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This dissertation focuses on the opportunities and challenges faced by marketers 

in tailoring marketing activities to risk factors from several levels (e.g., consumer-, firm-, 

industry-,and country-level). Three issues of special interest are (1) How do the buyers’ 

behavior issues (e.g., present-biased preference and over-confidence) interact with the 

buyer uncertainty under advance selling strategy (Chapter 1), (2) the impact of country-

level uncertainty and firm-level uncertainty on firms’ global market expansion (Chapter 

2),  and  (3) how does the product-level uncertainty affect the incentive for marketing 

communication strategy   (e.g., the monthly same-store sales announcement) in 

Chapter 3.  

The thesis consists of three studies, all of which collectively investigate issues 

related to the marketing/other disciplines (e.g., psychology, finance) interface under the 

uncertain environment. Chapter 2 examines how buyers’ behavioral issues (e.g., 

present-biased preference and overconfidence) affect the classic advance selling model 

and investigates how seller profit and consumer surplus change when incorporating 

behavioral issues into the model. Chapter 3 studies the cross-border M&A completion 

related to the emerging countries, the fastest growing market but with faster changing 



 

10 

environments. While cross-border mergers and acquisitions (M&A) involving emerging 

markets have been increasing in recent years, a high percentage of them collapse 

before completion.  This study investigates how the predictors of cross-border M&A 

completion involving emerging markets depend upon the direction of global expansion, 

i.e., investment inbound to a developing market or investment outbound to a developed 

market. Chapter 4 studies what determines the retailers’ withdraw of monthly same 

store sales announcement, a disclosure ritual which has been adopted by retailers for a 

long period. Moreover, how do the product characteristics (e.g., fashion vs. staple) 

affect the incentives towards the stopping decision. 
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CHAPTER 1 
INTRODUCTION 

Uncertainties pose opportunities and challengers to the marketers. Risks stem 

from several sources, including capital market volatility (via beta) at macroeconomic 

levels (e.g., exchange rate and interest risk); or at the sector level (some industries by 

their nature are more or less stable), product-market competition (competition can be 

stronger or weaker than anticipated), or product-level outcomes (projects such as new-

product launches may fare better or worse than expected). This dissertation covers 

three separate projects, all of which collectively investigate issues related to the 

marketing and other disciplines interface. Moreover, for each project, the decision 

maker has to deal with certain types of uncertainties. 

1.1 Buyer Uncertainty 

In Chapter 2, I examine the research question on how seller shall advance sell 

for investment goods when buyers have time-inconsistent preference and are 

overconfident about their abilities to be time-consistent. Numerous social and laboratory 

studies have found a systematic pattern of the above two behavioral issues. After 

incorporating behavioral issues into the classic advance selling model, I found that the 

pricing-structure has been greatly changed.  Specifically, the seller can offer a lower 

level of refunds. Moreover, a higher (lower) level of price can even go with a lower 

(higher) level of refunds. Second, I found a new function of refunds. From the buyers’ 

perspective, refunds can serve as a self-control tool. From the sellers’ perspective, 

refunds can help the seller to explore the decision-bias from the buyers during the 

multiple-decision process. Third, reducing buyers’ advance purchase risk by offering 
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refunds and reminding buyers’ tendency of being overconfident can both lead to a WIN-

WIN situation for firm and consumers. 

This study contributes to the literature on buyer uncertainty (e.g., Shugan and Xie 

(2000, 2005), Xie and Shguan (2001), Guo (2006), Fay and Xie (2008), Png and Wang 

(2010), Fay and Xie (2010)) by showing how the firm should adjust its optimal pricing 

structure when behavioral issues prevail and interplay with buyer uncertainty (e.g., 

uncertain about future consumption states) in the advance selling setting. 

1.2 Country-level Uncertainty 

In Chapter 3, I exam the global marketing strategy related to emerging markets 

and focus on one type of expansion strategy, namely merger and acquisition.While 

cross-border mergers and acquisitions (M&As) involving emerging markets have been 

increasing in recent years, a high percentage of them collapse before completion.  This 

study empirically investigates how the predictors of cross-border M&A completion 

involving emerging markets depend upon the direction of global expansion, i.e., 

investment inbound to a developing market or investment outbound to a developed 

market. Analysis based on 30 years of data from the two largest-emerging markets, 

China and India, reveals fundamental differences in the predictors of inbound vs. 

outbound M&As completion. Inbound transactions are found to be most influenced by 

country-level risk factors reflecting differences in political, trade, and legal environments. 

By contrast, outbound transactions are most influenced by firm-level risk factors such as 

the initiator’s size and experience. Furthermore, deal-level factors, (e.g., percentage of 

stake sought by the acquirer, whether the deal size is disclosed, and whether the deal is 

a cash transaction), have significantly different effects on inbound and outbound M&As.  



 

13 

This study is closely related to two types of uncertainties: country-level risk and 

firm-level risk. For the macroeconomic risk, in the international marketing field, given the 

inherent risks of entering foreign markets such as information asymmetry (Kogut and 

Singh 1988) or liability of foreignness (Zaheer 1995), the global marketers will select 

different entry paths (e.g., greenfield, alliance, and merger and acquisitions).  In addition 

to country-level risk, firms’ idiosyncratic risk such as knowledge about foreign markets, 

size and financial strength will also affect the expansion outcome. My study contributes 

to the literature by highlighting the importance of focusing and managing specific type 

risks according to home country and host country characteristics during the global 

expansion process.  

1.3 Product-level Uncertainty 

In Chapter 4, I investigate the voluntary disclosure policy adopted by retailers 

and how this policy influences retailer performance. Retailers routinely disclose strategic 

information regarding their businesses, stores, and products to analysts, investors, and 

the general public. Interestingly, a significant portion of such information is not 

mandated by regulations. Literatures in marketing, finance, and accounting propose 

several reasons why firms voluntarily disclose such information. Unfortunately, empirical 

support is scant and cannot disentangle these hypotheses. My study contributes to this 

literature by focusing on why retailers stop making one such disclosure on the monthly 

basis that helps distinguish organic growth and expansion growth – comparative store 

sales (CSS). The CSS disclosure stoppage by some retailers and continuance by 

others provides a quasi-experiment setting that helps empirically tease apart four 

alternate theories of information and strategy, not possible otherwise. Using a unique 

dataset collected over 17 years for 164 retailers, I find that the disclosure stoppage 
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decision is largely driven by retailers’ quest to reduce competitive spillover as opposed 

to information postponement, loss of metric relevance, or long-term focus. Moreover, in 

contrast with extant research, I provide evidence that investors respond favorably 

towards disclosure stoppage when they can rationally attribute it to reduced competitive 

spillover. 

My paper contributes to the stream of marketing literature related to the new 

product preannouncement (e.g., Eliashberg and Robertson 1988, Robertson, 

Eliashberg and Rymon 1995, Lilly and Walters 1997, Sorescu et al. 2007). Previous 

results, largely based on the survey and laboratory data, are subject to the response 

bias and potentially omitted variable biases.  The monthly CSS announcement can be 

seen as firms preannounce overall operating ability in the established order prior to the 

required quarterly earnings announcement by newswires. Hence, by investigating the 

firms shifting from pre-announcing to silence, this paper adds to the existing literature by 

offering cleaner datasets for the theory testing. In addition, we show that product level 

characteristic will moderate the firm’s incentive on the voluntary disclosure. Specifically, 

retailers with fashion products (e.g., apparel store, shoe store) are more likely to choose 

silence due to the competitive information spillover effect; however, retailers selling 

staple product (e.g., mass merchandiser, food store) choose to remain silence mainly 

because of poor performance.  
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CHAPTER 2 
ADVANCE SELLING INVESTMENT GOODS 

This paper provides insights on how the seller should advance sell investment 

services such as smoking clinics, gym classes and conferences when buyers’ 

decision process is influenced by the following behavioral issues: present-biased 

preference and overconfidence. We found that behavioral factors greatly change the 

optimal pricing structure. Specifically, the seller tends to offer a lower level of 

refunds; and a higher (lower) advance price might be related with a lower (higher) 

refund. Second, for the seller, offering a partial refund for service cancellation should 

not be always viewed as a costly option, but as a potential profit source. Offering 

such refunds allows the seller retain extra profits when neither consumer present-

biased preference is severe nor the unit service cost is low. Finally, helping 

consumers mitigate two potential risks in the advance selling setting: a) allowing 

them to regret by offering refunds, and b) educating them about the tendency of 

being overconfident during the multiple decision process could both lead to a win-

win situation. 

2.1 Introductory Remarks 

Technological advancements have facilitated innovative selling strategies. 

The advance selling strategy, as one popular selling strategy within the industry, 

refers to a marketing practice in which the seller offers buyers opportunities to make 

purchase before the time of consumption. In the service industry, many providers 

often sell such services before their delivery date. For example, consumers often 

book the hotel, the air tickets, the access for theme parks weeks or months before 

their travel dates. Previous researches have shown that this strategy has created 

enormous profits for sellers (e.g., Xie and Shugan 2001, Prasad, Eteeke and Zhao 

2009, Fay and Xie (2010), Nasiry and Popescu 2012). For instance, Xie and Shugan 
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(2001) and Shugan and Xie (2004) show that advance selling takes advantage of 

changes in consumers’ product valuation uncertainty over time. Prasad, Eteeke and 

Zhao (2009) show that advance selling is a recommended method to reduce the 

seller’s inventory risk since the advance orders are pre-committed. Fay and Xie 

(2010) show that, different from probabilistic selling strategy, advance selling via 

homogenizing heterogeneous consumers in fact addresses unobserved buyer 

heterogeneity by inducing sales involving buyer uncertainty. 

Naturally, the advance sell model itself is a multi-stage decision process, in 

which the buyers’ main decisions are separated by different time occasions. For 

instance, during the advance purchase period, consumers have to decide whether to 

purchase according to the price offered; during the consumption period, those 

buyers will decide whether to consume the product according to their current 

circumstances. It is such separation of consumption from purchase gives rise to the 

profit advantage of advance selling. However, this could also breed another 

important issue: buyers often have present-biased preferences which might lead to 

time-inconsistency preferences across purchase and consumption period, and 

buyers, during the advance period, are also likely to incur decision biases due to 

wrong forecasts about future preferences. For the former, the self-control literature 

(e.g., Thalter and Shefrin 1981, Laibson 1997, O Donoghue and Rabin 1999, 

Fuddenberg and Levine 2006, Gilpatric 2009, Jain 2009, 2012, Machado and Sinha 

2007) consistently shows that consumers always place a higher discount rate 

between the present and the next period than between any of the subsequent 

periods. For the latter, consumers are shown to possess overconfidence about some 

positive personal attributes (e.g., Larwood and Whittaker 1977, Svenson 1981) and, 

hence, decision biases due to less precise predictions always occur. A growing 
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number of laboratory studies have documented such systematic and persistent 

consumer deviations from standard preferences and biases in the decision-making 

process.  

This paper will mainly address the above issue in the context of consumers 

buying investment goods or services (e.g., conferences, health club training classes, 

the smoking clinics services) in advance. Compared to neutral goods, investment 

goods often cause an immediate consumption cost and a delayed consumption 

benefit (DellaVigna and Malmendier 2004). For instance, going to the Yoga class will 

cause the immediate opportunity cost for the people who want to stay fit but have 

busy time schedule; Moreover, relative to the opportunity cost of consumption, the 

benefit from the class (e.g., the improvement in the health condition) will come in the 

future. This property of investment goods, together with the separation of purchase 

from consumption in the AS strategy, directly results into consumer’s self-control 

issues due to conflicts of preferences across different decision periods. Here, we will 

revisit the classic advance selling model by adding an important behavioral layer 

imposed by the consumer’s natural decision procedure related to this specific type of 

products, and will provide answers to the following questions: first, in markets of 

investment goods, how do two well-documented behavioral factors: consumer’s 

nonstandard preference (e.g., present-biased preference) and irrational expectation 

(e.g., overconfidence) affect the firm’s profit and buyers’ surpluses in the advance 

selling setting? Second, what is the impact of offering refunds for cancellation in 

markets with above consumers? Third, how the firms incorporate consumer’s self-

control issues into the optimal design of advance selling strategy (e.g., advance 

price, spot price, and refunds)?  
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This research topic is particularly vital and urgent to industry practitioners 

because, on the demand side, consumers are increasingly becoming more health 

conscious than ever before and people’s longing for getting in shape, burning off the 

extra stress or just simply wanting to feel better, breed tremendous markets for the 

firms selling investment goods. According to the Organic Food Association, organic 

food sales increased 9.4 percent in 2011 from the year before, reaching nearly $30 

billion in sales nationwide. Reports show that about two-thirds of the U.S. population 

is striving to lose weight (Emmert 2011). More importantly, with rapid development of 

information technology, the transaction costs related to advance sell and refunds 

processing have been greatly reduced, creating great opportunities for the company 

to implement this selling strategy. 

Through a stylized model, we found, in the market of advance selling the 

investment goods, the behavioral issues significantly change the optimal pricing 

structure: a) sellers tend to offer lower levels of refunds; b) a higher level of refunds 

might also be related with a lower advance price. We reveal that refunds offered by 

sellers for the service cancellation can be used by consumers as a pre-commitment 

device to solve their own preference conflicts across purchase and consumption 

periods. When consumers purchase the investment services, the consumption cost 

is perceived higher during the consumption period than the advance period. Hence, 

they tend to have higher expectations to consume the product during the advance 

purchase period than they will actually do when the actual consumption date 

approaches. Realizing this tendency, consumers have preferences to accept a lower 

level of refunds in order to discourage the future walking away. Furthermore, since 

consumers are irrational (e.g., overconfidence), they might be willing to accept a 
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higher price than that during the sophisticated situation, which causes the non-

positive relationship between refunds and the advance price. 

Then, we show that offering refunds for service cancellation should be viewed 

not as a costly option but as a potential profit driver for the seller in the advance 

selling setting. At the first glance, when consumers possess time-inconsistent 

preference and are with a lower preference during the consumption period, refunds 

should help the buyers by allowing them a chance to regret, thus hurting benefits of 

seller. However, we reveal that such refunds policy in fact helps the seller and can 

be the most profitable to seller if 1) present-biased preference is weak, 2) the service 

cost is sufficiently high, and 3) consumers possess some degree of overconfidence.  

This result first confirms previous findings in the literature (e.g., Xie and Shugan 

2001) that refunds can help the seller when the marginal cost service is sufficiently 

high. In addition, we reveal that, due to buyer overconfidence, a medium level of 

refund induces buyers to incur decision biases and enables the seller to achieve 

two-folded benefits together (e.g., also named as the refund-manipulation effect): a 

higher advance selling price and the cost savings when providing service is 

expensive. The seller achieves the first benefit during the advance selling stage; due 

to overconfidence, advance buyers wrongly expect that they will consume the 

product even given an unfavorable consumption state, hence accepting a higher 

advance price charged. The second benefit arrives during the second period; when 

service cost is quite high, the same level of refunds could also benefit the seller by 

encouraging those unfavorable state buyers, to automatically give up services during 

the consumption period.  Second, it’s important to note that such refunds policy is 

only beneficial to the seller when buyers possess weak present-biased preference. 

For markets with severe present-biased preference, consumers falling into 
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unfavorable states tend to self-select to walk away during the consumption period 

even without the incentive of refunds; and the seller could still benefit from these 

buyers’ inconsistent behavior by only up-adjusting the advance selling price. Third, 

compared with a non-refund policy that locks customers into a purchase from the 

service provider, we reveal that refunds for cancellation might even lead to a win-win 

situation if consumer behavioral issues exist. The above case occurs when the 

chance of the very bad state in the future is relatively high, present-biased 

preference is very weak and the marginal service cost is sufficiently high. Recall that 

consumers with changing preferences are also compensated by the refunds, which 

allow they to regret once discover actual consumption states. More importantly, such 

refund-compensation effect could dominate the above refund-manipulating effect 

when the very bad future state has a higher chance to appear and present-biased 

preference is very weak, hence enhance the buyer surpluses. The sellers’ profits 

increase as well when the service cost is sufficiently high. 

Moreover, we show that seller might not necessarily benefit from consumer 

overconfidence and buyers might not be hurt as well. Instead, consumers’ own 

limitation (e.g., overconfidence) during the multiple-stage decision process might 

lead to totally four different scenarios (e.g., win-loss, loss-win, win-win and loss-

loss), which depend on consumer characteristics (e.g., degree of overconfidence 

and present-biased preference), seller characteristics (e.g., the unit service cost) 

and advance selling strategy (e.g., whether offering spot sales).  Without offering 

spot sales, we find that overconfidence always benefits the seller and could either 

benefit or hurt buyers. Specifically, buyers could benefit from their own 

overconfidence when present-biased preference is very weak and the marginal 

service cost is among the medium range. For this marginal cost range, for those 



 

21 

naïve buyers, the seller has incentives to offer a medium level of refunds; however, 

for the sophisticated buyers, the seller only offers a very low level of refunds (e.g., 

close to zero).  Due to a higher refunds-compensation effect, the buyers, although 

manipulated by the seller, can still benefit from sellers’ offering refunds which allow 

them to regret and provide compensations, compared to the sophisticated case 

where a close-to-zero level of refunds is offered.  

After offering the spot sales option, we identify two additional cases (e.g., 

loss-win and loss-loss). In particular, the loss-loss situation happens when present-

biased preference is relatively weak, overconfidence is very strong and unit service 

cost is among the medium range. Once seller adds in a spot sales option, strong 

overconfidence, together with weak present-biased preference, could non-

proportionally increase the expected value of waiting option relative to the expected 

value of advance purchase when early arrivals’ evaluate their advance purchase 

decision. When present-biased preference is weak, overconfidence could influences 

buyers’ evaluation of waiting option through the difference between spot selling price 

(e.g., determined by the actual present-biased parameter) and the expected value of 

future consumption (e.g., determined by the predicted present-biased parameter); 

however, when present-biased preference is weak, overconfidence is no longer 

effective in boosting up the expected value of advance purchase since the buyers 

already make time-consistent decision (and overconfidence has no influence).  

Hence, after adding a spot sales option, overconfidence could directly force the 

seller to drop the price to encourage advance buying behavior of early arrivals, 

which decreases the seller profits.  

When the unit service cost is among the medium range, due to 

overconfidence and a not low service cost, the seller always has incentives to use 



 

22 

refunds to manipulate advance buyers. However, in order to retain this part of 

benefits, the seller also has to reduce the AS price to encourage advance purchase. 

Compared to the case when buyers are sophisticated (e.g., zero-overconfidence 

level), we could identify a medium service cost range (when the cost is not too high) 

that, the extra profits from shifting the commitment value from the buyer side might 

not be high enough to fully cover losses due to a drop in AS price. Hence, 

overconfidence might negatively influence both seller profits and buyers surpluses. 

This paper adds to the existing literature in several ways. First, our paper 

significantly extends advance selling literature (e.g., Xie and Shugan 2001, Fay and 

Xie 2010, Nasiry and Popescu 2012, Prasad, Steeke and Zhao 2009) by 

incorporating two important but under-explored behavioral factors: present-biased 

preference and overconfidence. Adding this additional behavioral dimension into the 

advance purchase process best captures the actual decision making process in daily 

life. The importance of understanding those behavioral factors in pricing strategy 

should never be ignored when people make decisions under risks (Bell 1983, 1985). 

Specifically, we found that the above psychological factors could make the seller 

become more profitable. However, adding the spot sales option, although extending 

the sales market, could harm such profit advantage brought by early arrivals’ 

inconsistent behavior. As a result, our studies further complement the past advance 

selling literature on how seller reaps extra profits through exploring buyer 

uncertainties about future consumption states (Xie and Shugan 2001), obtaining 

better demand forecasting (Prasad, Steeke and Zhao 2009), consumers’ tendency 

to regret (Nasiry and Popescu 2012), and consumers’ bounded rationality on the 

probability rule of the occurrence of each consumption state (Huang and Chen, 

2012). 
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Second, our paper also complements the research by (Xie and Shugan 2001, 

Xie and Gerstner 2007) on why the seller offers refunds in the advance selling 

setting. Compared with a no-refunds policy, we show that, given some degree of 

overconfidence, not severe present-biased preference as well as a sufficiently high 

service cost, a well-designed level of refunds could potentially benefit the advance 

sell in the following ways: Tempting buyers to advance purchase with higher 

expectations to consume the product; however, eventually, encouraging unfavorable 

state consumers to self-select to cancel services during the consumption period. 

This profit mechanism offered by refunds is unique within the whole advance selling 

literature. For instance, Xie and Gerstner (2007) shows that, through refunds, the 

seller gets the opportunity to profit from the multiple selling in services with capacity 

constraints; Xie and Shugan (2001) suggests that, when buyer valuation for the 

service is state dependent, offering refunds could be profitable if the cost of 

providing the service is sufficiently high. However, our work suggests that, by 

inducing buyers to have decision biases, refunds in fact weaken the buyers’ ability to 

be time-consistent, hence boosting the seller profit; this mechanism only increases 

seller profit when neither buyer present-biased preference is severe nor the service 

cost is not sufficiently low.  

Furthermore, our work complements the recent research related to money-

back guarantee literature, where refunds have been widely studied as an effective 

marketing strategy (e.g., Chu et al. 1995, Fruchter and Gerstner 1999, Moorthy and 

Srinivasan 1995, Xie and Gersnter 2007). Our results point out that the refunds 

function might go beyond those identified in the literature. For instance, researchers 

have shown that offering refunds signals the higher quality of products for the seller 

(Moorthy and Srinivasan 1995), provides insurance against future dissatisfaction 
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(Fruchter and Gerstner 1999), reduces the opportunistic returns by consumers (Chu 

et al. 1995) and offers an opportunity to resell the service (Xie and Gernster 2007). 

New features of refunds are suggested by this paper: in the advance selling setting, 

from the consumer’s perspective, refunds can be used as an advance buyer’s pre-

commitment device to solve his own self-control problem across two periods when 

preference conflicts occur; from the seller’s perspective, refunds could help the seller 

explore buyers’ behavioral issues, which are brought by the multi-stage decision 

process. 

Finally, we shed new insights on the impact brought upon by the information 

asymmetry between two parties. Most studies show that, for the interaction between 

two entities (e.g., Shugan and Xie 2000), one party’s disadvantage will offer a 

favorable ground to the other party. For instance, Shugan and Xie (2000) suggest 

that the advance selling strategy benefits the seller because it overcomes the 

informational disadvantage of sellers in the spot period, during which sellers are 

unable to observe buyers’ valuations. Similarly, does the buyers’ uncertainty about 

their future preference directly benefit the seller? Different from conventional 

thoughts, our results reveal that, for advance selling of the investment goods, as the 

asymmetry (e.g., caused by the buyers’ overconfidence) between two parties 

widens, the seller might not necessarily benefit from such information advantage. 

Instead, when offering spot sales option and when present-biased preference in the 

market is weak, very strong overconfidence might significantly increase the 

attractiveness of the waiting option for the buyer, which forces the seller to reduce 

the price to encourage advance purchase and causes a reduction in profits. Such 

finding directly implies that intentionally enlarging or over-exploiting consumer’s 

disadvantages (caused by psychological issues) might eventually hurt firm herself. 
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This contributes to a stream of literature discussing the merits of course-related 

marketing to the firm development. 

