. However, even given the possibility of self-
selection bias owing to the absence of other searchable databases, other studies that included
in their samples a voluntarily released IR have adopted this approach (Kim et al., 2017;
Melloni et al., 2017; Kilic and Kuzey, 2018; Flores et al., 2019; Girella et al., 2019).

Second, we acknowledge the endogenous relationship between the voluntary adoption of
IR and the benefits for capital markets. That is, companies that choose to release an
integrated report are likely to expect the benefits to exceed their cost of disclosing private
information. Nonetheless, the use of standard errors clustered by firm adequately addresses
correlations across time and/or firms’ issues (Petersen, 2009). Further, we ran several
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robustness tests and, although these tests individually cannot rule out endogeneity, in
combination, these support our view that our results are not biased by self-selection, omitted
variables or reverse causality. Last, we were not able to control for report quality. However,
other studies that have investigated the effects of both IR release and IR quality on analyst
forecast accuracy have found results similar to those of our study (Kim et al., 2017; Zhou
et al., 2017).

These limitations could bemitigated by enlarging the base sample to IRs not published on
the IR Examples Database and by controlling for report quality. Should voluntary IR release
increase, future research could also consider a wider analysis period to investigate whether
the IR release is able to better capture the analysts’ attention. In addition, the EU’s Directive
revision proposal opens up space for future investigations on how digital technology and
data analytics may affect corporate reporting processes and enhance accessibility and
transparency for stakeholders (Beattie, 2000; Lombardi and Secundo, 2020; Rowbottom et al.,
2021; Troshani and Rowbottom, 2021).

Note

1. Although we cannot exclude that these companies provide nonfinancial information in their annual
report, omitting the indication that the disclosure is compliant with IIRC’s framework indicates that
the disclosure does not meet the fundamental features connotating an integrated report prepared in
accordance with this framework.
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