This paper is organized as follows: Section 2.2, 2.3 exams several advance 

selling strategies and presents main results related to the seller’s optimal pricing, 

profits and consumer’s welfare; Section 2.4 discusses conclusions, managerial 

implications, and the future research. 

2.2 Basic Model: Pure Advance Selling Strategy 

 In this section, we exam how consumers’ two behavioral factors: present-

biased preference and overconfidence affect the pricing and profits under advance 

selling (AS) strategies. For AS, we first consider a situation where the seller has one 

period to sell: offering sales in the advance period and promising refunds for 

advance buyers to claim if they find out the consumption is costly in the future. We 

refer the period consumers are aware of their true consumption states as the 

consumption period. The period when early arrivals purchase the service but are 

uncertain about future consumption states is defined as the advance period. Many 

services offers refunds and charges the advance price well in advance of the service 

delivery date (see some examples in the listed websites1). In section 2.3, we then 

extend our model to a more general setting in which the seller has an opportunity to 

sell in both advance and consumption periods. We organize our current section as 

follows: Section 2.2.1 illustrates model assumptions; 2.2.2 builds up the basic model 

for the pure AS with refunds strategy; 2.2.3 offers the model results. 

                                            
1For examples of advance selling strategy, please see the following websites: 
a) http://www.gvhba.org/EventCalendar#id=526&wid=901&cid=120; 
b)http://acecma.org/index.cfm?pk=custom&ac=viewEventDetails&eventId=AC_CELTICS_030514; 
c)www.cnssa.org;  
d)www.nfhs.org/WorkArea/DownloadAsset.aspx?id=9653;  
e) http://www.firpoint.org/spring-retreat-2014.html; 
f)http://www.cvent.com/events/ckahu-april-2014-meeting-nahu-members-only/event-summary-

c28c6ca2a552430a98f5871476d787b9.aspx; 

http://www.gvhba.org/EventCalendar#id=526&wid=901&cid=120
http://www.firpoint.org/spring-retreat-2014.html
http://www.cvent.com/events/ckahu-april-2014-meeting-nahu-members-only/event-summary-c28c6ca2a552430a98f5871476d787b9.aspx
http://www.cvent.com/events/ckahu-april-2014-meeting-nahu-members-only/event-summary-c28c6ca2a552430a98f5871476d787b9.aspx
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2.2.1 Assumptions 

In this section, we set up a simple three-period model of consumer behavior 

and firm pricing strategy. This three-period covers: the advance purchase period, the 

consumption period and the benefits harvesting period. Traditional AS models (e.g., 

Xie and Shugan 2001) usually assume a two-period situation, where the consumers 

advance purchase during the first period and the consumption occurs in the spot 

period. However, for the investment goods, the benefit and cost from the 

consumption are usually separated (e.g., Dellavigna and Malmendier 2004), and 

benefits based on the consumption will come after the consumption cost. To capture 

this unique property, we add in a new period after the consumption period and refer 

it as the harvesting period, when the benefits from consuming the product arrive.  

Consider, for example, the advance purchase of the boxing classes offered 

by a local gym. During the advance period, early arrivals decide whether to advance 

purchase fitness training classes given the price announced by the seller and their 

expectations about future consumption utilities. For this period, early arrivals might 

be uncertain about their consumption states in the coming period. Although they all 

know that the training could bring about direct benefits (i.e., health benefits) in the 

future, some people might have other activities (suddenly becoming extremely busy 

due to newly assigned works, sudden visits by old friends, etc.), which are taken as 

the opportunity cost for the training class. And they are not certain about those 

potential consumption costs. Sudden assigned works might cause emotional 

anxieties, stresses or even time constraints, all of which will result into certain 

degree of cost from taking the class and, at the worst case, force advance buyers to 

cancel the service. This cost status-dependent assumption is natural and has 

appeared many times in the literature (e.g., Jeuland and Narasimhan 1985, Lu and 
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Moorthy 2007). During the second period (i.e., consumption period), after realizing 

their actual consumption cost (e.g., solving the uncertainty about consumption 

state), the early buyers will decide whether stick to the consumption or claim the 

refunds (walk away) based on their actual opportunity costs. After the consumption 

(if consumed), they will receive a delayed benefit during the third period. 

Consumer Behavior. We model the case in which the buyers purchase the 

investment products/service in the advance period. One characteristic of this type of 

service is that it will cause immediate consumption costs and delayed benefits. 

Examples include those products that are related to health care such as sport 

facilities, conferences, smoking clinics. Accordingly, we assume that a direct 

consumption cost will occur during the consumption period; and the benefits, ,b  

from the consumption will arrive during the harvesting period.  

Second, we assume that N early arrivals appear at the first period, and those 

buyers have uncertainties about future consumption states. Hence, three different 

consumption cost states: a low cost, a high cost and a very high cost might occur 

during the consumption period. The above cost scenarios also represent a 

favorable, an unfavorable and a very bad consumption state, respectively. Let 

buyer’s consumption cost in these states be ,FC  ,UFC   and 0C ; these three states 

happen with probabilities , ,
UFFq q and 0q , respectively. In this paper, we also refer 

those different buyers in the consumption period as high, low and very low 

segments, in terms of their evaluations for the service. In addition, we assume 

0C b  to ensure that the very bad consumption state is a non-empty set and at 

least, some buyers will fall into this state. This captures a situation under which the 
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consumer’s consumption cost is so high that the losses fully cover the gains from the 

consumption.  

Third, to capture consumer’s self-control issues, we assume that consumers 

have present-biased preferences. This approach is widely used to model self-control 

problems (e.g., Jain 2009, Gilpatric 2009, Dellavigna and Malmendier 2004). In 

particular, the discount function for time ,s when evaluated at period ,t equals 1 for 

s t  and equals  
s t 

for 1, 2, ...s t t   with 1  .The present value of a flow of 

future utilities ( )s s tu   as of time t  is: 

1

s t

t s

s t

u u 




 

   
(2-1) 

We can interpret the parameter  as the short-run discounting (or present-

biased parameter) and  as the parameter of long-run discounting. For more 

information about the explanations about differences in discounting factors, one can 

consult Jain (2009). The standard time-consistent exponential model corresponds to 

the case where   is equal to 1. If  is smaller than 1, the individual exhibits time-

varying discounting. The discount factor between the present period and the next 

period is , while the discount factor between any two adjacent periods in the future 

is simply . The difference, ,   between the short-run and the long-run discount 

factors generates time inconsistent preferences. Following most of the marketing 

literature (e.g., Jain 2009 and Gilpatric 2009), we assume that   equal to 1. 

We allow partially naïve consumers to overestimate their consistency. A 

partially naïve consumer expects (erroneously) the discount function (1): , 2 ,

…with  1    in all future periods. The buyer, therefore, correctly anticipates that 

he will have hyperbolic preferences in the future, but he overestimates the future 



 

29 

parameter of short-run discounting if   . The difference between the perceived 

and actual future short-run discount factor    reflects the overconfidence about 

the future self-control. The larger the value is, consumers are more likely to 

overestimate their abilities to be time consistent. Some special cases deserve 

mention. An exponential consumer has no biased preference and is aware of it (

1   ). A sophisticated consumer has present-biased preferences and is aware 

of it ( 1   ). 

Seller’s Behavior. During the advance selling period, the seller sells the unit 

and he charges the AS price 
1 .p   To reduce the advance purchase risk, the seller 

also promises a refund R  to early buyers if they choose to walk away during the 

second period.  During the second period, the seller incurs the marginal service cost 

c  when the buyer consumes the product.  The seller designs an optimal pricing 

strategy to maximize the total profit during the selling process in response to buyer’s 

present-biased preference and overconfidence issue.  

 We summarize the timeline of the selling process as follows: at time 1, the 

seller sells the product when buyers are uncertain about the actual consumption 

cost. Buyers decide whether to advance buy the product for the advance price 

announced by the seller or just walk away. At time 2, when the advance buyer learns 

his cost type, he decides whether to consume the final product or claim the refunds. 

If he chooses to consume, he incurs a consumption cost at time 2 and the seller 

incurs the service cost. Otherwise, the buyer will claim the refunds, from which he 

gets some compensations and the seller does not incur any service cost. Given the 

consumption at time 2, consumers will receive a direct benefit from the product at 

time 3. In our paper, we implicitly restrict the present-biased parameter to satisfy the 
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following condition: 0,Fb C   such that, at least, some advance buyers will finally 

consume the products. We summarize all the notations for the model in Table 2.2. 

2.2.2 Model 

We consider the following marketing pricing strategy: pure AS with refunds. 

Under this strategy, the seller not only adopts advance selling strategy but also 

promises a refunds policy to reduce the advance buyer’s buying risks. We are 

particularly interested in the following research questions: a) what is the optimal 

pricing strategy (i.e., the optimal advance sell price and refunds level) under this 

strategy? b) How does behavioral factor (i.e., overconfidence) affect the seller profits 

and buyer surpluses? Whether this disadvantage (e.g., the naïveté about future 

preference) from the buyer side benefits the seller and in turn hurts the buyers as 

well? c) Should offering refunds for service cancellations to be viewed as a more 

costly option than the no-refunds policy, especially when the buyer’s preference 

changes across periods? Moreover, does a refund policy directly suggest that 

consumers will have higher surpluses? 

Let R be the amount of refunds to obtain in the second period. Let PRESA

denote the advance buyer’s expected surpluses from advance purchase. Hence, the 

expected surplus from ASR is: 

PRESA 
0 1{ } { } { } { }

[ ( ) ( ) ]
F F UF UF

F F F UF UF UFb C R b C R b C R b C R
q b C H q RH q b C H q RH q R p

   


       
         (2-2). 

Here, 
{ }A

H


represents an indicator function of  and A  is a value set that 

  might fall into. For instance, 
{ 0}UFb C

H
  

 is an indicator function about the second 

stage self’s decision based on different levels of the predicted value of  . 

Specifically,  
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In other words, the first stage self’s utility is based on his/her expectation 

about the future self’s decision, consume or not, in the second period. We solve the 

maximization problem for the seller. At time 1, the seller determines the advance 

selling price 1p  and refunds R , and he will maximize the following profit function :  

1,

1 1 0 { } { }max ( , ) ( ) ( ) ( ) ( )

. . 0.

F UFF b C R UF b C R
p R

PR

p R N p c Nq c R Nq c R H Nq c R H

s t ESA

    
         




 

          (2-3) 

Overall, we report the impact of behavioral factors on pricing strategies for 

both types of buyers: sophisticated and partially naïve buyers. The former captures 

the situation when buyers are sophisticated ( 0  ) that they could correctly predict 

their future selves’ present-biased preferences. This assumption of sophistication 

entails rational expectations of the future behavior. In addition to this case, we also 

present the results for partially naïve buyers under the situation when the consumers 

fail to correctly anticipate their future present-biased preferences (i.e., 0  ), which 

captures an often-observed human tendency to put off unpleasant tasks today in the 

belief that tomorrow we will have the will power or self-discipline to do them 

(Gilpatric 2009, Jain 2009). The optimal pricing strategies for the above two 

scenarios are reported in Lemma 1. In addition to the pricing strategy, we also report 

the seller profits and consumer surpluses2, given different levels of present-biased 

preference and overconfidence. 

                                            
2To measure the consumer’s welfare, we follow the method most commonly used in self-control literature (e.g., 

Jain 2012, DellaVigna and Malmendier 2004): Consumer welfare in models with hyperbolic discounting is 

measured using preferences of consumers with a long-run perspective, i.e., 1  . Another way this can be 

justified is by asking the discount factor one would use to advise consumers  
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2.2.3 Optimal Strategies 

Solving the objective function in (2) leads to the following lemma about the 

optimal pricing and profits when consumers advance purchase the investment 

goods. Let the notation   in the following table denote a sufficient small number that 

0
lim 0.






 

Lemma 1 shows optimal pricing strategies vary according to different ranges 

of present-biased preference and overconfidence. In the subsequent section, 

Proposition 1 demonstrates the impact of behavioral issues on the optimal pricing 

structure; Proposition 2 shows conditions when the behavioral issue (e.g., 

overconfidence) benefits the seller; and Proposition 3 examines the impact of the 

refunds option on the seller profits as well as consumer surpluses.  

2.2.3.1 Impact of behavioral issues on the pricing strategy 

Proposition 1 (price-refund structure). When advance selling investment 

goods, the two buyer behavioral biases, present-biased preference and 

overconfidence, impact the optimal pricing and refund policy. Specifically, compared 

to the benchmark case ( 1, 0    ), the existence of buyer behavior biases (

1, 0    ) 

1. lowers the optimal level of refunds; 

2. enlarges the set of the optimal Price-Refund Structure: High Price/Low 
Refund is suboptimal in the absence of buyer present-biased presence but 
can be optimal in its presence. 

Proposition 1 illustrates a significant change of pricing structure of AS 

strategy for the investment goods, compared to results from the standard model 

which doesn’t incorporate the behavioral issues. A few remarks on the results are in 

order.  
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First, for any optimal strategy, we found that the optimal refund level tends to 

be lower than those identified when 1.   This finding is intriguing since it suggests 

that the buyers might be willing to accept a lower level of refunds in the advance sell 

setting. Roles of refunds have been widely discussed in money-back literature (e.g., 

Xie and Shugan 2001, Xie and Gerstner 2007, Moorthy and Srinivasan 1995, Davis 

et al. 1995). For instance, Xie and Shugan (2001) show that a refunds policy can 

serve as insurances to buyers against the future risk. Xie and Gerstner (2007) find 

that offering refunds could encourage the consumer’s cancellation and offer the 

opportunity for the multiple selling in the capacity-constrained service. Different from 

the existing literature, our results suggest that the refund role might go beyond the 

above functions. New features of refunds are endowed in the advance selling 

setting: First, from the consumer’s perspective, refunds can be used as an advance 

buyer’s pre-commitment device to solve his own self-control problem across two 

periods when the preference conflicts occur; second, from the seller’s perspective, 

refunds could be strategically used, considering those consumer behavioral issues.  

Our results highlight that buyers could use the future refunds as a pre-

commitment device in the ASR setting and, therefore, have a preference for a lower 

of refunds. The intuitions are as follows: Due to time inconsistent preference, the 

future self is more likely to give up consumption than the expectation of the first 

stage self. In order to be consistent, the first stage self prefers a price and refund 

structure with a less future refund, thus discouraging his future self’s behavior of 

walking away. Moreover, by placing the refunds at a certain level, the seller could 

strategically induce the buyers’ behavior with wrong future forecasts: The first stage 

buyer might fail to foresee his future refunds claiming activity and advance purchase 

with the expectation to consume the product in the second stage. 
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Second, when advance selling to consumers with the following characteristics 

( 1, 0    ), we observe several pairs of the optimal refunds and advance sell 

prices. Contrary to previous results identified under 1,   our results reveal the 

following interesting finding: behavioral issues cause the potential optimal pricing 

structure to change, and a higher level of refunds doesn’t necessarily imply a higher 

advance sell price. For instance, due to different levels of overconfidence, we 

identify the following optimal price and refunds pairs: a) * *

1 0[ ( ) ( ) ]F F UFp q b C q q R     

and * ,UFR b C     b) * *

1 0[ ( ) ( ) ]F F UF UFp q b C q b C q R      and * .R   When 
0q  is 

relatively small compared to ,UFq we learn that a higher price might be paired with a 

lower level of refunds, as shown by b). On the contrary, a lower price might be in 

company with a higher level of refunds, as shown by a).  

2.2.3.2 Impact of refunds policy 

The above proposition illustrates how the behavioral issues significantly 

change the pricing structure in the advance selling setting. Then, how does the 

refunds strategy promised by the seller impact each party’s welfare? To separate out 

the refund effect, we first model the advance selling strategy under a non-refund 

policy (e.g., 0R  ) as follows. For this strategy, the advance buyer expected 

surpluses from advance purchasing degenerates into: 

1{ 0} { 0}
[ ( ) ( ) ] .

F UF
P F F UF UFb C b C

ESA q b C H q b C H p
 


   

                          (2-4) 

In the first stage, consumers will advance purchase only when 0.ESA   We 

solve the maximization problem for the seller. At time 1, the seller determines the 

advance selling price 
1p  and his profit function degenerates into: 

1

1 1 0 { 0} { 0}max ( ) ( )

. . 0.

F UFF b C UF b C
p

P

p N p c Nq c Nq cH Nq cH

s t ESA

    
      




              (2-5) 
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Lemma 2 reports the pricing strategy of the seller under the non-refunds 

strategy in the AS setting. 

As a special case, we first present our finding in Corollary 1, which examines 

the condition under which the refund policy is advantageous when 1.  

Corollary 1 (impact of refund policy when 1). When present-biased 

preference doesn’t exist (i.e., 1), a refund policy benefits the seller (weakly) but 

doesn’t influence buyer surpluses. Specifically, offering refunds increases the seller 

profit when the service cost is not too low (i.e., 0

min UF
c c b C ). 

Corollary 1 shows that, given no present-biased preference, offering refunds 

increases the seller profits as long as the service cost is sufficiently high, and do not 

influence the buyers aggregated surpluses since surpluses transfer between buyers. 

The results collide with the findings in Xie and Shugan (2001). Then, what is result 

when it comes to the case that 1?   Intuitively, offering refunds should help 

buyers since they have time-inconsistent preference (e.g., lower preference for the 

investment goods during the consumption period) and the refunds to some degree 

allow buyers to make up those decision mistakes they have previously made. 

Hence, the seller in turn will become less profitable. As a result, compared with the 

case when 1 , we expect that offering refunds is less likely to increase the seller 

profits; or the marginal cost threshold for the extra benefit tends to be higher.  

Proposition 2 directly examines the condition under which the refund policy is 

advantageous when 1 . 

Proposition 2 (impact of refund policy). When advance Selling investment 

goods, in the presence of buyer present-biased preference (i.e., 1 ), a refund 

policy benefits the seller (weakly), but can either benefits or harms buyers (weakly). 

Specifically, offering refunds  



 

36 

 Increase the seller profit when buyer present-biased preference is not 
extremely strong and cost is not too low (i.e., 

min
 and 

min
c c ). 

 Increase the buyer surpluses when buyer present-biased preference is weak 
and the unit cost is sufficiently high (i.e., 

max
 and 

min
c c ); Decrease the 

buyer surpluses when buyer present-biased preference is among the medium 
range and the unit cost is sufficiently high (i.e., 

min max
 and 

min
c c ) 

  No impact: neither the seller nor the consumers will be affected if buyer 
present-biased preference is either too strong or the unit cost is too low. 

Our results in Proposition 2 show whether and when the refunds policy is 

effective in improving the seller’s profits. Overall, compared to a no-refund policy, a 

refunds policy could help the seller achieve more profits as long as the unit service 

cost is sufficiently high (i.e.,
minc c ) and present-biased preference is sufficiently 

weak (i.e.,
min  ). Furthermore, such refund policy is more effective when 

consumers possess certain degree of overconfidence, as shown by a lower unit cost 

requirement for the profit improvement (i.e., when 0   and min, 0 min, 0c c     ).  

First, due to consumer’s behavioral issues, the seller could still reap extra 

profits from the refunds strategy. However, the effect of refunds depends on the 

degree of present-biased preference.  When present-biased preference is severe, 

sufficiently strong overconfidence alone is enough to induce some buyers in the 

future to have time inconsistent preference towards the consumption of the product 

(e.g., the future unfavorable segments will always self-select to cancel the service 

even without the refunds; however, the present self will fail to anticipate this 

behavior). Hence, the seller has no incentive to use the refunds to drive up the 

profits under this condition. However, when present-biased preference is quite weak, 

under a no-refunds policy, partially naïve consumers will never self-select to give up 

consumption (i.e., except those ending up with very bad states) during the 

consumption period, and consumers always behave consistently for any level of 
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overconfidence. Hence, for this situation, the seller could not benefit from buyers’ 

inconsistent behavior across different decision making periods. However, by 

introducing a refunds policy and setting the refunds level between the following 

range (i.e., ( , ]UF UFb C b C   ), the seller could again own a device, which induces 

advance buyers to have time-inconsistent behavior across two decision periods. In 

other words, for weak present-biased preference, the refund promised breaks up the 

buyer’s ability to be time consistent and, as a result, helps the seller to become more 

profitable by inducing buyers’ time inconsistent behavior again when present-biased 

preference is weak. This profit mechanism from refunds is beneficial only when the 

unit service cost is also sufficiently high. For a relatively low service cost, it is more 

beneficial to serve a large volume of consumers and therefore, the seller has no 

incentive to offer refunds which might encourage buyers’ walking away. 

Mathematically, the optimal refund level is set at .UFb C    When 
min  , 

minc c

and 0,  the profit difference between a refunds policy and a non-refunds policy 

is:
0[ ( )] (1 )( ) 0UF UF UFNq c b C Nq b C         if 

min .c c  It is easy to deduce that 

the higher the chance of ending up in the unfavorable state, the lower probability of 

falling into a very bad state, the larger the unit service cost, the larger the seller’s 

profit advantage from offering refunds.  

Second, compared to a non-refund policy, we found that offering refunds 

might even lead to a (WIN-WIN) situation when buyers have a higher chance to walk 

away than to stay for consumption during the future non-favorable states (e.g.,

0 UFq Kq ), present-biased preference is very weak (
max

) and the unit service 

cost is sufficiently high, which suggests that offering refunds could be more 

economically efficient.  When the unit service cost is sufficiently high, the seller has 

an incentive to use refunds to induce time inconsistent behavior from the future low 



 

38 

segments; by doing this, he/she shifts the consumer-added committed value 

occurred from the advance purchasing of investment goods to his/her own side. 

Hence, the amount of losses from buyer side is: (1 ) ,UF UFq C  which linearly 

decreases to zero as   grows to 1. We refer the above negative impact of refunds 

on buyers as the refunds manipulating-effect.  However, to capture such benefits, 

the seller has also to return more money to future very bad state segments (e.g., 

with a chance of 
0q  to appear in the second period) than he has extracted through 

the AS price when buyers possess present-biased preference. As a result, the 

amount of benefits the advance buyer gains from refunds are: 
*

0(1 ) ,q R  which is 

referred as the refunds compensation-effect. It is easy to deduce that the gain 

achieved from is an inverted-U shaped function as   grows. 

As a benchmark for the comparison, without offering refunds, the seller 

designs an optimal AS price finally serving both high and low segments (since 

present-biased preference is very weak). Note that, for this case, the amount that 

buyers gain when falling into unfavorable future state is: (1 )( )UF UFq b C  . The 

buyer surpluses for buyers fall into very bad state are close to zero. The buyer 

surpluses from favorable future states remain the same for both cases. As a result, 

after offering refunds, the future unfavorable segments incur losses while the future 

very bad segments achieve gains; as an aggregate, those gains could dominate the 

losses when 
0q  is sufficiently high relative to 

UFq , and   is sufficiently large. 

Hence, refunds might still benefit buyers, and our results identify conditions that 

refunds could lead to benefits for both parties. 

Third, compared with the refund role as 1 , Proposition 2 demonstrates a 

striking difference in profitability mechanism from refunds. First, the marginal cost 
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threshold for the profitability might decrease (e.g., 0

min min
c c if min

0

UF UF
c

q C

q b
), 

suggesting the refunds policy might help the seller reap more profits (compared to 

1) under the market condition where 1and 0 . The reason behind is that 

refunds help the seller realize two-folded benefits altogether. Due to refunds, the 

seller not only realizes cost savings from buyers’ auto cancellation but also recoups 

the buyers’ added-value for the commitment when AS purchase the investment 

goods; however, when 0,  the refunds policy is helpful only when the service 

cost is high. Second, consumer advance buying risk directly influences the marginal 

cost threshold for the extra profitability. Specifically, the marginal cost threshold 

decreases as UF
q  increases and increases as 0

q  increases. As a contrast, when 

1,  the advance buying risk doesn’t influence the cost threshold for the extra 

profitability from the refund policy since 0

min
c is not influenced by advance purchase 

risk.  Third, present-biased preference also influences the extra profitability derived 

from the refund policy. We have shown that when
min

, the refund policy could be 

more effective due to a lowered cost threshold; however, when 
min

, the refund is 

no more effective in driving up profits no matter how large the unit service cost is. 

The result is important as it suggests that refunds benefit the seller by weakening 

the buyers’ ability to make time consistent decision when present-biased preference 

is not severe. For severe present-biased preference, the refund is no more effective 

since overconfidence alone could lead to time-inconsistent behavior.  

2.2.3.3 Impact of overconfidence  

Proposition 3 (Impact of overconfidence). When advance selling 

investment goods, buyer overconfidence benefits the seller (weakly) but can either 

benefit or harm the buyers (weakly). Specifically, compared with the case where 
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consumers are fully aware of their present-biased preference ( 1, 0    ), buyer 

overconfidence ( 1, 0    ) can lead to either a Win-Loss or a Win-Win, as 

summarized in the Figure 2-4  

Previously, we have discussed the impact of refunds of seller profits and 

buyers surpluses. Then, how could overconfidence affect each party’s interests 

under the advance selling setting? Intuitively, higher overconfidence implies that the 

buyer tends to be more likely to overestimate his/her ability to be time consistent. 

Knowing buyers’ such limitation, the seller could design a pricing structure to take 

advantages of advance buyers’ decision biases. Hence, overconfidence should lead 

to seller’s gain in profits at expense of buyers’ surpluses loss. In order to separate 

out overconfidence effect, we compare our results to the those under the benchmark 

case where consumers are sophisticated (e.g., 0  ). Proposition 3 shows 

detailed discussions on this issue. 

The results presented in Proposition 3 show the impact of buyer 

overconfidence on seller profits as well as consumer surpluses.  First, our results 

confirm the conventional belief that buyer overconfidence could enhance the seller 

profitability in the pricing game. Our findings in Proposition 3 show when and how 

the seller could make more benefits from buyer overconfidence.  

Overall, our findings identify two profitability avenues for the seller to explore. 

The profitability paths could depend on the firm-level character (e.g., the unit service 

cost) and consumer-level characteristics (e.g., degree of overconfidence and 

present-biased preference). For instance, when present-biased preference is severe 

(
min  ), the seller can profit from just exploring strong buyer overconfidence (

max    ). Under this range of present-biased preference, a higher level of 

overconfidence induces buyers to accept a higher price, *

1 ,p during the advance 
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purchase period, compared to the situation when buyers are sophisticated. Note that 

both the future high segments (e.g., with a chance of 
Fq ) and very bad segments 

(e.g., with a chance of 
0q ) will always make time-consistent decisions across two 

decision periods; and the corresponding first stage self makes the correct 

expectation about the behavior of future self; however, strong overconfidence 

induces the future low state segments (with a chance of 
UFq ) to have time 

inconsistent behavior. In terms of the pricing strategy, since future low segments 

(due to a low evaluation of products during the consumption period for severe 

present-biased preference) will self-select to cancel the service for any refund level, 

the seller will just set the refunds level which is at the close-to-zero level and take 

advantage of buyers overconfidence issue by only raising the AS price. To be 

specific, during the consumption period, given such severe present-biased 

preference and the low spot period evaluation for the consumption, buyers with 

unfavorable states will always choose to claim the refunds (or walk away) when 

realizing their actual consumption costs; however, sufficiently high overconfidence 

could lead those early arrivals to falsely expect the consumption of the product given 

the unfavorable states in the future. Due to such false expectation, the early arrivals 

accept a much higher AS price than they would actually do under the sophisticated 

case. Hence, given a high price charged, the buyer surpluses drop and the seller 

profits improve. 

Second, the profit advantage due to overconfidence still prevails when 

present-biased preference is weak (
min  ); and overconfidence could help the 

seller achieve more profits as long as the marginal service cost is sufficiently high. 

Under this range of present-biased preference, for a pricing strategy with a close-to-

zero refund level, higher overconfidence no longer influences buyer’s decision 
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outcomes since early buyers will always consume the product (e.g., except falling 

into a very bad state in the second period); and they will always have correct 

expectations about future decision no matter what degree of overconfidence they 

possess. As a result, the seller could no longer benefit from buyer overconfidence by 

just adjusting the AS price alone. However, through a properly designed refunds 

policy, together with a sufficiently high service cost (
minc c ), the seller can again 

profit from the buyer overconfidence. Specifically, by setting the refunds level a little 

higher than the spot period evaluation once buyers have unfavorable states (e.g.,

UFb C   ), the seller could again induce such time inconsistent behavior from 

buyers even under weak present-biased preference range. Given the above refund 

level, during the advance period, the early arrival will expect to purchase product 

when he has either an unfavorable or favorable state in the future. However, the 

actual self during the consumption period will always self-select to claim refunds 

once falling into the unfavorable states under the similar refund level. In other words, 

buyer overconfidence enables the seller to capture two-folded benefits all together 

by offering a medium level of refunds: 1) the consumer-added surpluses placed 

(higher preference for consumption ) by early buyers when purchasing the 

investment good in advance; 2) the cost savings during the consumption period 

when some buyers finally automatically cancel the service. Therefore, the seller 

could take advantages of buyer’s overconfidence by offering a medium level of 

refunds and adjusting the AS price to induce AS purchase accordingly. Compared to 

the sophisticated case, the seller could make more profits as long as the unit service 

is sufficiently high. 

Third, contrary to the conventional belief, we show that overconfidence might 

not necessarily bring harms to buyers. Instead, for certain type of buyer 
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characteristics (e.g., consumers are more likely to walk away than to stay for 

consumption under non-favorable situations, mathematically, 0 UFq Kq ), we find that 

overconfidence might result into the gaining in consumer surpluses, which happens 

when present-biased is very weak and the unit service cost is among the medium 

range. Recall under the above scenario, due to overconfidence, the seller use 

refunds (for a not low marginal cost) to induce time inconsistent behavior from the 

future unfavorable segments. We refer the above negative impact of refunds on 

buyers as the refunds manipulating-effect.  To capture such benefits, the seller has 

also to compensate more money to future bad state segments. We have already 

shown that buyer surpluses would increase once the refunds compensation effect 

dominates the refunds manipulating effect, which happens when 0q  is sufficiently 

large relative to UFq  and present-biased preference is very weak. 

As a benchmark for the comparison, when buyers are sophisticated, given the 

similar range of other parameters, the seller will accordingly set a close-to-zero level 

of refunds as the optimal strategy and design the optimal AS price finally serving 

both high and low segments. Comparing both sophisticated and overconfidence 

cases, we find that overconfidence could lead to higher consumer surpluses only 

when the marginal service cost is among the medium range. The service cost 

cannot be too low, under this situation, the seller has no incentive to offer refunds 

when overconfidence exists; hence, seller profits and buyer surpluses remain the 

same. The service cost cannot be too high, under this situation, for both situations, 

the seller will offer refunds; however, for naïve buyers, the seller could charge a 

much high advance price. Hence, the seller profits increase while buyer surpluses 

reduce due to overconfidence. 
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To summarize, Proposition 3 first confirms the conventional belief that 

overconfidence could help the seller achieve more profits. Specifically, Compared to 

the case when consumers are sophisticated ( 1, 0    ), we find two conditions 

under which overconfidence could help the seller. When present-biased preference 

is severe, the degree of overconfidence matters to this extra profitability; 

accordingly, the seller could make more profits as long as overconfidence is 

sufficiently strong. However, when present-biased preference is weak, the unit 

service cost plays an important role on reaping extra benefits due to overconfidence; 

and the seller could benefit more when the unit service cost is sufficiently high. 

Second, our findings also show overconfidence doesn’t necessarily imply that 

consumer surpluses would decrease. Instead, we find a situation that 

overconfidence could lead to gains on both parties’ welfare, which occurs when 0q  is 

sufficiently large relative to UFq , present-biased preference is very weak and the 

service cost is among the medium range.  

2.3 Model Extension: Mixed Advance Selling Strategy 

In the preceding section, we investigate the pure AS strategy with refunds 

strategy where the seller could make sales from advance selling period and offers 

the refunds during the consumption period to reduce the advance buying risks. In 

this section, we consider a more common observed pricing practice within the 

industry: mixed AS with refunds. Under this strategy, we assume that the seller not 

only promises a refunds policy to reduce the advance buyer’s buying risks but also 

offers the spot sales to the late arrivals. In sum, the seller could make sales from 

both advance and consumption period. 

This model best captures the current industry practices and firm strategies. 

We are particularly interested in the following research questions: a) what is the 
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optimal pricing strategy (i.e., optimal spot price, advance sell price and refunds level) 

under this strategy? b) How adding a spot sales option affects the impact of 

behavioral issue (i.e., overconfidence) and the refunds policy on the seller’s profits 

and buyer’s surpluses identified in the previous section? 

For this strategy, in addition to assumptions made in the last section, we allow 

that there are also N  spot period arrivals, and the seller not only makes sales from 

early arrivals but also caters the demands from later arrivals. The seller will 

determine the following pricing strategies: the optimal advance selling price and the 

spot price, simultaneously. Furthermore, we assume that the seller announces the 

price strategy in the first stage, and she honors (Shugan and Xie 2000) the 

announced prices that the seller does not announce a price strategy in the first 

period and then changes to another one in the next period3 

Let
MRESA  and  

MRESW  denote the advance buyer’s expected surpluses from 

advance selling with refunds and waiting, respectively. Hence, the expected surplus 

from advance purchase,
MRESA , which is equal to (2-4). The expected surplus from 

waiting,
MRESW , is  

2 2
2 2{ 0} { 0}

[ ( ) ( ) ].
F UF

MR F F UF UFb C p b C p
ESW q b C p H q b C p H

 


     
            (2-6) 

Moreover, the seller will determine advance sell price, spot sell price and 

refunds in order to maximize the following profit function: 

                                            
3 Since the buyer might be worried about the further drop of the spot price during the consumption 
period, we use the firm’s reputation as an exogenous credibility for the announced spot price. We 
could further relax this assumption that the seller could use the service cost to endogenously build up 
the credibility for the announced spot price. For instance, for partially naïve consumers, when 
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  buyers will trust the high spot price announced, i.e., ,Fb c 

the higher the overconfidence, the higher the service cost lower-bound for the high spot price 

announcement; when 1, ,
C

b
 


   buyers will always trust the high spot price. 
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We illustrate our analysis as follows: in Lemma 3, we first investigate the 

results obtained under the common assumption that consumers do not possess 

present-biased tendency ( 1  ), where we identify three potential optimal 

strategies. The notations ,c c  denote a cost range where each strategy dominates. 

As a contrast, in Lemma 4, we demonstrate potential optimal results by incorporating 

those behavioral issues into the model. In Proposition 4, by using results from the 

sophisticated case as a benchmark, we provide the impact of overconfidence on the 

seller’s profits and consumer surpluses for the mixed AS with refunds strategy. 

Through the comparison with the Proposition 2, we can find out how adding the spot 

selling option influences the overconfidence effect on the seller’s profits as well as 

consumer surpluses. 

Results in Lemma 3 are consistent with those in (Xie and Shugan 2001). For 

instance, when the service cost is among the medium range, i.e., c c c  , there are 

an infinite number of optimal refunds levels, which fall into a range of (0, ]UFb C . 

Accordingly, there are an infinite pairs of optimal advance sell prices and refunds. 

However, these potential optimal pricing strategies have a single structure: a high 

refund is always related to a high advance sell price.  

Then, we report the case for sophisticated and partially naïve consumers. The 

following Lemma demonstrates the optimal results for five potential selling 

strategies: _ ,ASR j 0,1,...,4.j   For each strategy, we report the optimal pricing: 
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* * *

1 2( , , ).R p p  The notation ijc  denotes the cut-off point for the marginal cost when the 

seller chooses between _ASR i  and _ASR j . 

Results in Lemma 4 illustrate that there might be two potential optimal spot 

prices: a low spot price (e.g.,
UFb C  ) and a high spot price (e.g.,

Fb C  ) the seller 

could charge. Results collide with those in (Xie and Shugan 2001). It’s worth noting 

another optimal scenario for the optimal spot price is among the following range 

(e.g., ( , )Fb C   ), which presents that the seller charges a very high spot price and, 

eventually, only serves the early arrivals. Such optimal strategy happens when the 

service cost is very high. Since we consider the mixed AS strategy, we only discuss 

the+ optimal solutions from which the seller could makes sales from the late arrivals. 

Proposition 4 examine the overconfidence effect when adding a spot sales option 

into the AS model. Note that, given a spot sales option, conditions under which the 

refund policy is advantageous remain the same as that shown in Proposition 2. 

 

Proposition 4 (impact of buyer overconfidence  under mixed AS with 

refunds) For mixed AS with refunds strategy, consumer overconfidence (  ) can 

benefit or harm both the seller and buyers. Specifically, compared with the case 

where consumers are fully aware of their present-biased preference ( 1, 0    ), 

buyer overconfidence ( 1, 0    ) can lead the follow situations, as summarized in 

the Figure 2-6. 

Proposition 4 highlights some important results under the mixed AS with 

refunds strategy. First, after adding a spot sales option, our findings in Proposition 2 

still hold. For the Win-Loss and Win-Win case, we find a consistent pattern of 

overconfidence effect identified in Proposition 2. However, different from Proposition 

2, we find two additional cases brought by overconfidence: Loss-Win and Loss-Loss. 
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These results directly imply that under the mixed advance selling strategy, consumer 

overconfidence could become a double-edged sword to the seller’s profitability. 

Overconfidence might not necessarily always boost the seller profits, as shown in 

Proposition 2.  

Second, when consumer’s present-biased preference is not very severe, a 

higher level of consumer overconfidence might lead to a lower seller profit. As 

discussed in the last section, when present-biased preference is not very severe (

min  ) and cost is not sufficiently high, the seller will choose to offer a close-to-

zero level of refunds as the optimal solution. Then, please recall some unique 

properties under the mixed AS strategy. First, adding the spot sales will influence the 

decision process for early arrivals. When deciding whether to advance buy, early 

arrivals will also evaluate the expected utility of the waiting option as an alternative 

to the walking away; Second, early arrivals have uncertainties about future 

consumption states. When evaluating waiting options, early arrivals will also take 

those uncertainties into consideration. Third, the seller will design the pricing 

structure aiming to balance the sales from both markets: profits from advance selling 

period and from spot selling period. However, the determinants on the optimal 

pricing strategies for the two markets are different. To be specific, the optimal 

advance selling price could be affected by the predicted value of the present-biased 

parameter. However, the optimal spot price will be only determined by buyer’s actual 

value of the present-biased parameter, as shown by Lemma 4. Since the advance 

selling has no profit advantage for the low spot price situation, we focus our 

discussion on the high spot price case when *

2 Fp b c   or the unit service cost is 

not too low. 
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Hence, we could find that overconfidence tends to influence the expected 

value of advance purchase and the waiting option differently. Note that the first stage 

self will take the action in order to maximize the current stage’s preferences, and the 

action is based on the previous of the second stage self’s action (whether the 

second stage-self sticks to consume or not). As a result, in terms of evaluating the 

expected value of advance purchasing (i.e., EAS ), since advance buyers will expect 

whether stick to consume or claim the refunds (i.e., close to zero) in the second 

period, the expected value relies only on the predicted value of present-biased 

preference, namely .  This directly implies that overconfidence might positively 

influence the expected value of AS (hence, the AS price); however, this impact is 

conditional on the actual value of present-biased preference, .  When the actual 

present-biased preference is not very severe ( min  ), overconfidence no longer 

influences the expected utility of AS since the advance buyers always have the 

correct expectation about future consumption during this present-biased parameter 

range. In contrast, for the expected value of the waiting option, overconfidence will 

directly influence the expected value of waiting option since the advance buyer 

forecasts the second stage self’s decision based on not only the expected value of 

future consumption utility and but also the spot price. The former is influenced by ,

and the later is driven by  . Hence, a very strong overconfidence could increase the 

expected value of future expectation (Hence, decrease the AS price) for a not very 

severe present-biased preference. 

To be specific, when the present-biased preference is not very severe,

min  , a higher level of overconfidence (i.e.,
'

max    ) will no longer impact 

;EAS however, it will directly increase the value of ESW , which in turn reduces the 
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AS price and the profits of seller. Hence, under this case, we found that strong 

overconfidence could lead to a lower AS price, compared to the sophisticated case. 

Therefore, we could identify (LOSE-WIN) scenario, which happens when present-

biased preference is not very severe, overconfidence is very strong and the unit 

service cost is not sufficiently high. Under this situation, the seller will adopt the 

strategy ASR_3, in which a close-to-zero refund level is offered. However, when 

consumers are sophisticated and all the other parameters remain the same, the 

seller will adopt the strategy ASR_1, where the seller also offers a close-to-zero 

refund but charges a higher AS price. Hence, overconfidence leads to a loss from 

the seller but a gain from buyers. 

Third, interestingly, we find that confidence could lead to a (Lose/Lose) 

situation, which occurs when overconfidence is very strong (
'

max    ), present-

biased preference is severe, and the service cost of the seller is among the medium 

range ( 12 14c c c  ).This result is explained as follows. Given the above present-

biased preference and overconfidence, when the service cost is not low ( 12c c ), 

the seller will adopt the strategy _4ASR , in which he has an incentive to use a 

medium level of refunds to induce buyers’ decision mistakes, from which he could 

achieve more profits than in the strategy ASR_3 (when no refunds is offered). Given 

the same conditions for other parameters and zero overconfidence level, we could 

identify _1ASR  as the optimal strategy. Comparing these two strategies, consumers 

under _4ASR  might end up having fewer surpluses. This is because advance buyers 

have been fooled to make inconsistent decisions induced by the refunds promised. 

Please note here, when overconfidence is very strong, consumers’ losses from the 

refunds manipulation effect is no longer linear in  , and it instead becomes a U-
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shaped function as   increases due to the increase in the expected value of 

waiting. Moreover, as discussed above, consumer might also benefit from such 

refunds as well, and this positive effect refunds compensation effect on consumer’s 

surpluses is an inverted U-shape function of the parameter ,  and it has the 

strongest positive impact when  is among the medium range. Given this two 

forces, consumers suffer when present-biased preference is either severe (yet not 

too severe such as min  ) or quite weak (but this case is unlikely to happen when 

the overconfidence is also very strong).  As to the seller, under this case, although 

he has the motivation to use refunds to induce decision mistakes from advance 

buyers, too much overconfidence, meanwhile, forces him to reduce the AS price to 

encourage the early arrival’s advance purchase. The above process creates a 

medium-low range of service cost, 12 14 ,c c c  where the seller always has an 

incentive to manipulate the naïve buyers; however, the cost saving is not high 

enough to fully cover the losses caused by the drop in the AS price caused by very 

strong overconfidence. As a result, the seller’s profit could suffer as well.  In other 

words, too much overconfidence level might give rise to an interesting lose/lose 

scenario under ASR strategy.  

To sum up, incorporating the spot sales option, we found the overconfidence 

effect is greatly influenced. For the seller, buyer overconfidence could become a 

double-edged sword and very strong overconfidence might reduce the seller’s profits 

when present-biased preference is not very severe. Specifically, when the unit 

service cost is low, very high overconfidence reduces the AS price and meanwhile, 

the seller has no incentive to offer a higher level of refunds. Hence, compared to the 

sophisticated case, the seller’s profits decrease and the buyer surpluses increase 
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due to a lower AS price charged. More importantly, we identify a loss-loss situation 

brought by buyer’s overconfidence. It happens when present-biased is severe (but 

not too severe), overconfidence is very strong and the unit service cost is among the 

medium range. A not too low service cost range induces the seller to use refunds to 

manipulate advance buyers and benefit from such time inconsistent behavior; 

however, when overconfidence is also very strong, the seller also has to drop the AS 

price to induce the advance buy due to the great increase in the expected value of 

waiting option under this situation. Compared to the sophisticated case, the cost 

savings from using refunds cannot fully compensate the losses in AS price drop 

when the service cost is not high enough. As a result, the seller profits could suffer 

for a medium range of service cost. Moreover, the buyer could also suffer when 

present-biased preference is severe, under which the refunds manipulation effect 

dominates the refunds compensation effect on the buyers’ surpluses. Therefore, 

overconfidence might lead to a (lose-lose) situation under mixed AS with refunds 

strategy. 

2.4 Summations 

This paper provides insights on how the seller should advance sell the 

investment services, such as smoking clinics, gym classes and conference etc., 

when buyers’ decision process is influenced by the following behavioral issues: 

present-biased preference and overconfidence. We found that consumer’s 

psychological issues might facilitate the seller to become more profitable in AS 

setting, especially when present-biased preference is severe, overconfidence is 

enough strong and the service cost is sufficiently high; however, adding a spot sell 

option to the later arrivals during the advance sell weakens such profit advantage 

derived from early arrivals. Furthermore, offering a partial refund for service 
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cancellation should not be viewed as a costly option, but as a potential profit source. 

Such refunds allow the service provider to capture some of the consumer-added 

surplus (i.e., the commitment value) that is created when consumers purchase 

investment services in advance as well as to save the service cost from not serving 

the low margin segments during the consumption period. Last but not least, we 

found that too much overconfidence might lead to a LOSE-LOSE situation for both 

parties. 

2.4.1 Research Contribution 

First, our paper contributes to the service marketing literature by exploring the 

benefit from advance selling strategy. In contrast to the past literature which has 

primarily focused on consumer’s uncertainties about future consumption states (e.g., 

Xie and Shugan 2001) and behavioral issues such as anticipated regrets (e.g., 

Nasiry and Popescu 2012) and the anecdote reasoning (e.g., _ _2013), we are the 

first paper to draw attention on two important but under-explored behavioral factors 

(e.g., time-inconsistency and overconfidence) when consumers advance purchase 

the investment goods. The separation of purchase from consumption process 

provides favorable environments for the occurrence of the above behavioral factors. 

Specifically, we found that consumer’s behavioral factors could become extra profit 

sources in the advance selling setting. The seller could achieve more benefits if 

present-biased preference is severe, overconfidence is strong and the service cost 

is sufficiently high. This result implies that, in addition to profit drivers identified in the 

previous literature, the factors related to buyer’s behavioral issues could never be 

ignored in the AS setting by the industry practitioners. Moreover, we also warn the 

managers that adding the spot sales option, although helping the seller expand the 

sales market, threatens such profit advantage. 
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Second, this research contributes to the money-back guarantee literature by 

offering another unique but important role for refunds. In AS of investment goods, 

realizing the preference conflicts within advance purchase and consumption periods, 

individuals always have a preference for commitments in the decision making 

process. A partial refunds promised by the seller could be used as one of important 

pre-commitment devices for the individual’s self-control. Hence, the role of refunds 

might go beyond from those identified in the literature. For instance, refunds could 

offer an insurance against the future dissatisfaction and reduce current buying risks 

(Fruchter and Gerstner 1999); refunds effectively signal the firm’s confidence in the 

product quality (Moorthy and Srinivasan 1995); refunds policy are viewed as more 

customers friendly than other means (i.e., overbooking) and offers opportunities for 

the multiple selling (Xie and Gersnter 2007). Different from previous findings, our 

research suggests that buyers might have a tendency to accept a lower level of 

refunds given certain product characteristics and marketing strategies. More 

importantly, a refund policy could be better than a non-refunds policy in generating 

profits. The seller benefits when buyers have weak present-biased preference, 

display some degree of overconfidence and the service cost from the seller is 

sufficiently high.  

Third, we offer new insights that exploring the consumer’s disadvantages 

(e.g., caused by psychological issues) might not necessarily benefit the seller. 

Specifically, we found when the seller offers a spot sales option and buyers’ present-

biased preference is weak, very strong overconfidence could negatively influence 

profits achieved from AS. After adding spot sales, the seller has to balance the 

profits from both markets (periods); and advance buyers have another alternative 

(i.e., waiting) to evaluate while making the purchase decision. Buyers’ 
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overconfidence will positively influence the expected value for both AS purchase and 

waiting option. However, for the former, such positive impact is conditional on the 

present-biased parameter. In other words, when present-biased preference is weak, 

the buyer will always make time consistent decision (e.g., the product consumption) 

and, hence overconfidence no longer induces advance buyers have wrong 

expectations (i.e., overestimation) about future consumption activity, no matter what 

degree of overconfidence buyers possess. However, for the later, the positive impact 

might persist, especially when the opportunity cost difference between different 

consumption states is small relative to the consumption benefit. As a result, the 

waiting option, being a substitution to the advance purchase, could greatly reduce 

the attractiveness of advance selling and, therefore, force the seller to reduce AS 

price. 

2.4.2 Managerial Insights and Future Research 

Due to vast market potentials and significant social impacts, it is critical for the 

service providers to understand how they can succeed from advance selling the 

services with future “health” claims. Our findings provide several important 

managerial implications.  

First, our findings remind managers of those untapped profit sources brought 

by consumers’ psychological issues. When AS selling the investment goods, profits 

achieved could be much higher when the targeted consumers possess severe 

present-biased preference, strong overconfidence and the sellers’ own service cost 

is not sufficiently low. However, when deploying the AS strategy, the seller should 

also be cautious about adding the spot sales option in the selling process. Although 

the market expands significantly, the profits obtained from selling to early arrivals 

could be cannibalized if the seller tries to satisfy the demand from later arrivals. 
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Second, our results also warn managers that over-exploiting consumers’ 

overconfidence might not only reduce buyer’s surpluses but also hurt the company’s 

interests as well. This situation usually occurs in the market when consumers display 

not very severe present-biased preference, and possess very strong 

overconfidence; meanwhile, when the seller promises a refunds policy and her 

service cost is among the medium range. Hence, our results point out an interesting 

marketing implication: designing advertising slogans (or contents) with a purpose to 

mitigate the degree of naïveté from buyers. Such kind deed not only educates 

advance buyers about their inclinations on overconfidence (or subjectivity) but also 

helps the seller herself out to achieve more profits. 

Last but not the least, our paper raises caution to consumers to be alert to a 

higher level of refunds promised by firms. Although generous refunds appear to be 

friendly to consumers and could increase temporary buying satisfactions, such 

refunds could eventually become a sweet killer. For instance, we reveal that a 

medium level of refunds could bring harms to buyers in the market of investment 

goods/services, where consumers possess some degree overconfidence and not 

very severe present-biased preference. 

Several aspects of the advance selling strategy invite future research. First, 

how should the seller advance sell when dealing with the vice goods? Similar to the 

investment goods, the vice goods, such as services from casinos and night clubs, 

will also cause the buyer’s self-control problems. Second, we only consider a 

monopoly case in this paper. Investigating a market with multiple sellers would also 

add significant work to this research. Will the competition effect influence all the 

conclusions in our paper? Third, since service providers sometimes have capacity 
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constraints issues, we could investigate how the limits on the production power 

affect the optimal pricing strategy and the final profits. 
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Table 2-1.  Industry Examples of Advance Selling the Investment Goods 
Online link Content 

http://www.gvhba.org/EventC
alendar#id=526&wid=901&ci
d=120 

Conference about the learning the construction law; the 
conference will be held on May 8th 2014. There is no spot sales 
offered; and early registrations are required by April 3rd and 
charging 599 dollars. The course offers partial refunds with the 
amount which are lowered than the price charged; For instance, 
after 14 days of early registration, the early buyers are obtain 50% 
of early price back. 

http://acecma.org/index.cfm?
pk=custom&ac=viewEventD
etails&eventId=AC_CELTIC
S_030514; 

Conference about the building leadership. 
The event will be held on March 5th 2014. There is no spot sales; 
and early registration required by Feb 26tth 2014 and charges 100 
dollars for the members. Zero refunds are offered for the spot 
period cancellation. 

www.cnssa.org. CNSSA (Clinical neurophysiology society of South Africa) will hold 
annual conference 3-5 Oct2014. Early registrations are required 
by Sep 5, 2014 and 5,500 local currency are charged. No refunds 
are offered to the spot period claiming. 

www.nfhs.org/WorkArea/Do
wnloadAsset.aspx?id=9653. 
 

For NIAAA leadership training classes which will be given at 13-
17, 2013, 85 dollars for the NIAAA members; All the class 
registrations must be made before Nov 21, 2013. Refunds is the 
cost of course minus 24 dollars administration fees for the 
cancellation. 

http://www.firpoint.org/spring
-retreat-2014.html. 

The cost for this bible camp, between 24-27 Mar2014, is 60 
dollars. The payment should be paid by 17 Mar2014. No refunds 
policy is offered. 

http://www.cvent.com/events
/ckahu-april-2014-meeting-
nahu-members-only/event-
summary-
c28c6ca2a552430a98f58714
76d787b9.aspx. 

Three hours ethics continuing education; This CKAHU meeting will 
be on April 15th. The early online registration ends by April 10th and 
costs 50 dollars. No refunds are offered. 

 
Table 2-2.  Summary of Key Notations  

Notation Definition 

UF F
C C C  The consumption state utility difference between the favorable state and 

unfavorable state; ,
UF F
C C represent the opportunity cost in favorable and 

unfavorable states, respectively. 

 The overconfidence level (or the degree of naïveté) for partially naïve buyers 

1  The degree of present-biased tendency 

b  Benefits from consuming investment goods, and 0
UF

b C  

0
, ,
F UF
q q q  Chances of occurrences of three consumption states: a favorable state, un 

unfavorable state, and a very bad state 

0
C  Consumption cost for the very bad state and we assume that 

0
C b  

1
p  The advance sell price 

R  The refunds offered  

 The profit function 

N  Number of early arrivals 

http://www.gvhba.org/EventCalendar#id=526&wid=901&cid=120
http://www.gvhba.org/EventCalendar#id=526&wid=901&cid=120
http://www.gvhba.org/EventCalendar#id=526&wid=901&cid=120
http://www.firpoint.org/spring-retreat-2014.html
http://www.firpoint.org/spring-retreat-2014.html
http://www.cvent.com/events/ckahu-april-2014-meeting-nahu-members-only/event-summary-c28c6ca2a552430a98f5871476d787b9.aspx
http://www.cvent.com/events/ckahu-april-2014-meeting-nahu-members-only/event-summary-c28c6ca2a552430a98f5871476d787b9.aspx
http://www.cvent.com/events/ckahu-april-2014-meeting-nahu-members-only/event-summary-c28c6ca2a552430a98f5871476d787b9.aspx
http://www.cvent.com/events/ckahu-april-2014-meeting-nahu-members-only/event-summary-c28c6ca2a552430a98f5871476d787b9.aspx
http://www.cvent.com/events/ckahu-april-2014-meeting-nahu-members-only/event-summary-c28c6ca2a552430a98f5871476d787b9.aspx
http://www.cvent.com/events/ckahu-april-2014-meeting-nahu-members-only/event-summary-c28c6ca2a552430a98f5871476d787b9.aspx
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Pure Advance Selling with Refunds Strategy 
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Figure 2-1.  Optimal Pricing under Pure Advance Selling with Refunds Strategy and 
Lemma 1 
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Pure Advance Selling Strategy without Refunds Policy 
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Figure 2-2.  Optimal Pricing under Pure Advance Selling without Refunds Strategy 

and Lemma 2 

 

Figure 2-3.  Optimal Pricing under Pure Advance Selling with Refunds When 1 

and Lemma 3  

  

Mixed Advance Selling with Refunds 

Service Cost 

c  

Spot Price 
*
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Advance Price 
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Refund 
*R  
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(0, ]UFb C  
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Proposition 3. When advance selling investment goods, buyer overconfidence 

benefits the seller (weakly) but can either benefit or harm the buyers (weakly). 

Specifically, compared with the case where consumers are fully aware of their 

present-biased preference ( 1, 0    ), buyer overconfidence ( 1, 0    ) can 

lead to either a Win-Loss or a Win-Win, as summarized in the Figure 2-4: 

Impact of Buyer 
Overconfidence 
(  ) 

Conditions Interpretation 

Win-Loss 
(Benefits the 
seller but hurts 
buyers) 

a)
min   and 

max    ; 

b)
min 1   , 0 ,UFq Kq  

 and 
minc c ; 

c) 0 ,UFq Kq 1,c    

and 
maxc c . 

When a) strong present-biased 
preference, strong overconfidence; 
b) weak present-biased preference, 
small  0q  relative to  UFq  and high 

marginal cost; c) very weak present-
biased preference, large 0q  relative 

to  UFq  and very high marginal cost; 

educating consumers about 
overconfidence could lead to LOSS 
in the seller profits and GAIN in 
buyers’ surpluses. 

Win-Win 
(Both the seller 
and buyers gain) 

0 ,UFq Kq 1,c    

and 
min maxc c c  . 

When there is a sufficiently high 
chance of being in very bad state 
relative to the unfavorable state, very 
weak present-biased preference and 
a medium range of marginal cost, 
educating consumers about 
overconfidence could lead to LOSS 
in both  seller profits and  buyers 
surpluses. 

No Impact  Otherwise N/A 

Note :a) min
0

1,UF UF
c

q C

q b
 when 

0

1
,UF UF

q b C

q b K
 1;c    when 

0

,UF UF
q b C

q b c
 doesn’t exist (or >1); 

The Win-Win occurs in the market when consumers tend be more likely to walk away than stick to the consumption 
when the non-favorable condition occurs; and the refund policy promised could greatly mitigate such buying risks 
during the AS period. 

b) min max.c c  

Figure 2-4.  Impact of Overconfidence for Pure Advance Selling with Refund Model 
and Proposition 3. 
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Mixed Advance Selling Strategies with Refunds 
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2 0UFp b c   , hence offering a low spot price is not a feasible solution. 

Figure 2-5.  Optimal Pricing under Mixed Advance Selling with Refunds Strategy and Lemma 4 
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Proposition 4 (Impact of Buyer Overconfidence  under Mixed AS with 

Refunds). For mixed AS with refunds strategy, consumer overconfidence (  ) can 

benefit or harm both the seller and buyers. Specifically, compared with the case 

where consumers are fully aware of their present-biased preference ( 1, 0    ), 

buyer overconfidence ( 1, 0    ) can lead the follow situations, as summarized in 

the Figure 2-6: 

Impact of Buyer 

Overconfidence (  ) 

Conditions Interpretations 

Win-Loss 
(Benefits the seller but 
hurt buyers) 

a)
min    and 

max    ;  

b) 
min 1     and 

min 01 12 14( , )c c c c orc  

a) Very severe present-biased preference, 
strong overconfidence;  
b) Not very severe present-biased 
preference and high marginal cost. 

Win-Win 
(Both the seller and 
buyers gain) 

a) 1,c    
'

max
,  

12 01 ,c c c    and 

0 UFq Kq ; 

b) 
a b

 , 

'

max
,  

14 01c c c  . 

a) A sufficiently high chance of being in 
very bad state relative to unfavorable 
state; weak present-biased 
preference, weak overconfidence and 
a medium range of marginal service 
cost; 

b) Medium present-biased preference, 
very strong overconfidence, and a 
medium range of marginal service 
cost. 

Lose-Win 
(Benefits buyers but 
hurt sellers) 

'

min max,       , and 

1 12 14( )c c c orc   

present-biased is not very severe, 
overconfidence is very strong and the unit 
service cost is among the sufficiently low 
range 

Lose-Lose 
(Both the seller and 
buyers gain) 

'

min max,a          , 

and 

12 14c c c   

present-biased is severe, overconfidence 
is very strong and the unit service cost is 
among the medium range 

No Impact  Otherwise N/A 

Notes: a) 
1 12 14 01c c c c   ; 2

1

(1 )
;F

UF

UF

q C
c b C

q




 
     

b) Here, we only report the results for the situation when 
0

,
UF

q Kq relaxing this assumption will lead to another 

range of (WIN-WIN) case when overconfidence is not very strong as shown by Proposition 2; 

c) 
min

.
a b

 

,a b  are solutions for 2

0 0 0 0( ) ( 2 ) 0UF UF UF UF UF UFb q q q C q b q b q C q b q C          ;  

When 
0

2 UF
UF

q C
b C C

q


    and 2 4 0,B AC    ,a b   exist; otherwise, the case for (WIN-WIN) will not exist. Here, 

0( ),UFA b q q  0UF UFC q b q C   and 
0 02 .UF UF UFB q C q b q b q C       

We define { }
a b

, and is the complementary set. 

 
Figure 2-6.  Impact of Buyer Overconfidence under Mixed AS with Refunds and 

Proposition 4 
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CHAPTER 3 
GLOBAL EXPANSIONS “TO” VERSUS “FROM” EMERGING MARKETS: 

AN EMPIRICAL STUDY OF THE COMPLETION OF CROSS-BORDER MERGERS 
& ACQUISITIONS 

While cross-border mergers and acquisitions (M&As) involving emerging 

markets have been increasing in recent years, a high percentage of them collapse 

before completion.  This study investigates how the predictors of cross-border M&A 

completion involving emerging markets depend upon the direction of global 

expansion, i.e., investment inbound to a developing market or investment outbound 

to a developed market. Analysis based on 30 years of data from the two largest-

emerging markets, China and India, reveals fundamental differences in the 

predictors of inbound vs. outbound M&As completion. Inbound transactions are 

found to be most influenced by country-level risk factors reflecting differences in 

political, trade, and legal environments. By contrast, outbound transactions are most 

influenced by firm-level risk factors such as the initiator’s size and experience. 

Furthermore, deal-level factors (e.g., percentage of stake sought by the acquirer, 

whether the deal size is disclosed, and whether the deal is a cash transaction), have 

significantly different effects on inbound and outbound M&As. These findings have 

important managerial implications for enhancing the success of global expansions.  

3.1 Introductory Remarks 

While rapid economic growth has made emerging markets major battlefields 

for global expansion from developed economies, a growing number of firms from 

emerging markets are going overseas. In the last decade, global expansion by 

emerging economies has almost caught up to the speed of developed economies in 

emerging markets. For example, according to the Thomson Securities Data 

Corporation's (SDC) Mergers and Acquisitions Database, the global expansions by 

firms in emerging economies (e.g., BRIC) have increased by 8% in the last decade, 
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a growth rate that approaches that of expansions by firms in developed economies 

in the same period. Some well-known expansions by firms in emerging economies 

include China’s Lenovo acquiring IBM’s personal-computer business in 2005; 

China’s Geely's acquiring Volvo in 2010; India’s Tata purchasing Jaguar and Land 

Rover in 2008; and India’s HCL buying the UK's Axon Group in 2008.   

Among alternative entry modes for global expansion such as joint venture and 

greenfield, cross-border M&As have become a widely adopted entry mode for 

companies to quickly access a foreign market and obtain acquired firms’ resources 

such as the knowledge base, technology, and human resources (Shimizu et al. 

2004). While much research has been conducted on cross-border M&As, many 

studies have focused on either the selection of cross-border M&As compared with 

other entry modes (e.g., Osland, Taylor and Zou 2001; Meyer et al. 2009) or the 

post- M&A performance (e.g., Capron and Hulland 1999; Homburg and Bucerius 

2005; Chakrabarti et al. 2007; Swaminathan, Murshed, and Hulland 2008; Aybar and 

Ficici 2009; Chari et al. 2010; Gubbi et al. 2010). In fact, an M&A procedure typically 

-completion stage and a post-M&A integration stage 

(Boone & Mulherin 2007; Dikova, Sahib, and Witteloostuijn 2010). While it is 

challenging to integrate companies from different countries during the post-M&A 

stage, it is also very risky in the pre-completion stage. In the past several decades, 

there have been high failure rates in completing cross-border M&As. For instance, 

empirical evidence suggests that up to 25% of the M&A attempts were abandoned at 

some point in the pre-completion stage (Holl and Kyriazis 1996; Dikova et al. 2010). 

Muehlfeld, Sahib, and Witteloostuijn (2007) reported a range from 14% to as high as 

25% of domestic deals that were abandoned or suspended for long periods. In our 

sample of cross-border M&As, this number reaches as high as 38% due to more 
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complicated international environments. However, little research has explored the 

factors that influence the completion success and how firms can enhance their 

chances of successfully completing a cross-border M&A during the pre-completion 

stage.  

Withdrawing an announced M&A deal can be costly to acquirers, entailing 

substantial costs (e.g., penalties), which in some cases can be as high as over 6% 

of the purchase value (Rosenkranz and Weitzel 2005). In addition to the costs 

involved in the M&A pre-completion stage (e.g., payments to lawyers and M&A 

agents, as well as resources and time invested) and substantial penalties on the 

break of a contract, a substantial proprietary cost could also be incurred (Luo 2005). 

For instance, competitors may figure out the firm’s strategic move and long-term 

deployment based on M&A announcement information. Furthermore, the termination 

of an M&A deal can also ruin the acquirers’ reputation and credibility (Luo 2005). 

Although an M&A deal termination may be more beneficial to acquirers than 

proceeding with a transaction that could cause dramatic future losses, firms 

essentially aim at a successful deal completion (Dokiva et al. 2010). Hence, it is 

crucial for global marketers to understand the influential factors of a successful 

cross-border M&A completion. 

Although a few recent works have started to focus on this issue (Muehlfeld et 

al. 2007, 2012; Dokiva et al. 2010), none of them have investigated the completion 

of the cross-border M&As that are particularly related to rapidly growing emerging 

markets. Given that emerging markets may have some inherent characteristics that 

are essentially different from developed countries at the country level (e.g., social, 

cultural, legal, and regulatory environments) as well as the firm level (e.g., capital 

strength and past M&A experience), the impact of these factors on an M&A 
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completion can be fundamentally different for global expansions via cross-border 

M&As “to” vs. “from” emerging markets. Furthermore, as emerging markets play 

increasingly important roles in the success of many international firms (Burgess & 

Steenkamp 2006), there is a pressing need to understand whether and how cross-

border M&As initiated from emerging markets differ from those from developed 

countries.  

In this paper, we study an intermediary period during the completion of a 

cross-border M&A: the public-takeover process, which starts when the acquirer 

announces its intention of acquiring or merging with a target company and ends with 

a completion announcement (or a withdrawn announcement). We develop a 

conceptual framework in which to investigate the influential factors on this particular 

period of cross-border M&A completion and compare two types: (1) an inbound M&A 

in which a firm from a developed economy acquires a firm in an emerging economy 

(i.e., global expansions to emerging markets), and (2) an outbound M&A, in which a 

firm from an emerging economy acquires a firm in a developed economy (i.e., global 

expansions from emerging markets). We use a sample of 1,666 cross-border M&As 

related to the two largest emerging markets, China and India, from 1980 to 2009 to 

empirically examine the potential differences in terms of the influential factors on the 

completion of two types of M&As.  

Our empirical analysis reveals some fundamental differences between the 

two types of cross-border M&As. Specifically, we find that country-level factors, 

which measure the differences between the two countries involved (e.g., differences 

in political, trade, and legal environments), are the most influential factors for the 

successful completion of inbound M&As. However, firm-level factors, which measure 

the acquirer’s capability (e.g., firm size and experience), are the most influential 
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factors for the completion of outbound M&As. Furthermore, we also find an 

asymmetric effect of past M&A experience on the completion of cross-border M&As. 

In particular, we find that while past M&A experience may hinder the completing of 

inbound M&As, it helps to improve the completion of outbound M&As. 

These findings contribute to the literature on market entry and international 

marketing and provide useful managerial implications to global marketers on 

enhancing the success of global expansions. To our knowledge, this is the first study 

in market-entry literature to investigate an important but underexplored issue-the 

completion of M&As. We provide a theoretical framework regarding the impacts of 

country- and firm-level factors on the completion of cross-border M&As and 

empirically demonstrate two opposite impacts: the negative impacts of country-level 

factors (i.e., country law, regulation distance, and country- risk distance) and the 

positive impacts of firm-level factors (i.e., size and past M&A- completion 

experience).  

Furthermore, this work adds to a fast-growing stream of research examining 

marketing strategy in emerging markets and how they may differ from those in 

developed markets (e.g., Yin and Choi 2005, Johnson, Yin, and Prasanna, 2012, 

Sudhir and Talukdar 2012, Kushwaha and Petersen 2012, Shen and Xiao 2012, 

Tellis and Chandrasekaran 2012). Our research explicitly compares global 

expansions to and from emerging markets. Our findings about the fundamental 

differences of the completion of the two types of cross-border M&As imply that 

multinationals from developed countries and newcomers from emerging markets 

should focus on different risk related factors. For example, in the case of developed 

multinationals entering fast-changing emerging markets (i.e., inbound M&As), more 

attention should be given to country-level factors to avoid potential pitfalls that may 
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lead to the abandonment of M&As. However, for newcomers from emerging markets 

that are entering developed countries (i.e.,outbound M&As), more consideration 

should focus on enhancing their own capabilities in completing cross-border M&As.  

The rest of the paper is organized into three sections. We first discuss the 

theoretical background and develop a conceptual framework concerning the 

successful driving forces of cross-border M&As and the differences between the two 

types of cross-border M&As. We then introduce the empirical model, present our 

data, and discuss our empirical analyses and findings. We conclude with a 

discussion of contributions, managerial implications, and opportunities for future 

research. 

3.2 Theory and Hypothesis 

3.2.1 M&A Procedure and Deal Completion 

A -

completed stage and a post-merger integration stage (Boone & Mulherin 2007; 

Dikova et al. 2010), as shown in Fig. 3-1. The pre-completed stage begins with the 

“private-takeover process” when an acquiring firm considers a number of potential 

bidders (i.e., the target company) and asks them to submit a preliminary indication of 

interest (Muehlfeld et al. 2012), or vice versa (Boone and Mulherin, 2007). After 

signing a confidentiality agreement, the interested bidders will receive private 

information of the acquiring company and engage in initial negotiations until one 

bidder has been selected (Boone and Mulherin, 2007; Dikova et al. 2010; Muehlfeld 

et al. 2012). The acquiring company will then perform a detailed analysis (i.e., due 

diligence) to assess the organizational fit with the selected target based on a range 

of criteria such as relative size, type of business, capital structure, organizational 

strengths, core competencies, market channels, etc. The private-takeover process 



 

70 

ends when the acquiring company reaches a preliminary agreement with the target 

company and announces it in the financial press—the date of which is referred to as 

the “date announced” in Figure 3-1. Accordingly, the M&A procedure enters the 

“public-takeover process,” the second period in the pre-completion stage. During this 

period, the acquirers will make further objective, independent examinations (due 

diligence) of targets, focusing on financial issues, assets and business valuation, 

foreign-government regulations, risk expropriation, etc. Finally, both parties will 

decide whether to close up the deal or not (i.e., complete or abandon it). If the M&A 

can be completed, then the second period ends with the completion announcement, 

the date of which is referred to as the “date effective” in Figure 3-1. 

The second period in the pre-completion stage, the public-takeover process, 

can take several months (Dikova et al. 2010) or may end up in failure. As a detailed 

analysis has already been performed during the private-takeover process, what 

might cause the termination of an announced M&A? We argue that withdrawing the 

announced M&A is caused by unanticipated new information/knowledge available to 

firms after entering the public-takeover stage, which can be the results of both 

unexpected changes occurred in the public-takeover stage, and misunderstanding of 

existing information or overlooking some important information in the private-

takeover process.     

First, the business environment in a country might change during the public-

takeover process; for example, new regulations and/or new economic policy could 

be imposed. In response, the two firms, the acquirer and target, may have to re-

evaluate the risk and returns of an announced M&A and renegotiate the deal with 

their partner. Subsequently, one or more of the parties might be determined to 

withdraw if the returns of the intended M&A are adversely affected under the new 
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business conditions. As most of the unexpected changes are beyond the two firms' 

control, the likelihood of a deal completion can be significantly affected by these 

changes during the public-takeover process. Second, in addition to the unexpected 

changes, the assessment performed during the private period and the public-

takeover period have different focuses: the former is primarily on strategic decisions 

of organizational fit and strategic compatibility, the latter, however, also on both 

strategic and administrative activities related to compliance with regulations, and 

final negotiations on future strategies and implementation of announcement 

strategies (Muehlfeld et al. 2012). 

 Hence, as the investigation and negotiation process proceeds to 

administration and implementat.ion issues, the two firms may identify some 

information that has been overlooked in the private-takeover process (Hotchkiss et 

al. 2005), or perhaps there is a misinterpretation or misunderstanding of each other's 

strategic goals, financial evaluations, etc. A new understanding and newly identified 

information may reveal some potential conflicts between two parties, thus making 

them reconsider and renegotiate. As a result, they may have to abandon the deal if 

the conflicts cannot be resolved.   

Thus, to evaluate the completion likelihood of the two types of announced 

M&As (inbound and outbound, as previously defined), one needs to examine the 

likelihood of these causes occurring given the characteristics of the two countries, 

the two firms, and the deal. In the following section, we first identify influential factors 

at the country, firm, and deal level under which these causes are likely to happen 

and then develop hypotheses concerning the impact of these factors on the 

completion likelihood of cross-border M&As and their differential impacts on the two 

types of cross-border M&As.       
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3.2.2. Country-Level Factors 

According to the extant literature on cross-border M&As, the post-M&A 

performance can be largely affected by the distance between the home and host 

countries in their cultural, economic, regulatory, and legal environments (Shimizu et 

al. 2004). Among variables that measure country-level distances, we expect that the 

two most widely examined and relevant factors to fledgling emerging countries—

country law and regulation distance as well as country-risk distance—can affect the 

likelihood of announced M&A completion.  

Country law and regulation distance. This factor captures two countries’ 

differences in laws and regulations that are related to business and is also known as 

the difference in the “rule of the game in a society” (North 1990). We expect that 

differences in law and regulation distance might adversely affect a deal completion 

because of the complexity of these systems within individual countries, which greatly 

increases the likelihood of misinterpretation, poor understanding, and important 

information negligence, and in turn might reduce the probability of an announced 

deal completion. According to institutional theory, institutions, which are the rules of 

a society or “humanly devised constraints that shape human interaction” (North 

1990), are nation-specific (Dikova et al. 2010). That is, the rules of the game vary 

across nations. Some rules may be unique to a jurisdiction or incompatible. In 

addition, nearly every jurisdiction has its own stock exchange rules, securities laws, 

and corporate law statutes (Keegan and Green 2011). When two countries differ 

greatly in terms of legal and regulatory environments, firms involved in cross-border 

M&As may encounter legal and regulatory complexities that cannot be fully 

interpreted (and comprehended) based on their native knowledge and skills (Dikova 

et al. 2010). As a result, firms may misjudge the chance for an M&A success or 
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overlook some important aspects related to the deal. If the parties realize such 

misjudgments or negligence after the M&A is announced, they may have to abandon 

the deal during the public-takeover period. A recent example, the failure of China 

National Offshore Oil Corporation (CNOOC)’s effort to acquire the U.S. oil company, 

Unocal, illustrates the underestimate of political risk. Soon after CNOOC made an 

acquisition bid of $18.5 billion in cash for Unocal on June 23, 2005, there was strong 

opposition in Washington, which continued to grow and eventually forced CNOOC to 

withdraw its bid. As expressed by CNOOC in a written statement, “the political 

environment has made it very difficult for us to accurately assess our chance of 

success, creating a level of uncertainty that presents an unacceptable risk to our 

ability to secure this transaction” (The Washington Post, August 2005).      

As the distance in individual countries’ legal and regulatory environments 

becomes significantly large, complexity can increase substantially. It then becomes 

difficult for acquirers to fully understand and adjust to an extensively different legal 

and regulatory environment, which can seriously increase the likelihood of 

negligence and poor understanding, and may eventually impede the deal 

completion. In the CNOOC example, while the Chinese executives expected 

opposition and a thorough review by The Committee on Foreign Investment in the 

United States, they were still shocked by the intensely negative reaction from 

Congress (The Washington Post, August 2005).      

Country-risk distance. According to international business and international- 

marketing literature, country risk refers to the risk of investing in a country in which 

drastic changes in the business environment may adversely affect profits or the 

value of assets (e.g., Rothaermel, Kotha, and Steensma 2006; Johson and Tellis 

2008). The overall country risk in an international market can come from two 
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sources: political and economic (Rothaermel, Kotha, and Steensma 2006). Political 

risk “is the possibility of a change in a country's political environment or government 

policy that would adversely affect a company's ability to operate effectively and 

profitably” (Keegan and Green 2011, p.129). Such changes can take extreme forms 

of expropriation and civil disorder or ethnic conflict to less-extreme forms of tax 

increases, exchange-rate control, imposition of tariffs and restrictions on foreign 

investment (Keegan and Green 2011). Similarly, economic risks, including financial 

risks, refer to “economic forces that may result in drastic changes in the business 

environment which are detrimental to foreign business” (Rothaermel, Kotha, and 

Steensma 2006, p.59). Some economic risks that foreign businesses often 

encounter could be in the form of recessions or market downturns, currency crises, 

or sudden bursts of inflation (Johnson and Tellis 2008). Accordingly, different than 

country law and regulation distance that measures the differences in legal and 

regulatory environment between the home and host countries, country-risk distance 

measures the difference between two countries in the likelihood of dramatic changes 

that may be caused by political and economic forces in the business environment 

and adversely affect the firms involved in M&As.  

Country-risk distance might affect the deal completion in three ways. First, the 

higher the country-risk distance, the more likely that the country with higher risk 

(either home or host country) may encounter adverse changes in its political or 

economic environment during the public-takeover period. Such adverse changes 

may either reduce the potential of the announced M&A or entail losses to firms 

involved, which in turn reduces the likelihood of deal completion. Second, even 

adverse changes may not significantly affect the M&A potentials; such changes 

could create new information for firms involved in the M&A to comprehend in the 
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short period of time that comprises the public-takeover period. Due to time pressure 

after the M&A is announced, the likelihood of misunderstanding and misjudging the 

potentials of the announced M&A increases and in turn the likelihood for firms to 

abandon the M&A. Third, drastic changes can also create great uncertainty to firms 

involved in the M&A concerning future market stability and hence reduce their 

confidence in doing business in such a changing business environment. Overall, as 

country-risk distance enlarges, the likelihood of adverse changes can significantly 

increase in the high-risk country, which in turn, decreases the likelihood of deal 

completion. 

In sum, we expect that both the country law and regulation distance and 

country-risk distance can negatively affect the completion of cross-border M&A and 

propose the following hypothesis:  

H1 (country-level factors: impact on M&A completion): In cross-border 

M&As, the country differences between the home and the host country can affect the 

likelihood that the announced deal will be completed. Specifically, the deal is less 

likely to be completed as:   

 The distance in country law and regulation increases,  

 The distance in country-risk distance increases. 
 
Inbound Vs. outbound. Considering the two types of M&As: inbound M&As 

(i.e., global expansions to emerging markets) and outbound M&As (i.e., global 

expansions from emerging markets), we expect that the direction of cross-border 

M&As (i.e., inbound vs. outbound) moderates the impact of country-level factors 

such as country law and regulation distance and country-risk distance on an 

announced M&A completion. Specifically, we expect that the negative impacts of two 

country-level factors are stronger on the deal completion of the inbound M&As than 

on outbound M&As.  
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Earlier, we suggested that when the distance in two countries’ legal and 

regulatory environment is large, firms involved in cross-border M&As may encounter 

difficulties in fully understanding the legal and regulatory requirements of the host 

country based on their native knowledge and skills and, as a result, may misinterpret 

or neglect some important aspects in completing the M&A deal. Such 

misinterpretation and/or negligence can severely impede the announced M&A 

completion during the public-takeover period. Compared with  outbound M&As, it is 

more likely that firms involved in inbound M&As would encounter such 

misinterpretation and/or negligence and consequently withdraw than in outbound 

M&As. Note that inbound M&As involve acquirers from developed countries merging 

with or acquiring firms from emerging markets. Unlike the developed countries that 

have established relatively concrete, comprehensive, and transparent legislation and 

regulations for doing business, emerging markets still lack adequate and transparent 

legislation and regulations for doing business (Hitt et al. 2000). In emerging markets, 

business may be conducted on the interpretation of individual officials who are in 

charge of starting and operating a business (Henisz and Zelner 2010). In such a 

business environment, with murky laws and poorly defined legislation and 

regulations, acquirers from developed countries often find it hard to fully understand 

how to do business (The Washington Post, April 02, 2011). This significantly 

increases the likelihood of misunderstanding and negligence and in turn reduces the 

chances of success of the announced inbound M&As. In contrast, while acquirers 

from emerging markets still have to exert great effort in understanding the legal and 

regulatory requirements for their intended M&As in developed countries, it is 

relatively easier for them to comprehend as the legal and regulatory systems in 

developed markets are usually complete and clear. Thus, the chance for 
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misunderstanding and negligence would be relatively lower for outbound M&As than 

for inbound M&As, and, as a result, the distance in the legal and regulatory 

environment between developed and emerging countries negatively impacts the 

deal completion of the announced outbound M&As to a lesser extent than that of 

inbound M&As.  

Similarly, we expect the negative impact of country-risk distance on the deal 

completion to be higher for inbound M&As than for outbound M&As. In general, the 

level of country risk is inversely related to a country’s stage of economic 

development (Keegan and Green 2004). Compared with developed economies, 

emerging markets have a relatively higher level of country risk, with a higher 

probability of changes in their political and economic environment. Such changes 

can be a sudden government regime change due to a history of political strife, tax 

increases, exchange rate control, or imposition of tariff and restrictions of foreign 

investment because of rapid economic reforms (Arnold and Quelch 1998). As 

reported in The Washington Post (April 02, 2011), many foreign investors have been 

frustrated by India’s unpredictable tax policies. Vodafone, the global 

telecommunications giant, for example, was slapped with a $2.5 billion capital gains 

charge in India for an interpretation of the country’s tax law without precedent. 

Consequently, the U.S. and British ambassadors, the European Commission, and 

four other countries wrote to India’s finance minister that “the growing 

unpredictability in India’s tax policies creates unquantifiable risks in investment 

planning,” and they are concerned that “this uncertainty could affect the confidence 

of those thinking of investing in the Indian market” (The Washington Post, April 02, 

2011).  A World Bank study in 2004 revealed that 15%–30% of the contracts 

covering $371 billion of private infrastructure investment in the 1990s were subject to 
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government-initiated renegotiations or disputes in emerging markets (Henisz and 

Zelner 2010).    

As many of these political and economic changes are difficult to foresee in 

emerging markets, acquirers from developed countries may be subject to one of 

these changes that proves to be detrimental after they announce an inbound-M&A 

deal in the emerging market. Consequently, they may be forced to withdraw from the 

deal. Conversely, in a developed country, the host country in the outbound M&A 

tends to have more entrepreneur friendly regulations, better protection of intellectual 

property rights, less corruption, and more transparent and better-functioning capital 

markets, all of which makes the outcome easier to forecast. Thus, due to the fast-

changing and highly uncertain environment in emerging markets, the negative 

impact of country-risk distance on deal completion might be higher for inbound 

M&As relative to outbound M&As 

Based on the above arguments, we develop the following hypothesis:  

H2 (country-level factors: inbound vs. outbound M&As):The negative 

impact of country-level distances on deal completion is stronger for inbound than 

outbound M&As. Specifically,  

 The distance in country law and regulation has a stronger negative effect on 
inbound than outbound M&As,  

 The distance in country-risk distance has a stronger negative effect on 
inbound than outbound M&As.  

3.2.3. Firm-Level Factors 

Compared with country-level factors that are mostly beyond a firm's control 

and represent main challenges that cross-border M&As encounter, firm-specific 

advantages (i.e., financial capability, human resources, and cross-border M&A 

knowledge) can significantly enhance the success of global entry (Johnson & Tellis 
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2008). Built on the resource-based- view literature (e.g., Barney 1991), we expect 

that two firm-level factors, firm size and experience on cross-border M&As, which 

reflect the tangible and intangible resources at the firm's disposal, can significantly 

enhance the completion of cross-border M&As. 

Firm size. There are three reasons why larger firms might have a greater 

completion rate than smaller firms for the announced cross-border M&As. First, 

larger firms have more resources or can commandeer more resources than smaller 

firms (Bonaccorsi 1992; Johnson & Tellis 2008), which in turn greatly reduces the 

possibility of misunderstanding and negligence during the private-takeover stage. 

For example, a larger firm can hire an experienced local-consulting firm and lawyers 

to help them better prepare and negotiate for the intended cross-border M&A. 

Second, because the opportunity costs of incomplete M&A deals tend to be higher 

for larger firms as they have more business partners and stakeholders, they are 

more motivated to avoid a deal failure. Also, as it is more detrimental to their 

reputation if the announced M&A fails, larger firms are more motivated to try all 

means to eliminate potential misunderstanding or negligence during the private-

takeover process. Third, during the public-takeover stage, large firms can take 

advantage of financial resources to finalize/secure the deal, especially when they 

encounter misunderstandings, negligence, or adverse changes. Overall, we argue 

that as firm size represents tangible resources that a firm possesses, the larger the 

acquirers, the more likely they can complete the announced completed M&A deals. 

M&A experience. Literature has suggested that organizations can learn from 

their past experience of post-M&A management and apply the knowledge and skills 

accumulated to the integration of new M&As (Shimizu et al. 2004). Two recent works 

have also shown that acquirers can benefit from their past M&A-completion 
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experience by transferring some of the acquired skills and knowledge to the 

completion of a new M&A (Dikova et al. 2010; Muehlfeld et al. 2012). While these 

two works primarily focus on M&A completion without specifically related to 

emerging markets, we expect that past-completion experience can also help 

improve the success of completing both inbound and outbound M&As that are 

related to emerging markets. For example, a previous M&A-completion experience 

enables a company to know what important information should be assessed and 

anticipated (e.g., what might be regulatory barriers in the host country) and to better 

negotiate and prepare respective strategies when encountering obstacles during the 

public-takeover process. Furthermore, firms that have successfully completed cross-

border acquisitions in the past may have developed organizational routines for the 

takeover process, and how to access outside financial, legal, or other resources 

(Shimizu et al. 2004). Hence, we propose the following two hypotheses regarding 

the impact of two firm-level factors on the completion of inbound and outbound 

M&As.  

H3 (firm-level factors: impact on M&As completion): In cross-border 

M&As, the firm-level factors can affect the likelihood that the announced deal will be 

completed. Specifically, the deal is more likely to be completed as   

 The size of the acquirer increases,  

 The acquirer’s experience in cross-border M&As increases.  
 
Inbound vs. outbound. In contrast to the two country-level factors that have 

more negative impacts on the deal completion of inbound M&As than on outbound 

M&As, we expect that the firm-level factors will have more positive impacts on the 

deal completion of outbound M&As than on inbound M&As. There are three reasons 

for this. First, compared with acquirers from developed countries, large-size 

acquirers from emerging markets might enjoy more resources because of the 
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important roles they play in their home-country economy. Most emerging markets 

impart special favors on large firms (The Economist, 2010). For instance, large firms 

have been found to have enduring advantages in attracting and training talents in 

rapidly growing emerging markets (The Economist, 2010). Because of the 

inefficiency of emerging markets, and their financial markets in particular, a firm’s 

size may signal its credibility and capability, which further helps large firms secure 

more external resources for globalization, such as generous financial aid, favored 

policies from the government, or financing privileges from the local banks. Thus, 

large acquirers from emerging markets, the acquirers in outbound M&As, have more 

resources to better prepare and negotiate during the private-takeover stage and to 

renegotiate, if necessary, when new information emerges (e.g., policy changes) or 

misunderstanding and negligence is found during this stage. In contrast, because of 

the highly competitive and relatively efficient markets in developed countries, large 

acquirers from developed countries, the acquirers in the inbound M&As, have no 

such advantages in securing more resources as acquirers in the outbound M&As. As 

a result, firm size plays a more positive role in the completion of M&A deals for 

outbound M&As than for inbound M&As.   

Second, in regard to the impact of past-completion experience on inbound 

M&As vs. outbound M&As, we expect it is much easier for acquirers to learn from 

this experience in a developed country (the host country of outbound M&As) than in 

an emerging market (the host country of inbound M&As). In examining the limitations 

in which firms apply their resources, the resource-view literature has suggested that 

firms' resources are only important as long as the “rule of the game” in the industry 

remains relatively fixed (Kraaijenbrink, Spender, and Groen 2010). In regards to our 

application of past M&A-completion experience (i.e., an intangible resource), 



 

82 

because the business environment (i.e., legal and regulatory environment) in 

developed countries is well-defined, transparent, and relatively stable over time, the 

acquirers from emerging markets can easily summarize their experience from their 

past M&A completions and apply to a new one.  

Finally, because the acquirers from emerging markets are newcomers in 

global expansion, they have considerably limited knowledge about the process of 

cross-border M&As. According to the resource-based-view (e.g., Barney 1991), 

resources in general can be transformed into a competitive advantage only if they 

are valuable, rare, and hard to imitate. For young players on the globalization stage, 

because of their limited knowledge of cross-border M&As, learning from past 

experience is extremely valuable and tends to be more effective in helping to 

manage the completion of a new cross-border M&A. As reported in McKinsey 

Quarterly (2008), previous cross-border experience and talent in this kind of 

experience are shown to greatly affect the success of global expansion from 

emerging markets. The lengthy negotiation between Lenovo and IBM (about 18 

months) demonstrates that even the best Chinese firms have still not developed the 

killer instinct or are skillful enough to close a deal quickly (Financial Times, 2006). In 

contrast, for acquirers from developed countries, those who have substantial 

experience in processing a cross-border M&A, learning from the past tends to be 

less effective as organizations may develop inertia and become used to their 

existing routines.  

Based on the above analysis, we have the following hypothesis: 

H4 (firm-level factors: inbound vs. outbound M&As): The positive impact 

of firm-level factors on deal completion is stronger for outbound than inbound M&As. 

Specifically,  
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 The size of the acquirer has a stronger positive effect on outbound than 
inbound M&As.  

 The acquirer's experience has a stronger positive effect on outbound than 
inbound M&As. 

3.3 Empirical Analysis 

3.3.1 Model  

We apply a logistic-regression model with M&A-deal completion as a 

dependent variable to estimate how the completion likelihood of a cross-border M&A 

is affected by the country- and firm-level factors (e.g., Muehlfeld et al. 2007, 2012; 

Dokiva et al. 2010). Specifically, the probability of deal completion is assumed to be 

a logistic function of exploratory variables such as country-level, firm-level variables 

and other control variables  
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where Xi is a vector of explanatory variables, with coefficient  being a vector 

of parameter estimates. i is an indicator of M&A deals. The empirical specification for 

function Xi  is given by   
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Where  law_reg_disi  and country_risk_disi denote the distance in law and 

regulation and the distance in country risk between the home country and host 

country at the time when an M&A deal i is announced, respectively. The variables 

SIZEi  and EXPi  denote the acquirer's size and past M&A experience of the M&A 

deal i, and outi  is set to 1 for the outbound M&A i, and 0 for the inbound M&A i. The 

vector controli includes all other country-, firm- and deal-level variables, which we 

explain in detail in the following empirical section. Thus, the coeff 1-4 

capture the main effect of country- and firm-level factors on the likelihood of deal 
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completion, which are hypothesized in H1 and H3; whereas the coefficients of the 

interaction terms between country- or firm-level variables and variable outi 5-8, 

capture the moderating effects of M&A direction on the cross-border M&A 

9 represents the main 

10-18 is a 

vector of coefficients of control variables. 

3.3.2 Data 

We collected all cross-border M&As related to emerging markets from the 

Thomson Securities Data Corporation's (SDC) Mergers and Acquisitions Database. 

This database provides comprehensive information about M&A deals worldwide on 

the date of a cross-border M&A's announcement, its completion status, acquirer and 

target's information, and deal-specific information. It has been extensively used in 

academic research on M&As in management, finance, international business, and 

marketing (e.g., Dikova et al. 2010; Swaminathan et al. 2008; Beckman and 

Haunschild 2002).  

To empirically examine and compare the impact of country- and firm-level 

factors on the completion of two types of cross-border M&As, we constructed two 

samples: inbound M&As and outbound M&As. The inbound sample consists of all 

publicly disclosed M&As whose acquirers are from developed countries and targets 

are firms in one of two emerging markets—China and India. The outbound sample 

consists of all publicly disclosed M&As whose acquirers are either Chinese or Indian 

firms and targets are firms in developed countries. We focus on the cross-border 

M&As that expanded to or from these two leading emerging markets, as China and 

India have become major players in the world economy and cross-border M&As 

related to China and India accounted for 68% of the total cross-border M&As that 
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are related to emerging markets (i.e., BRIC) in the last decade, respectively. 

Following Burgess and Steenkamp (2006), we used the FTSE Group's classification 

of “Developed Markets” to classify 22 countries as developed countries in our two 

samples, including the United States, the United Kingdom, Canada, Japan, France, 

Australia, Germany, Netherlands, Switzerland, Sweden, Italy, Belgium, Finland, 

Spain, Norway, Denmark, New Zealand, Austria, Luxembourg, Greece, Portugal, 

and Singapore.   

The cross-border M&As in our two samples span from 1980 to 2009, a period 

that includes the time when the Chinese and Indian governments first opened their 

doors to foreign investors in the early 1980s, and when many of the leading Chinese 

and Indian firms started going global in the l990s. To identify reliable and meaningful 

data, we further selected the cross-border M&As in which acquirers are public firms 

(target firms might either be public or private firms). Focusing on publicly traded 

acquirers allowed us to collect rich financial information of acquirers in our samples. 

Overall, our inbound and outbound samples comprise 1,212 and 454 cross-border 

M&As, respectively. Table 3-1 provides the distribution statistics of the cross-border 

M&As in our two samples. 

3.3.3 Variables  

Deal completion. The dependent variable in our empirical analysis is the 

completion status of announced M&As. Following literature (e.g., Bao and Edmans, 

2009; Muehlfeld et al. 2007, 2012; Dokiva et al. 2010), we define the deal 

completion to be 1 if the deal is completed and 0 otherwise. As stated earlier, the 

Thomson SDC's M&A database provides information about the announced M&As on 

the dates of announcement and completion as well as the completion status (e.g., 

withdraw or pending). According to the literature, the median number of days to 
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completion is about 62 with 94% of all deals completed within a year (e.g., Muehlfeld 

et al. 2012). Within our sample related to emerging markets, the mean number of 

days to completion is about 69 for all deals, with 79 days for the inbound sample and 

44 days for the outbound sample, respectively. Since we examine the completion 

status till the April of 2013, four more years after 2009, for the cross-border M&As 

that were pending till the April of 2013, we considered them to be withdrawn. 

Country law and regulation distance. Following management and 

international- business literature (e.g., Meyer et al. 2009; Gubbi et al. 2010), we 

apply the economic- freedom index developed by the Heritage Foundation to 

construct the variable for country law and regulation distance between the home and 

host countries. As property-right protection plays an important role in cross-border 

M&As (e.g., Chari et al. 2010), we use a country's freedom score in property rights, 

developed by the Heritage Foundation, to proxy a country's law and regulation 

environment. We then adopt the formula in Tsang and Yip (2007) and measure the 

distance in law and regulation between two countries as the freedom score of the 

host country divided by that of the home country for inbound M&As. For outbound 

M&As, the distance in law and regulation is measured in the reverse way: i.e., the 

freedom score of the home country is divided by that of the host country. 

Accordingly, the higher the variable value, the smaller the distance in law and 

regulation between the two countries.  

Country-risk distance. In line with the literature (e.g., Johnson & Tellis, 

2008; Dikova et al. 2010), we derive the country-risk distance using the country-risk 

score from the PRS Group's International Risk Guide, which provides a three-

dimensional measure for each country on political, financial, and economic risk. 

Specifically, following Johnson & Tellis (2008), we first develop a composite country-
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risk measure for each country (see the explanation in the PRS Group's International 

Risk Guide and Johnson & Tellis 2008). Similar to the measurement for country law 

and regulation distance, we then measure the country-risk distance as the country-

risk score of the host country divided by that of the home country for inbound M&As 

and measure it in the reverse way for outbound M&As. Thus, the higher the variable 

value, the smaller the distance in country risk between the two countries.  

Firm size and M&A experience. Similar to the previous literature (e.g., 

Gubbi et al. 2010; Johnson & Tellis 2008), we measure the size of the acquirer as 

the natural logarithm of the acquirer's average total assets two years prior to the 

date when the acquirer announced the deal. The total assets are collected from 

Datastream and Thomson Research. The past M&A experience is measured as the 

number of completed deals by acquirers in cross-border M&As prior to the 

announced M&A deal. 

Control variables. Following Aguilera & Decker (2008), we measure Industry 

Relatedness to be 1 if the two SIC codes of the target and acquirer in a cross-border 

M&A are the same and 0 otherwise. The SIC codes are available from the Thomson 

M&A Database. We adopt Hofstede's four cultural dimensions to measure the 

cultural distance between the home and host country in a cross-border M&A (Geert 

1991). Specifically, we compute the cultural distance as  
4
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SA,i and ST,i denote the home country’s and the host country’s score on cultural 

dimension i. We incorporate the target-firm's ownership status, Public Target, in our 

empirical analysis such as public target = 1 when the target is a public firm and 0 

otherwise. Furthermore, we also control some deal-specific variables as provided in 

the Thomson M&A Database. Specifically, we use Stake Sought to measure the 
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percentage of stake that the acquirer seeks from the target, and Cash to capture the 

payment method of the deals such that Cash = 1 if the deal is paid totally through 

cash or 0 otherwise. Two other dummy variables are also incorporated such that 

Attitude = 1 if the manager perceived the deal as a friendly M&A and 0 otherwise, 

and Disclose = 1 if the transaction value of the deal is disclosed in the public 

announcement or 0 otherwise. Finally, we use Year to capture the time trend and 

define a dummy variable, India, to distinguish cross-border M&As related to India 

from those related to China, such that India = 1 if either the acquirer or target is an 

Indian firm and 0 otherwise. The descriptive statistics of all variables are reported in 

Table 3-2. 

3.3.4 Results 

 We estimate the logistic-regression model in Equations 3-1 and 3-2 by a full 

sample including the inbound and outbound sample together. Specifically, we first 

estimate the logistic-regression model without interaction terms to show the main 

effects of the country- and firm-level factors on the deal completion and then 

estimate the full model with interaction terms included. The estimation results are 

presented in the columns of Model 1 and Model 2 in Table 3-3, respectively. 

Because the test for heteroskedasticity using both the Goldfeld-Quandt test (p < .01) 

and White’s test (p < .01) suggested that heteroskedastcity might be a potential 

issue for our data, we use the corrected white co-variance matrix in both logistic-

regression estimations to correct the heteroskedastcity issue. Overall, as shown in 

Table 3-3, Model 2 (i.e., the full model) fits better than Model 1 (i.e., the main-effect 

model).     

Impacts of country-level factors. As shown in Model 1 of Table 3-3, both 

the coefficients of country law and regulation distance and the coefficient of country-
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1  = - 2 = -2.080, p < .01), 

suggesting that the larger country distance in law and regulation and in country risk, 

the less likelihood of an M&A deal completion. Thus, our empirical evidence shows 

the sign as predicted in H1(a) and supports H1(b). When considering the moderating 

effect of M&A direction, as shown in Model 2 of Table 3-3, the coefficients of the 

interaction terms between country law and regulation distance and Out and between 

country- 5  = .385, p < .01 and  6= 

5.079, p < .01), suggesting that the negative impacts of country distance in law and 

regulation and in country risk on the deal completion are weaker for outbound M&As. 

That is, the negative impacts of country distance in law and regulation and in country 

risk on the deal completion are stronger for inbound M&As than for outbound M&As. 

Thus, H2(a) and H2(b) are supported. Furthermore, as shown in Model 2 of Table 3-

3, the net impacts of country law and regulation distance and country-risk distance 

on the deal completion for inbound M&As (i.e., when Out = 0) are significantly 

1  = - 2  = -3.694, p < .01), whereas the net impacts of 

these two country-level factors on the deal completion for outbound M&As (i.e., 

when 15  26 =1.385, p 

> .1). This further suggests that country-level distance in law and regulation and in 

country risk between the home and host country are most influential in inbound 

M&As (i.e., global expansion from developed economies to emerging markets) than 

in outbound M&As. 

Impact of firm-level factors. As shown in Model 1 of Table 3-3, the 

3 = .138, p < .01), suggesting 

that the size of an acquirer can significantly increases the likelihood of deal 

completion. Thus, H3(a) is supported. To see the difference with regard to the 
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impact of acquirer size on the deal completion between inbound M&As and 

outbound M&As, we found in the results of Model 2 in Table 3 that the coefficient of 

7  

= .100, p < .05). This result implies that the positive impact of firm size on the deal 

completion is stronger for outbound M&As than for inbound M&As. Therefore, H4(a) 

is also supported.  

However, we found that the coefficient of a firm's past M&A experience is 

4  = -.010, p < .01), implying that a firm's past M&A 

experience could negatively impact the deal completion. Our further examination of 

the results of Model 2 in Table 3-3 shows that the coefficient of the M&A experience 

4  = -.008, p < .05) but the interaction term between M&A 

experience and Out is significantly positive (8 = .276, p < .01). These two results 

imply that while past M&A experience reduces the likelihood of the deal completion 

of inbound M&As, it increases the likelihood of the deal completion of outbound 

4+8 = .268, p < .05). Hence, H3(b) is only supported for outbound M&As 

and H4(b) are empirical supported.  

The negative impact of past M&A experience on the deal completion for 

inbound M&As suggests that the skills and knowledge that an acquirer developed 

through past cross-border M&As may hinder a new cross-border M&A completion. A 

possible reason for this negative impact of M&A experience may be because the 

accumulated skills and knowledge are market-specific. For example, the skills and 

knowledge that an acquirer has attained in developed countries for cross-border 

M&As may not be transferable to emerging markets. Thus, to investigate whether 

the learning effect from past M&A experience can be market-specific, we measure 

the past M&A experience using emerging-market experiences for inbound M&As 
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and using developed-market experience for outbound M&As. Specifically, instead of 

measuring the past M&A experience as a total number of past- completed cross-

border M&As regardless of where the host country is (i.e., at a global level), we 

measure the emerging-market M&A experience as a total number of past-completed 

inbound M&As particularly in China and India and measure the developed-market 

M&A experience as a total number of past completed outbound M&As where the 

host countries are developed countries as defined previously. The estimation results 

by incorporating such a market-specific experience are presented in Table 3-4. 

The results in the column of Model 1 and Model 2 in Table 3-4 correspond to 

the estimation results of main-effect model (without interaction terms) and of full 

model (with interaction terms), respectively, where the M&A experience is measured 

as market-specific. As shown in Model 1 of Table 3-4, the coefficient of M&A 

4  = .063) though insignificant (p < .1). When we 

incorporate the moderating effect of M&A direction, we find that while the impact of 

past M&A experience is still significantly positive on the deal completion of outbound 

4 + 8 = .290, p < .05), it is positive but insignificant on the deal completion 

of inbound M&As (4 = .024, p > .1). These results, combined with those in Table 3-3 

show that while the acquirers from emerging markets can benefit from past M&A 

experience in completing a new cross-border M&A in developed markets, the 

counterpart from developed economies may not benefit or may even suffer if the 

parties simply apply their skills and knowledge accumulated from the past to a new 

cross-border M&A in emerging markets. Such asymmetric-learning effects from past 

experience reflect the fundamental differences of emerging economies from 

developed economies as emerging economies are still transitional and their political 

regimes, economic structure, and regulations may change over time; thus, past 
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information acquirers have learned may not be applicable to the present. In contrast, 

as developed economies are relatively stable, during the private-takeover stage, 

acquirers can better prepare for what might happen in the intended cross-border 

M&A based on their past experience (especially from their past experience in 

developed countries), which helps acquirers enhance the completion of present 

cross-border M&As in developed countries.  

In sum, our empirical analyses reveal three key findings concerning the 

fundamental differences on the deal completion of two types of cross-border M&As. 

First, our results show that while country-level distance (i.e., the distance in country 

law and regulation and in country risk) can decrease the likelihood of cross-border 

M&A completion, firm-level factors (i.e., acquirer size) in general increase the 

likelihood of cross-border M&A completion. The former results concerning the impact 

of country-level distance are consistent with Dikova et al. (2010), which shows that 

the institutional distance (measured only by country-risk distance) reduces the 

likelihood of cross-border M&A completion. However, different from Dikova et al. 

(2010), which studied the deal completion of cross-border M&As in the service 

industry in developed countries, we examine the deal completion of cross-border 

M&As related to emerging markets and explicitly compare the deal completion of 

inbound and outbound M&As in emerging markets. 

Second, in comparing the deal completion between inbound and outbound 

M&As, we found that the negative impact of country distance (i.e., the distance in 

country law and regulation and in country risk) on the deal completion is stronger for 

inbound M&As than for outbound M&As, whereas the reverse pattern holds for the 

impact of firm-level factors. Specifically, the positive impact of firm-level factors (i.e., 
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the acquirer’s size) on the deal completion is stronger for outbound M&As than for 

inbound M&As.  

Third, we found different learning effects from past M&A experience on the 

deal completion of inbound and outbound M&As. Specifically, we found that 

acquirers from developed countries may be hurt when applying their past M&A 

experience to the cross-border M&As in emerging markets, as emerging markets are 

transitional and what acquirers learned may not be applicable to the present. On the 

contrary, we found that acquirers from emerging markets can actually benefit from 

their past experience in processing new cross-border M&As in developed countries, 

as the latter markets are stable and thus learnable. 

Robustness and validity of results. To examine the robustness and validity 

of our results, we performed several additional analyses. First, we tested for the 

multi-collinearity issue. As the variance-inflation factors (VIF) of all our variables are 

within acceptable levels (<10), multi-collinearity is not a major issue among the 

variables incorporated in the logistic-regression model. Second, as our sample of 

cross-border M&As is collected from various countries related to various industries 

and ranging for almost 30 years, there may exist certain correlations within 

countries, within industries, and/or within time periods. To control for such potential 

correlations across observations, we allow the covariance matrix of error term in our 

model to be non-identical (i.e., assuming the off-diagonal terms in the covariance 

matrix to be non-zero for observations within same countries, within same industries, 

and/or same years). The estimation results by controlling such correlations in error 

terms are presented in the column of Model 1 and Model 2 in Table 3-5. Specifically, 

Model 1 and 2 demonstrate the estimation results and adjusted-standard errors by 

controlling two levels of correlations: within-country and within-industry correlations 
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and three levels of correlations: within-country, within-industry, and within-time, 

respectively. As can be seen from the results of Model 1 and 2, the significance of 

our key results still hold when standard errors are adjusted.  

Third, to further control cross-industry and cross-country effects, we estimate 

the logistic-regression model in Eqs. (3-1) and (3-2) by incorporating some industry 

dummies and country-region dummies (see Table 3-6 for the distribution of cross-

border M&As in our sample by industry and by developed countries and the 

definitions of industry and region dummies). The estimation results by incorporating 

cross-industry and cross-region effects are presented in the column of Model 3 and 

Model 4 in Table 3-5. As shown in Model 3 and 4 of Table 3-5, our key results 

concerning the main effects of two country- and firm-level factors and the interaction 

effects between the two country- and firm-level factors and the M&A direction still 

hold when cross-industry and cross-region effects are incorporated. 

Finally, we also estimated our logistic-regression model by using several sub-

samples separately. Specifically, we separate our full sample into: (1) inbound and 

outbound samples, as we introduced earlier; and (2) India and China samples. The 

India sample includes inbound and outbound M&As, which are either to or from 

India, whereas the China sample includes inbound and outbound M&As which are 

either to or from China. The estimation results are reported in Table 3-8, where the 

first and second column provide the estimation results using the inbound and 

outbound sample separately, and the third and fourth column provide the estimation 

results using the India and China samples separately.  

As shown in the first and second column of Table 3-8, our results in Table 3-3 

still hold when we estimate the logistic regression using the inbound and outbound 

sample separately. For example, the impact of two country-distance variables, 
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country law and regulation distance, and country-risk distance, are mainly negative 

(except the insignificant impact of country-risk distance on the deal completion of 

outbound M&As); whereas the impact of two firm-level variables are mainly positive 

(except the impact of M&A experience is significantly negative, as we explained 

earlier). Also, when comparing the impact of the two country- and firm-level variables 

on the deal completion between inbound and outbound M&As, the results 

demonstrate a consistent pattern as that in Table 3-3. Lastly, as shown in the third 

and fourth column of Table 3-8, the estimation results by using the India and China 

sample separately also show a mainly consistent pattern as the full sample. The 

2 = 20.52, p >.1) further suggests that there is no systematic 

difference between the India and China sample, thus it is valid to combine the two 

samples together. 

3.4 Summations 

With rapid economic development in recent decades, emerging markets have 

become not only global centers attracting thousands of foreign-direct investment via 

cross-border M&As, but also global contenders with many of their companies using 

M&As as their main globalization strategy to expand aggressively worldwide. 

Clearly, it is challenging for both multinationals from developed countries to expand 

into emerging markets and upstart companies from emerging markets to expand into 

global markets. It is also difficult in processing both cross-border M&As and 

managing the post-M&A integration. While past literature has extensively studied 

what factors impact the post-M&A performance and focus mainly on the cross-

border M&As as related to developed markets, the impact of success in processing 

a cross-border M&A and how global expansion via cross-border M&As relate to 

emerging markets differ in their M&A directions (i.e., to vs. from emerging markets) 
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has been largely ignored. This paper examines an important period in the process of 

a cross-border M&Athe public takeover period (i.e., from when an intended cross-

border M&A is announced to the completion of such an announced M&A)—and 

investigates (1) what influential factors affect the completion of cross-border M&As 

that are related to emerging markets; and (2) how the impact of these factors differs 

in global expansions via cross-border M&As to emerging markets (i.e., inbound 

M&As) and from emerging markets (i.e., outbound M&As).  

3.4.1 Research Contributions  

First, this paper contributes to the marketing research on the success of 

foreign- market entry with a special focus on the success of completing cross-border 

M&As. In contrast to prior literature which has primarily focused on the performance 

of post M&As, we draw attention to an important but underexplored intermediary 

stage of completing cross-border M&Asthe public-takeover stage—and provide 

conceptual mechanisms to show how an announced M&A may end up failing. 

Specifically, we argue that three reasons could lead to an M&A failure: (1) 

unexpected changes; (2) misunderstanding of existing information; and (3) 

neglecting important existing information. We accordingly identify country-, firm- and 

deal-level factors and empirically demonstrate the opposite impacts of country- and 

firm-level factors. While the country-level distance (i.e., law and regulation distance 

and country-risk distance) decreases the likelihood of a cross-border M&A 

completion, firm-level factors (i.e., acquirer size and previous M&A experience) can 

enhance the likelihood of a cross-border M&A completion.  

Second, our findings suggest that multinationals from developed countries 

and upstart companies from emerging markets should recognize the fundamental 

differences of global expansions to and from emerging markets in completing their 
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cross-border M&As and pay attention to country- and firm-level influential factors. 

Specifically, our results imply that for multinationals from developed countries, the 

most significant risk, which is sometimes unforeseeable, is the possibility of changes 

in the investment environment in the host country when entering the emerging 

markets. The lack of understanding/preparation of such possibilities could potentially 

raise unexpected barriers that in turn cause the termination of an announced M&A.   

Finally, this paper also extends the learning theory in marketing and 

organizational- behavior literature by underscoring a new contingency in learning 

from past M&A- completion experience. Although previous literature has shown 

some contingencies that limit the transferability of past skills and knowledge to 

managing a new completed cross-border M&A, we add to the literature by showing a 

new contingencythe target market's economic development in transferring past 

M&A-completion experience to successfully completing a new cross-border M&A. In 

addition to two recent works (Dokiva et al. 2010; Muehlfeld et al. 2012), which have 

demonstrated the contingencies in learning from past completion experience such 

as institutional distance (i.e., country-risk distance) and industry similarity; we 

suggest that target-market development could be another contingency and, as such, 

learning from past-completion experience may be asymmetric. For example, when 

expanding to a target market that is still undergoing economic development and thus 

transitional, our results show that the skills and knowledge accumulated from this 

market or similar markets may not be helpful or may even be harmful to the 

completion of a new cross-border M&A in such markets. In contrast, when 

expanding to a target market that is well established and considerably stable, past 

M&A experience can help enhance the success of completing a new cross-border 

M&A.  
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3.4.2 Managerial Implications 

Despite the vast opportunities, engaging in and completing cross-border 

M&As related to emerging markets is usually highly uncertain. Given the substantive 

costs from the failure of a cross-border M&A (i.e., monetary cost, reputational cost, 

and information cost), it is critical for global companies to understand how they can 

enhance the chance of success of completing a cross-border M&As. 

Our findings provide some managerial implications for multinationals. First, 

we raise the attention for multinationals to the intermediary stage in completing a 

cross-border M&A the public-takeover stage. Despite the large amount of attention 

that has been paid to post-M&A management, we show the high failure rate in 

processing a cross-border M&A and identify three causes that can lead to the failure 

of an announced M&A. Thus, to enhance the chance of success in completing an 

M&A, multinational and upstart companies should assess how they can avoid the 

three possible pitfalls. For example, to avoid any unexpected change that is 

detrimental to the intended M&A deal, global companies may have to evaluate the 

host country's political, legal, and regulatory environment or consult expertise to 

better anticipate any possible regulatory change and prepare respective strategies 

before announcing their deals (i.e., during the private-takeover stage). To avoid 

misunderstanding or negligence, a thorough analysis/research of the target 

company and its host country is also needed.  

Second, our findings suggest that multinationals from developed countries 

and upstart companies from emerging markets should recognize the fundamental 

differences of global expansions to and from emerging markets in completing their 

cross-border M&As and pay attention to country- and firm-level influential factors. 

Specifically, our results imply that for multinationals from developed countries, the 
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most significant risk, which is sometimes unforeseeable, is the possibility of changes 

in the investment environment in the host country when entering the emerging 

markets. The lack of understanding/preparation of such possibilities could potentially 

raise unexpected barriers that in turn cause the termination of an announced M&A.  

On the contrary, our results that firm-level factors (i.e., size and experience) 

are more influential in global expansions from emerging markets imply that the 

strongest impacts on the success of a M&A deal come from the acquirers 

themselves. While understanding that country-level differences are still important to 

newcomers from emerging markets, it is less of a problem as the relatively reliable 

and predictable financial, legal, and economic systems in developed nations make it 

considerably easier for newcomers to learn and prepare during the very early stage 

of a M&A and are less likely to incur large unexpected changes after the deal is 

announced. Instead, the challenge lies in whether the newcomers have capital 

assets and past M&A experience in selecting the right acquisition target, can cobble 

together a network of experienced investment banker and lawyers, and manage 

often skeptical regulators, unions, and stakeholders in the developed countries 

during the deal-renegotiation stage. 

Third, our results on past-experience learning also raise caution to 

multinationals in completing an inbound cross-border M&A in emerging markets. 

Without understanding the potential limitations in transferring past skills and 

knowledge, multinationals could make mistakes in basing any decisions on past 

experience. For upstart companies from emerging markets, we demonstrate the 

benefits of learning from past-completion experience. New players from emerging 

markets could learn from their past, summarize key lessons, and accumulate skills in 

order to improve the success chance in engaging in global expansions.  
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Finally, our results also suggest some differences in the impact of deal-level 

factors on the completion of two types of cross-border M&As. For example, we find 

that paying in cash and owning a large percentage of stakes have stronger impacts 

on the deal completion of inbound M&As than that of outbound M&As. This result 

underlines the importance of satisfying the target's financial needs by paying cash 

immediately and maintaining control over the global expansion in completing the 

cross-border M&As to emerging markets. In contrast, our results that disclosing the 

M&A-transaction value tends to have a stronger impact on the completion of global 

expansions from emerging markets imply that signaling their capability and 

confidence in buying a foreign company in a developed country can be a success 

factor as well for new contenders from emerging markets. 

3.4.3 Limitations and Further Research 

This paper is subject to several limitations that provide opportunities for future 

research. First, as an initial study in examining the completion of global expansions 

to and from emerging markets, we focus only on cross-border M&As related to the 

two largest and fastest-growing emerging markets: China and India. It would be 

more insightful if future studies could examine the completion of global expansions 

related to other developing countries such as Russia and Brazil. Second, due to data 

availability, we focus on only public acquirers in our study. Further research can 

examine the generalizability of our results by including both public and private 

acquirers when more data on private firms become available. Using data from both 

public and private acquirers, future study can also explore how the completion of 

global expansion differs in acquirers' public status as well as in the M&A direction 

(i.e., to and from emerging markets). Finally, it would also be interesting to 

investigate how the failure of completing a cross-border M&A impacts the acquirer. 
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For example, how would the announcement of withdrawing from an announced M&A 

impact the acquirers in the different (asymmetric) way as the impact of the 

announcement of completion? Future study could apply the event-study 

methodology to examine such a potentially asymmetric impact of completion vs. a 

withdrawn announcement of a cross-border M&A.  
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Table 3-1.  Inbound and Outbound M&As Distribution 

 Inbound M&A 
 (N=1212) 

Outbound M&A 
 (N=454) 

 Number Percentage Number Percentage 

Emerging 
markets 

China 750 62% 81 18% 
India 462 38% 373 82% 

Developed 
Countries 

North America 531 44% 225 50% 
Europe 395 33% 154 34% 
Asia* 286 23% 75 16% 

Year 

1980–1995 20 2% 2 0.4% 
1995–1999 125 10% 14 3.1% 
2000–2004 359 29% 96 21% 
2005–2009 708 58% 342 75% 

Completion 
Status 

Completed 757 62% 303 67% 
Uncompleted 455 38% 151 33% 

*: Including developed countries in Asia, plus Australia and New Zealand. 

 

Table 3-2.  Descriptive Statistics 

Variable Inbound M&A (N=1212) Outbound M&A (N=454) 
 Mean SD Mean SD 

Law and regulation 
distance* 2.839 1.063 2.135  .897 

Country-risk distance 1.113  .115 1.130  .097 
Acquirer size 13.343 3.986   11.890 2.029 
M&A experience 9.593  16.594  .622 1.118 
Culture Distance  17.097 4.246   15.069 2.897 
Industry Relatedness  .487  .500  .600  .490 
Target Status  .204  .403  .165  .371 
Stake Sought  58.191  36.205   79.364   31.765 
Cash  .155  .362  .193  .395 
Disclosed  .525  .500  .560  .497 
Attitude  .899  .302  .965  .184 
India  .381  .486  .822  .383 
Year 2004.366 3.732 2005.571 2.978 
*: Sample size for law and regulation distance N = 1188 for inbound M&As and = 452 for 
outbound M&A due to missing data. 
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Table 3-3.  Impact of Country- and Firm-Level Factors on Cross-Border M&A 
Completion 

Variables Model 1 Model 2 

Law and Regulation 
Distance 

-.071(.102) -.157*(.109) 

Country-Risk Distance -2.080***(.833) -3.694***(.954) 
Acquirer Size .138***(.020) .122***(.021) 
M&A Experience -.010***(.004) -.008**(.004) 

Law_Reg_Dis  Out  .385***(.162) 

Country_Risk_Dis  Out  5.079***(1.539) 

Size  Out  .100**(.060) 

M&A Experience  Out  .276***(.109) 

Out  -7.935***(2.082) 

Culture distance .039**(.017) .034**(.017) 

Industry Relatedness .010(.109) .050(.110) 
Target Status -.177(.178) -.229(.185) 
Stake Sought .005***(.002) .005***(.002) 
Cash .280*(.179) .256*(.179) 
Disclosed .605***(.122) .643***(.123) 
Attitude .070(.209) .057(.207) 
Year -.062***(.021) -.075***(.022) 
India .563***(.235) .672***(.244) 
Log-likelyhood 
Value 

-1011.587 -999.161 

Pesudo R2   .064 .075 
Note: ***: p<0.01, **: p<0.05, *: p<0.1, one tail test. Numbers in parentheses are 
standard errors. Due to missing data in variables of country law and regulation 
distance and acquirer size, sample size N = 1640. 
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Table 3-4.  Impact of Country- and Firm-Level Factors on Cross-Border M&A 
Completion 

Variable Model 1 ` Model 2 

Law and Regulation Distance -.078(.101) -.165*(.109) 

Country-Risk Distance -2.281***(.828) -3.787***(.946) 

Acquirer Size .102***(.017) .093***(.018) 

M&A Experience 0.063(.064) 0.024(.067) 

Law_Reg_Dis  Out  .367**(.163) 

Country_Risk_Dis  Out  5.126***(1.544) 

Size  Out  .127**(.059) 

M&A Experience  Out  .266**(.143) 

Out  -8.225***(2.084) 

Culture distance .031** (.016) .028**(.017) 

Industry Relatedness .016(.108) .042(.109) 
Target Status -.124(.175) -.197(.182) 
Stake Sought .005***(.002) .005***(.002) 
Cash .289*(.177) .272*(.178) 
Disclosed .614***(.121) .637***(.122) 
Attitude .164(.207) .135(.204) 
Year -.069***(.021) -.079***(.021) 
India .567***(.233) .663***(.244) 
Log-likelyhood 
Value 

-1022.311 -1011.317 

Pesudo R2 .059 .069 
Note: ***: p<0.01, **: p<0.05, *: p<0.1, one-tail test. Numbers in parentheses are standard 
errors. Due to missing data in variables of country law and regulation distance and 
acquirer size, sample size N = 1640.M&A experience is measured as market-specific 
experience. 
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Figure 3-1.  M&A Procedure 

 

 

Figure 3-2.  Conceptual Framework
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Table 3-5.  Robustness of Results 

Variables Model 1 Model 2  Model 3 Model 4 

Law and Regulation 
Distance 

-0.157 
(0.126) 

-0.157* 
(0.118) 

-0.159* 
(0.110) 

-0.144* 
(0.111) 

Country-Risk Distance 
-3.694*** 
(1.174) 

-3.694*** 
(1.115) 

-3.794*** 
(0.954) 

-4.076*** 
(1.062) 

Acquirer Size 
0.122*** 
(0.023) 

0.122*** 
(0.024) 

0.125*** 
(0.021) 

0.122*** 
(0.022) 

M&A Experience 
-0.008** 
(0.004) 

-0.008** 
(0.004) 

-0.008** 
(0.004) 

-0.007** 
(0.004) 

Law_Reg_Dis  Out 
0.385** 
 (0.167) 

0.385** 
 (0.177) 

0.393*** 
 (0.164) 

0.385*** 
 (0.162) 

Country_Risk_Dis  Out 
5.079*** 
(1.640) 

5.079*** 
(1.618) 

5.156*** 
(1.542) 

5.190*** 
(1.558) 

Size  Out 
0.100** 
(0.056) 

0.100** 
(0.060) 

0.094* 
(0.060) 

0.094* 
(0.061) 

M&A Experience  Out 
0.276*** 
(0.109) 

0.276*** 
(0.106) 

0.278*** 
(0.111) 

0.278*** 
(0.111) 

Out 
-7.935*** 
 (2.158) 

-7.935*** 
 (2.240) 

-7.962*** 
 (2.085) 

-7.983*** 
 (2.174) 

Culture distance 
0.033** 
(0.018) 

0.033** 
(0.018) 

0.033** 
(0.017) 

0.035** 
(0.018) 

Industry Relatedness 
0.047 

(0.105) 
0.047 

(0.115) 
0.027 

(0.113) 
0.031 

(0.113) 

Target Status 
-0.229 
(0.187) 

-0.229 
(0.189) 

-0.212 
(0.187) 

-0.204 
(0.187) 

Stake Sought 
0.005*** 
(0.002) 

0.005*** 
(0.002) 

0.005*** 
(0.002) 

0.005*** 
(0.002) 

Cash 
0.256* 

 (0.185) 
0.256* 

 (0.187) 
0.243* 

 (0.180) 
0.241* 

 (0.181) 

Disclosed 
0.643*** 
(0.116) 

0.643*** 
(0.126) 

0.638*** 
(0.123) 

0.635*** 
(0.123) 

Attitude 
0.057 

(0.217) 
0.057 

(0.229) 
0.057 

(0.207) 
0.077 

(0.208) 

Year 
-0.075*** 
(0.023) 

-0.074*** 
(0.022) 

-0.075*** 
(0.022) 

-0.080*** 
(0.022) 

India 
0.672*** 
(0.282) 

0.672*** 
(0.272) 

0.669*** 
(0.244) 

0.743** 
(0.244) 

Cross-Industry Effects   Yes Yes 

Cross-Country Effects    Yes 
Log-likelihood Value -999.161 -999.160 -997.122 -996.936 
Pesudo R2 0.075 0.075 0.076 0.076 
Note: ***: p<0.01, **: p<0.05, *: p<0.1, one-tail test. Numbers in parentheses are standard 
errors. N = 1640 due to some missing data in variables of country law and regulation distance 
and the size of acquirer.  
Model 1: The covariance matrix of error term in this model is assumed to be correlated within 
the same country and within the same industry. Accordingly, the standard errors reported in 
Model 1 are adjusted standard errors. 
Model 2: The covariance matrix of error term in this model is assumed to be correlated within 
the same country, within the same industry, and within the same year. Accordingly, the 
standard errors reported in Model 2 are adjusted standard errors. M&A experience is measure 
as global experience. 
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Table 3-6.  Distribution of Cross-border M&As by Developed Countries 
Inbound M&A (N = 1212) Outbound M&A (N = 454) 

 Number Percentage  Number Percentage 

United States 430 35.479% United States  204 44.934% 
Singapore 125 10.314% United Kingdom 59 12.996% 
United Kingdom 114   9.406% Singapore 34   7.489% 
Canada 101   8.333% Australia 31   6.828% 
Japan 99   8.168% Germany 27   5.947% 
France 64   5.281% Canada 21   4.626% 
Australia 57   4.703% France 24   5.286% 
Germany 53   4.373% Italy 13   2.863% 
Netherlands 41   3.383% Belgium 9   1.982% 
Switzerland 35   2.888% Japan 7   1.542% 
Sweden 34   2.805% Spain 7   1.542% 
Italy 15   1.238% Netherlands 7   1.542% 
Belgium 8    .660% Switzerland 5   1.101% 
Finland 7    .578% Finland 5   1.101% 
Spain 6    .495% Denmark 4     .881% 
Norway 5    .413% New Zealand 3     .661% 
Denmark 5    .413% Norway 3     .661% 
New Zealand  5    .413% Portugal 2     .441% 
Austria 4    .330% Sweden 1     .220% 
Luxembourg 2    .165% Greece 1     .220% 
Greece 1    .083% Luxembourg 1     .220% 
Portugal 1    .083% Austria 1     .220% 

 
Table 3-7.  Distribution of Cross-border M&A by Industry 

 Inbound M&A (N = 1212) Outbound M&A (N = 454) 
 Number Percentage Number Percentage 

Acquirer Industry 
Agr. and cons. product 80 7% 15 3% 
manufacturing 548 45% 209 46% 
Utilities and transportation 81 7% 14 3% 
Wholesale and retail trade 54 4% 3 1% 
Financial services 175 14% 20 4% 
Tourism and misc. service 274 23% 193 43% 
Target Industry 
Agr. and cons. product 93 8% 37 8% 
manufacturing 539 44% 153 34% 
Utilities and transportation 85 7% 19 4% 
Wholesale and retail trade 67 6% 24 5% 
Financial services 130 11% 20 4% 
Tourism and misc. service 298 25% 201 44% 

Note: According to the distribution of cross-border M&As in our sample, we create region dummies for 
North America and Asia; Europe is the omitted region. Also we create industry dummies for 
manufacturing (SIC 20–39), utilities (SIC 40–49), wholesale and retail (SIC 50–59), financial (SIC 60–
69) and service (SIC 70–99) sector; agriculture and construction (SIC 01–19) is the omitted industry. 
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Table 3-8.  Estimation Results Using Several Sub-Samples 
 Separate Samples 

by M&A Direction 
Separate Samples 

by Emerging Countries 
 Inbound M&As Outbound M&As India Only China Only 

Law and Regulation 
Distance 

-0.104 
(0.114) 

-0.173 
(0.306) 

1.494** 
(0.695) 

-0.168 
(0.152) 

Country-Risk 
Distance 

-4.118*** 
(1.104) 

2.289* 
(1.570) 

-3.593** 
(1.573) 

-5.186*** 
(1.629) 

Acquirer Size 
0.125*** 
(0.022) 

0.203*** 
(0.059) 

0.059 
(0.048) 

0.153*** 
(0.028) 

M&A Experience 
-0.0077** 
(0.0044) 

0.32*** 
(0.12) 

-0.002 
(0.006) 

-0.010* 
(0.007) 

Law_Reg_Dis  Out   
-0.895 
(1.085) 

-0.181 
(0.414) 

Country_Risk_Dis  
Out 

  
5.602*** 
(2.009) 

5.296* 
(3.906) 

Size  Out   
0.125* 
(0.084) 

0.201** 
(0.102) 

M&A Experience  
Out 

  
0.297*** 
(0.111) 

0.235 
(0.388) 

Out   
-6.664** 
(2.976) 

-6.962* 
(4.629) 

Culture distance 
0.025* 
(0.018) 

0.076* 
(0.047) 

0.108** 
(0.051) 

0.015 
(0.022) 

Industry Relatedness 
0.094 

(0.128) 
-0.105 
(0.221) 

-0.011 
(0.168) 

0.081 
(0.167) 

Target Status 
-0.232 
(0.216) 

-0.501* 
(0.36) 

-0.063 
(0.255) 

-0.588** 
(0.312) 

Stake Sought 
0.008*** 
(0.002) 

-0.0006 
(0.004) 

0.0035 
(.0028) 

0.007*** 
(0.003) 

Cash 
0.663*** 
(0.22) 

-0.490* 
(0.312) 

0.251 
(0.248) 

0.237 
(0.273) 

Disclosed 
0.578*** 
(0.147) 

0.985*** 
(0.237) 

0.499*** 
(0.170) 

0.840*** 
(0.180) 

Attitude 
0.155 

(0.227) 
-0.927 
(0.747) 

0.026 
(0.321) 

0.135 
(0.313) 

Year 
-0.094*** 
(0.025) 

-0.022 
(0.048) 

-0.057** 
(0.027) 

-0.097** 
(0.043) 

India 
0.809*** 
(0.268) 

-0.043 
(0.733) 

  

Log-likelihood Value -722.320 -265.021 -483.876 -504.630 
Pesudo R2 0.086 0.079 0.052 0.099 
Sample Size  1188 452 817 823 

Note: ***: p<0.01, **: p<0.05, *: p<0.1, one tail test. Numbers in parentheses are standard errors; 
    M&A experience is measured as global experience
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CHAPTER 4 
POSTPONING ‘BAD’ VS. PROTECTING ‘GOOD’: WHY DO RETAILERS STOP 

VOLUNTARY DISCLOSURES? 

Retailers routinely disclose strategic information regarding their businesses, 

stores, and products to analysts, investors, and the general public. Interestingly, a 

significant portion of such information is not mandated by regulations. Literatures in 

marketing, finance, and accounting propose several reasons why firms voluntarily 

disclose such information. Unfortunately, empirical support is scant and cannot 

disentangle these hypotheses. We contribute to this literature by focusing on why 

retailers stop making one of such disclosure that helps distinguish organic growth and 

expansion growth – comparative store sales (CSS). The CSS disclosure stoppage by 

some retailers and continuance by others provides a natural experiment setting that 

helps empirically tease apart four alternate theories of information and strategy, not 

possible otherwise. Using a unique dataset collected over 17 years for 164 retailers, we 

find that the disclosure stoppage decision is largely driven by retailers’ quest to reduce 

competitive spillover as opposed to information postponement, loss of metric relevance, 

or long-term focus. Moreover, in contrast with extant research, we provide evidence that 

investors respond favorably towards disclosure stoppage when they can rationally 

attribute it to the reduced competitive spillover effect. We discuss implications of our 

findings and opportunities for further research.  

4.1 Introductory Remarks 

Comparable store sales (CSS) are a company’s sales from stores that have 

existed for at least one year. Since the 1970s, retailers have been announcing monthly 

CSS in the first Thursday of each month (Bird and McGee 1997). The monthly CSS 

disclosure does not only influence the company’s stock price for days or weeks, but in 
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aggregate also serves as a barometer of the retail industry. The strength of the retail 

industry is closely watched by economists to decipher consumer confidence and 

therefore signs of economic bubble or recovery.     

The decades-old tradition of monthly CSS disclosure, however, had a crack in 

the late 1990s following household names of Best Buy and Bed Bath & Beyond 

announcing a break from the tradition. In recent years, cessation of monthly CSS has 

become a symphony, including 39 apparel and accessory stores, 15 home goods 

companies and 16 department stores withdrawn from the reporting routine. The 

phenomenon is intriguing because the cessation occurs at a time when investors’ 

demand for more frequent financial reporting (e.g., real-time reporting) is on the rise and 

when advanced technology is available for firms to quickly close their books and 

aggregate information from various retail locations.1   

This study examines the reasons for the cessation as well as changes in firm 

performance from the period before the cessation to the period after it to better 

distinguish the alternative explanations for the phenomenon. Based on disclosure 

theories, extant empirical research, and the media, we propose four alternative but not 

mutually exclusive explanations: (1) poor performance, (2) loss of relevance, (3) short-

termism, and (4) the proprietary disclosure costs.2 Economic theory shows that when 

disclosure is voluntary, the good news is typically disclosed and bad news is withheld 

(Dye 1985). Houston, Lev, and Tucker (2010) examine the hotly debated phenomenon 

                                            
1 Section 409 of the Sarbanes-Oxley Act requires firms to disclose material information “on a rapid and 
current basis.” Also see Cox (1997) and SEC (1997).  

2 “Proprietary cost” means the cost of the disclosure benefiting competitors. For example, the disclosure of 
a high CSS number may encourage entry to the firm’s line of business or products and make its existing 
rivals increase production to chip away the firm’s profits. 
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of firms’ stopping to provide earnings predictions for future quarters and find that poor 

performance is a major reason for the stoppage. Retailers may stop monthly CSS 

announcements after lackluster monthly CSS numbers. Some critics argue that CSS 

has lost its relevance because of a lack of industry standards in calculating monthly 

CSS and because a quarter rather than a month might be a more meaningful period to 

evaluate a business (Plitch 1997). In addition, some critics of monthly CSS disclosure 

argue that the disclosure forces retailers to manage the business on a monthly basis, 

for example, shifting the timing of promotions to pump up CSS in one month at the 

expense of future months (Plitch 1997; Bird and McGee 1997). Breaking from the 

tradition would then allow managers to develop and execute firms’ long-term strategies. 

Moreover, economic disclosure theories demonstrate that proprietary disclosure costs 

may deter firms from disclosing information that is useful to capital-market investors 

(Verrecchia 1983; Wagenhofer 1990).  

We examine the above explanations by using a sample of 79 public U.S. 

retailers, who ceased to voluntarily provide monthly CSS information during the period 

between 1995 and 2012. Together, we address three broad research questions: first, 

what determines the stoppage of monthly CSS announcement? Second, how do 

investors respond to such stoppage? Specifically, an event study is conducted to 

estimate the “abnormal” change in the stock price for our sample of retailers around the 

date when the stoppage information was released to the public.  Third, how does the 

product characteristics (e.g., trendy vs. staple) influence the motive for the stoppage 

decision? 
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Issues addressed in this paper are important for a number of reasons. First, there 

is little empirical evidence (if any) on the magnitude of the economic impact relating to 

the reduced internal information to the market. This paper attempts to fill this gap by 

estimating the impact of stoppage on the stock price, a common measure of firm value. 

The evidence of the change of the stock price associated with less frequent 

communication would give the retailer top management an idea on how it affects their 

wealth, and therefore, the importance of managing disclosure policy effectively. Second, 

the information content studied is unique in the literature. Compared to the other types 

of marketing information (e.g., R&D, advertising, sales forces, new products etc.), the 

internal information studied here (monthly CSS) is more formal and institutionalized, as 

manifested by a consistent reporting routine and a persistent reporting format. Several 

recent studies (e.g., Houston et al. 2010 and Chen et al. 2011) in the financial literature 

indicate that a poor performance is one of the primary reasons for the cessation of 

information such as managerial forecasts of quarterly earnings.  Differently, the monthly 

CSS serves as the most important metric in the retailing industry to gauge each 

retailer’s operating health condition (e.g., Cole and Jones 2004). The different 

information content, demand-side information with much higher disclosure frequency 

and accuracy, might give rise to new reasons for the stoppage.  Furthermore, our study 

within the single industry (e.g., retailing) can get rid of many unobserved industry level 

factors confounding previous results. Third, our paper also contributes to the stream of 

literature related to the new product preannouncement (e.g., Eliashberg and Robertson 

1988, Robertson, Eliashberg and Rymon 1995, Lilly and Walters 1997, Sorescu et al. 

2007). Previous results, largely based on the survey and laboratory data, are subject to 
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the response bias and potentially omitted variable biases. The monthly CSS 

announcement can be seen as firms preannounce overall operating ability in the 

established order prior to the required quarterly earnings announcement. Hence, by 

investigating the firms shifting from pre-announcing to silencing, this paper adds to the 

existing literature by offering much clearer datasets for the theory testing purposes. In 

addition, complementing previous work, we document how the shareholder 

characteristics (e.g., the percentage of dedicated institutional investors), stock 

performance (e.g., the volatility of stock returns) and information characteristics (e.g., 

the volatile of information and value relevance) affect the preannouncement decision.   

The rest of the paper is organized as follows. We first discuss the theoretical 

background and develop a conceptual framework concerning those driving forces 

behind the monthly CSS cessation.  We then introduce the empirical model, present our 

data and empirical analyses. As a further test of our theory, we present an event study 

to test the impact of the monthly CSS cessation announcement on the stock market. A 

regression analysis is also used to identify factors that influence the magnitude of 

change in market value.   We conclude with discussions of contributions, managerial 

implications and opportunities for the future research.  

4.2 Theory and Hypotheses 

4.2.1 Comparable Store Sales in Retailing Industry  

Retailing is the most prominent industry that reports monthly sales. As a 

commonly used measure of overall performance for the retailer, the comparable store 

sales (CSS) considers sales growth in stores that have been open for at least one year. 

Often disclosed on the first Thursday every month, this number not only puts almost 

every major retailer’s performance under the spotlight but also serves as a barometer 



 

114 

for the economy by showing changes in consumer’s  expenditure3. The idea of 

announcing monthly CSS on a preset day was the brainchild of a then-Donaldson, 

Lufkin & Jenrette analyst named Jerry Gallagher in the early 70s (Bird & McGee, Wall 

Street Journal 1997). Since then, most of the major retailers have been sticking to 

reporting monthly figures. The news is eagerly awaited by the financial community, the 

media and many others. The performance results are clearly moving retail stocks and 

analysts characterize companies as “winners and losers”. An example of monthly CSS 

voluntary disclosure through news press is provided in Figure 4-1. 

The CSS metric has been shown to be the most important measure to gauge 

retailer performance (Cole and Jones 2004). The importance of this measure could be 

manifested as follows: this metric provides additional information to investors through 

helping them to distinguish between sales growth that arises from the growth in the 

asset base (e.g., opening new stores) and store growth that arises from the existing 

assets.  The sales growth that arises from the new store openings might be dangerous 

since this way of driving up sales is more costly and would not last long (Cole 2004). 

The SEC believes the CSS in retailing industry is helpful in “giving the investor an 

opportunity to look at the company through the eyes of management” (SEC [1989]). But 

meanwhile, retailers have a great deal of discretions in deciding how to provide this type 

of information.  

This metric has gained increasing attention from researchers (Cole and Jones 

2003, Lundholm, McVay and Randall 2010, Buskirk 2011) and most of the related 

                                            
3 The strength of the retail industry is closely watched by economists to decipher consumer confidence 
and therefore signs of economic bubble or recovery. 
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studies have focused on the quarterly disclosure of this metric. For instance, Cole and 

Jones (2003) examine the value relevance of the disclosure of quarterly CSS 

information and  find that revenue changes (i.e., CSS growth) contribute to incremental 

explanatory power in future revenue, earnings and contemporaneous stock returns. 

Lundholm, McVay and Randall (2010) present a sales forecasting model and show how 

to use the historical series of sales, store information and comparable store growth 

rates to estimate the sales rates of new stores and of existing stores. Results show that 

forecast errors generated by the model are comparable to analyst revenue forecasts. By 

comparing the firms who provide monthly disclosure to those who provide only quarterly 

disclosure in 1996,   Buskirk (2011) finds that the practice of regularly providing monthly 

revenue disclosures is not associated with reduced information asymmetry. In contrast, 

he finds that the frequent disclosure is associated with higher information asymmetry 

among investors. The results suggest that more frequent disclosure attracts the 

sophisticated investors to acquire information, which in turn increases the information 

asymmetry among investors. 

A recent trend on the breaking up of American retailing monthly CSS reporting 

intrigues this empirical research on why firms discontinue previous reporting routine and 

how investors respond to such discontinuity on the cooperate practice. Notably, it also 

provides much cleaner dataset to test the impact of voluntarily disclosing monthly CSS 

within the retailing industry on the managerial relevance and value for retailing 

managers and shareholders. Different from Buskirk (2011), we focus on the disclosure 

policy change; and this shift of disclosure policy within a single group- the monthly 

disclosure group - helps to remove those unobserved group effects in the empirical test 
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between those who report monthly and quarterly. Hence, this data offers good 

opportunities to address the following related managerial dilemma: monthly CSS 

disclosure routine encourages investors and analysts to emphasize on the information 

transparency, which also fosters myopia managerial behavior of meeting short-term 

sales goal that is detrimental to firms’ long term growth and value creation (e.g., 

A.Steigrad, 2011, http://www.retailgeeks.com/).  

In the following part, we conceptually develop four potential drivers, which are 

most likely to influence the monthly CSS disclosure based on disclosure theories, extant 

empirical research, and the media. We also propose several variables which could 

directly test those explanations. Table 4-1 lists various reasons for the cessation 

decision by retailers. 

4.2.2 The Poor Performance Explanation 

A large body of literature investigates incentives for managers to disclose internal 

information to the outsiders.  Based on adverse selection (Grossman 1981), theory 

predicts that managers disclose all value-relevant information. However, the above full 

information disclosure situation does not happen either when the disclosure is costly or 

when investors do not know whether managers receive such private information (Dye 

1985).  In other words, under the above case, managers tend to release good news and 

suppress bad news. Under the multi-period game situation, firms may even develop a 

reputation for reticence (Grub 2006). Assuming that investors believe a firm to be more 

likely to receive private signals after it made disclosures in prior periods, Grubb shows 

that firms would conceal all news, either good or bad, if their disclosure not only directly 

inform investors of  the firm value but also indirectly hurt firm value. An example of the 

latter is disclosure of poor performance, which could generate excessive speculation, 

http://www.retailgeeks.com/
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anxiety, and negative publicity in both the media and the capital market (Houston et al. 

2010). Therefore, we conjecture that the past poor CSS performance might increase 

incentives to curtail the monthly disclosure of monthly CSS.  

Several empirical studies on voluntary disclosure literature also strongly indicate 

an increasing tendency to disclose in good times and, by implication, a decreasing 

tendency to disclose when performance deteriorates. For instance, Houston et al. 

(2010) find that poorly-performed firms tend to stop the quarterly earning guidance 

announcement. Miller (2002) finds that the frequency of voluntary disclosures increases 

when firms perform well and the manager shifts to disclose less as the firm approaches 

earning declines.  Miller and Piotroski (2000) reveal that the frequency of voluntary 

forward-looking disclosure is much higher for firms with stronger and more persistent 

earnings during turnaround periods. In terms of CSS information, as pointed out by 

industry practitioners: “monthly CSS not only makes the retailers remain transparent to 

the investor communities but also signals that retailers are on the right “pace” of doing 

business; only poorly performed firms tend to hide information.”, we have the following 

conjecture on the association between retailers’ monthly CSS performance and the 

cessation decision.  

Prediction 1: Retailers with poor monthly CSS performance are more likely to 

stop monthly sales disclosure.  

4.2.3 The Loss of Relevance Explanation  

Based on the demand side of internal information, Dye (2001) argues that 

managers have incentives to make voluntary disclosures which investors find useful.  

However, the practice of monthly CSS disclosure might lead to fewer investors or 

analysts’ demands for this type of information. 
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First, lack of industry standards might potentially lead to the reporting biases. On 

this note, some stock analysts complain: “retailing managers will do all kinds of things to 

dress up the store sales such as moving around promotional events.”  They also doubt: 

“due to the lacking of standards, financially, some retailers will consider stores at the 

first anniversary, while others wait until the 14th month. Some retailers even exclude 

renovated, expanded or relocated stores while others do not.”  In short, the practice of 

reporting monthly CSS information might be viewed as haphazard and inconsistent, 

which might directly lead investors to regard this type of information as useless which 

cause the stoppage decision. 

Second, even without such reporting bias (or those  retailers report truthfully), the 

monthly sales metrics might still be a less meaningful way to reflect the retailers’ true 

performance and tell little of a retailer’s overall performance trend. "I think we will see a 

big shift toward retailers reporting quarterly comps instead of monthly," predicted Eric 

Beder, a specialty retail analyst at Brean Murray Carret & Co. "there is too much noise 

associated with reporting monthly." Beder and his peers mention that calendar shifts, 

inconsistent weather and changes in receipt flow can all skew monthly comps results 

and create stock volatility that has little correlation to a company's actual vitality.  

Instead, "quarterly comps are usually reported at the same time as earnings, which 

gives investors a lot more information to digest and [with which to] evaluate the 

business. I think this eliminates some of the irrational weight that can be placed on a 

monthly comp," Poole said.  

"If investors don't understand how  components behind impact a company's 

monthly comp, they do not have a true meaning of the business and could be very 
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surprised when quarterly earnings are reported," said Ann Poole, retail analyst at 

Nolenberger Capital Partners. “While reporting monthly comps does provide investors a 

frequent update on business and reflects customer loyalty, it also creates great volatility 

in the stocks, which sometimes is not justified and blindsides investors”, Poole said. 

This volatility has led many analysts to advocate shifting to quarterly comps. Hence, 

based on the above arguments, we expect that a higher stock volatility could lead to the 

stoppage decision. 

Moreover, the difference in the coefficient of variation between the quarterly and 

monthly CSS figure can also reflect the quality of the monthly CSS figure to information 

users such as investors and analysts. If monthly CSS itself is too volatile as a metrics, it 

has a lower quality and hence not that useful to the external users. For instance, the 

predictability and persistence, defined as the ability of earnings to predict itself, as a 

measure of earning quality is based on the view that an earning number that tends to 

repeat itself is of a high quality. This view is similar to the idea, implied by Dechow and 

Schrand (2004), that a high quality earning4 number is representative, that is, a good 

indicator of future earnings. Hence, we expect, that the monthly CSS is of poor quality 

as a performance measure if the coefficient of variation of monthly CSS is too large; or 

the difference number5 between quarterly and monthly disclosure is lower for the 

stoppers than for the maintainers before the stoppage. 

                                            
4The high-quality earning number, as defined (Dechow and Schrand (2004)), will: 1) reflect the current operating 
performance; 2) it will be good indicator of future operation performance; 3) it will accurately annuitize the intrinsic value 
of the firm.   

5 For the persistence argument, it assumes that persistent earning improves the ability of earnings to capture value-
relevant information. But consider a company that has reported $5 of earnings in each of  the past few years. The 
earning number is persistent and has low volatility, but it may not be relevant for measuring anticipated growth, which 

reduces its usefulness for valuation; however, since we also have quarterly CSS numbers, and difference 
between this two metrics could help to mitigate the issue caused by the above explanation. 
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Finally, the association between stock price and the monthly CSS update could 

directly reflect the information value of monthly CSS to the users. Overall, because the 

market would require more monthly CSS information when this number has more value 

relevance (Hutton (2005)), we expect that the higher the value relevance of this number, 

the less likely the retailer is going to stop the monthly disclosure. 

Prediction 2: Retailers are more likely to stop monthly CSS disclosure when the 

figure loses its relevance. Specifically, retailers will be more likely to stop if 

 the  stock volatility is higher; 

 the difference between quarterly  CSS and monthly CSS coefficient of variance is 
lower; 

 the association between  stock price and such information is lower. 

 
4.2.4 The Short-Termism Explanation 

 As mentioned in the previous section, much of the current debate related to 

monthly CSS figures centers on whether this practice engenders managers with a short-

term focus. Moreover, in justifying their decisions to give up monthly CSS disclosure, 

retailers have widely cited desires to focus on the long-term performance as the key 

reason behind their stoppage decisions  

 Hence, we expect that the long-run orientation could be another explanation for 

the cessation. The reasons are as follows: first, one month period is a relatively short 

period to judge a health condition for a firm. The pressure to meet short-term sales 

targets precipitates actions that destroy long-term shareholder value, such as over-

emphasizing on the price promotions (e.g., to boost the sluggish sales at the end of the 

month) and the cancellation of marketing campaigns due to the short-term budget.  

Furthermore, the monthly CSS disclosure not only facilitates the retailing managers to 
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have short-term orientations but also makes the customers become more strategic and 

price sensitive due to more frequent and “timely” price promotion before the monthly 

reporting period.  

Second, retailer managers themselves might face loss of reputation, credibility, 

and even employment issues if they are unable to deliver a good performance, 

especially under the reporting routine of publishing those figures with all industrial 

peers.  

Third, the CSS disclosure practice also induces investors to place too much 

emphasis on the figure of CSS, resulting in extreme stock price drops when retailers 

publish poor CSS performance; thereby shifting the manager focus from the retailer’s 

fundamentals to bottom-line sales figures.  For instance, some industry analysts (Plitch 

1997) mention that “in retailing, where same store sales determine stock price to a 

greater degree than earnings, retailers are forced to manage the business on a monthly 

basis essentially.” 

We document manager’s short-termism tendency in two aspects. This myopia 

behavior refers to sub-optimal underinvestment in long-term projects for the purpose of 

meeting short-term goals.  Hence, we expect the retailers with lower brand equities, 

caused by underinvestment in information system, channel relationship, consumer 

loyalty program and private brands etc., are also more likely to focus less on the long-

run performance, hence being less likely to stop the monthly sales disclosure. 

Second, the investors’ short-term mentality of the companies will also influence 

the manager’s short-term behavior. Previous studies show that institutions that invest in 

firms with the intention of holding substantial ownership blocks over a long horizon have 
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strong incentive to incur the cost of explicitly monitoring managers and ensure the firm 

does not cut profitable R&D to meet short-term earning goals (Dobrzynski 1993).  

Hence, we expect that the percentage of shares held by long-term institutional investors 

will mitigate the manager’s myopia behavior and motivate the firms to stop the monthly 

disclosure if the long-run orientation explanation holds. Compared to other types of 

institutional investors such as transitional and quasi-indexers investors, the dedicated 

institutional investors, usually taking larger stakes in firms and having a low portfolio 

turnover, are also found to trade the stock based on the long term value (Bushee and 

Noe 2000) and serve as an active monitoring role in corporate governance. On the 

contrary, the transient institutions are characterized as having high levels of portfolio 

turnover and diversification. These characteristics reflect the fact that the transient 

institution tends to be short-term-focused investors with little interest in long-term capital 

appreciation (Porter 1992).  Finally, the quasi-indexes group is characterized as having 

a low portfolio turnover and highly diversified holding. Porter (1992) claims that the 

presence of quasi-indexes exacerbates incentives for myopic investment behavior 

because their passive, fragmented ownership leads them to gather a little information 

on the company and provides little incentive to monitor managers. Based on the above 

argument, we have the following hypothesis: 

Prediction 3: Retailers focusing on the long run performance are more likely to 

stop the monthly CSS disclosure. Specifically, retailers are more likely to stop if 

 brand equities are higher; 

 the ownership percentage by dedicated-institutional investors is higher. 
 



 

123 

4.2.5 The Information Spillover Explanation 

Finally, we propose the potential information spillover effect brought by the 

monthly sales disclosure as another alternative reason for the stoppage decision. 

According to Verrecchia (1983), “the release of a variety of accounting statistics about a 

firm (e.g., sales, net income, cost of operation) may be useful to competitors, 

shareholders or employees in a way which is harmful to firm’s prospects even if the 

information is favorable”. In the retailing industry, which is often crowded with 

homogeneous firms, we expect that this propriety cost tends to be high.  For example, 

all retailing stores are under intense pressure to create item assortments that cannot be 

found elsewhere. “We complain that every department store is the same,” Lal from JC 

Penny says (Harvard Business Review, 2012 May).   Furthermore, retailing is the 

industry that heavily uses the sales promotions as major marketing tools. Various 

innovative promotion strategies (i.e., consumer loyalty programs, time limited coupons) 

to boost sales have been developed. However, many invests in various sales 

promotions (e.g., sweepstakes, coupons, time-limited price discounts, free gifts or 

samples, special events, displays, membership rewards, consumer-directed promotions 

and so on) are found to be even easier to imitate than the simplest new products (Gelb 

et al., MIT Sloan Management Review, 2007).  

In recent years, technology and the internet have also greatly reshaped the 

landscape of retailing industry.  For instance, regarding to those fashion stores, 

statistics (Time magazine, August 6, 2012, P18) show that the idea-to-shelf time for a 

new product is now 3-4 weeks compared with the past 6-9 months. A percentage of 

merchandise that is very trendy was 20-30% but now is 100%. Stores are swapping out 

big orders of staples like T-shirts for smaller, more frequent batches. Hence, the 
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monthly CSS information, to some extent, could greatly complement the extensive new 

information of innovative designs and promotions, and even serves as a potential 

“marketing test tool” to inform the acceptance of new marketing strategies and products, 

thus facilitating the quick imitation process. For example, based on more accurate 

demand information, rivals’ right reactions (i.e., supplying the “right” amount) towards 

the newly launched products might increase the future competition. Moreover, timely 

disclosure will also induce timely imitation, which further reduces the monopoly rent of 

new products.  

We expect that such information spillover tends to be more severe for retailers 

with the following characteristics. First, the retailers carrying more trendy products face 

higher risks of being imitated. Since most of the trendy products’ demands are with 

greater uncertainties and are harder to predict, the demand information has a greater 

value for rivals to redesign their own marketing strategies.  Second, retailers, who 

operate in a highly dynamic market face more competitions and are with greater risks of 

being imitated. For example, sales outcomes related to the profitability of certain 

products can result in the entry of new competitors, hence lowering the economic rents 

for the existing retailers in the future. Third, however, retailers with higher brand equities 

are fearless of being copied since some of the intangible element, such as channel 

relationship, branding of private labels and consumer loyalty could impede the copy 

process. Finally, due to the rivals’ strategic use of firm’s new promotion or new product 

information based on those timely sales reports, the retailers with higher expenditures 

on sales and marketing campaigns of new products bear a higher development cost 

(the sunk cost) in the new product designs and innovative selling, which encourage 
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them to stop the monthly CSS sales disclosure. Moreover, retailers with more sales 

promotion are more likely to face more competitive environment. Hence, we have the 

following hypothesis: 

Prediction 4: Retailers facing more severe information spill-over are more likely 

to stop the monthly CSS disclosure. Specifically, retailers are more likely to stop if 

 products are trendier;  

 more new entrants to the market;  

 branding equities are lower; 

 more sales efforts are made.  
 

4.3 Empirical Analysis 

4.3.1 Model 

We apply a Probit-Regression model with the monthly CSS stoppage decision as 

a dependent variable to estimate how the stoppage decision is affected by each 

variable. Specifically, the probability of stoppage decision is assumed to be a normal 

function of exploratory variables such as variables related to each explanation and other 

control variables: 

'Pr( _ 1| ) ( ),it it itMonth stop w w  
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               (4-1) 

Here, 
itw is a vector of explanatory variables, with   being a vector of parameter 

estimates; i represents each retailer within our sample and t is the cessation month.  

The empirical specification for the function 
'

itw  is given by (4-1).  Notation Pr denotes 

probability and   is the cumulative distribution function of standard normal distribution. 
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In (4-1), the variable _ itCSS perform  represents the monthly CSS figures prior to 

the stoppage month for each retailer. The variables _ , , _it it itStock vol Coeff Diff CV are 

the stock return volatility, the investors’ reaction  towards the monthly CSS information, 

and the difference between the CV (coefficient of variation) of quarterly and monthly 

CSS information prior to the month .t   The variables _ , _it itBrand equity Dedicated investor  

represent the brand equity, the percentage of block holders and the percentage of 

dedicated institutional investors for the retailer i  in months prior to the stoppage month 

.t  And _ , _ , _i it itTrendy product New entry Selling effort  denote the product characteristics, 

the selling efforts and competition environments prior to the stoppage.  The vector 

controls include all other variables, which we will explain in detail in the next section. 

4.3.2 Data 

In order to have complete data, we collect all the monthly CSS information 

between 1995 and 2012 by hand; the quarterly CSS data before 2002 has also been 

hand-collected; and Compustat offers detailed quarterly CSS data after the year 2002. 

There are several characteristics of this dataset:  first, it covers complete CSS 

information (both monthly and quarterly) for all  the public retailers in the US between 

the year 1995 and 2012; second, it contains extensive retailing formats (e.g., SIC code 

5000-6000), and the retailing categorical information are based on SIC  code 

information from Compustat.  We exclude those firms (restaurant chains) between 5800 

and 5900 for SIC code. Table 4-2 summarizes the distributions of retailers across each 

sub-retailing formats (i.e., in terms of SIC-2 code) within our sample. 

We use the following approach to identify retailers that maintained and those that 

stopped providing monthly CSS. We refer to each quarter during the sample period 
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between 1994Q16 and 2012Q4 as an “event quarter” and to the preceding three 

quarters and the event quarter as the “pre-event” period while the subsequent four 

quarters as the “post-event” period. We define the “stoppers” as the retailers that 

consistently issue monthly CSS for the first three pre-event quarters, provide last 

monthly disclosures in the fourth pre-event quarter, but offer no monthly CSS for any of 

the four post-event quarters. Those that provide monthly CSS for all the 4 pre-event 

quarters and continuously provide the monthly CSS for 4 post-event quarters are 

defined as “maintainers”. 

 Following the above identification method, we totally identify 116 stoppers 

across 7 sub-industries. To obtain much cleaner data, we apply the following rules to 

further screen our sample. First, we exclude those stoppers who went bankruptcy 

immediately after the stoppage; second, we exclude those stoppers who either went to 

private or had been acquired right after the stoppage.  Based on the above process, we 

totally exclude 35 stoppage events and finally we are able to identify 81 stoppers 

between the year 1995 and 2012 as the sample of the stoppage group, which are 

distributed across the following sub-industry: warehousing home improvement (52), 

department stores (SIC 53), convenience food stores (54), car stores (SIC 55), apparel 

and accessory stores (SIC 56), home product stores (SIC 57), and miscellaneous stores 

(SIC 59). Table 4-3 summarizes the sample selection procedure. Due to missing 

variables related to some independent variables, the final stoppage sample size of the 

empirical testing would be between 77 and 81. 

                                            
6 The earliest stoppage we identify is finish-line Inc, who stopped monthly CSS disclosure on March 1995. 
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In addition, for the control group, we have identified 1655 maintaining cases for 

monthly CSS disclosure while the stoppage event happened. Those firms would 

continuously report monthly information for over four quarters after the stoppage event. 

Table 4-4 summarizes the distribution of stoppage events across the time, and the total 

number of firms who report on the monthly basis at the beginning of each calendar year.  

4.3.3 Variables 

Month stop. The dependent variable in our empirical analysis is the stoppage 

decision of monthly CSS disclosure, which is coded as either 1 or 0. The number one 

stands for the stoppage decision, and zero otherwise. 

CSS_performance. To measure the CSS performance of retailers, we employ 

the averaged monthly CSS figure across 24 months prior to the stoppage month. The 

sales information is hand-collected via Factiva. 

Stock_vol. Following (Krishnaswami and Subramaniam 1999), we calculate the 

stock volatility as the standard deviation of the market adjusted daily stock returns in the 

one-year period prior to the stoppage month. Data is collected from CRSP.  

Diff_CV. We measure this as the standard deviation of quarterly CSS subtracts 

the standard deviation of monthly CSS in the past 24 months prior to the cessation. 

Here, each standard deviation is also divided by the absolute value of the means over 

the calculation period so that the two standard deviation measures are comparable. 

Coeff.  Following the literature (Dechow, Ge and Schrand 2009), we estimate the 

following regression: 
' '

1( )it it itreturn CSS CSS      , where the return is the firm’s 

stock return on the day of and the day after the monthly CSS announcement minus the 

retail industry stock index over these two days. Moreover,  
1itCSS 
 is the CSS figure in 
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the same month for the previous year to allow the seasonality. Overall, we use the firm’s 

monthly sales observations in the past 24 months. The CSS measure is also divided by 

the firm’s market capitalization on the day before the CSS monthly announcement.  The 

coefficient, ' , finally captures how informative the monthly CSS numbers are to the 

firm’s investors. More informative components will have a higher '  

Brand_equity.  We adopt the two years averaged Tobin’s Q value prior to the 

stoppage event as the proxy for the brand equity, which usually includes the brand 

image, consumer loyalty, customer service, information and supply chain systems, 

exclusive partnerships with suppliers, expert system etc.. Marketing literature (i.e., Mizik 

and Jacobson 2009, Srinivasan and Hanssens (2009), Rao, Agarwal and Dahlhoff 

(2004), Simon and Sullivan (1993)) uses market-to-book ratio or Tobin’s Q to measure 

the unmeasured contribution of knowledge, goodwill, technology, branding and other 

intangible assets that a company might possess.  Following  Rao et al. (2004), we use 

the following formula:  Tobing’s Q=(MVE+PS+DEBT)/TA, where MVE=(share price) 

(number of common stock outstandings), PS=liquidating value of the firm’s preferred 

stock, DEBT=(short-term liabilities-short-term assets)+book value of long-term debt, and 

TA=book value of total assets.  

Dedicated_investor.  The variable is measured as the averaged percentage 

ownership by dedicated institutional ownership relative to total shares outstanding 

across four quarters prior to the stoppage quarter. We use the data from Thomson 

Reuters Institutional (13F) Holdings database and the Bushee’s website, in which lists 

categorical information of institutional investors in the following three categories: 

dedicated investors, transitional investors and quasi-indexer investors. 
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Trendy_product. We code 1 for those stores with trendy products, which include 

apparel stores (SIC 56), shoe stores (SIC 56), department store (SIC 533) and 

consumer electronic stores (573); while we code 0 for other types of retailing format. 

The store classification information (SIC code) is based on Compustat. 

New_entries.The average number of new entries, divided by the total number of 

retailers, within sub-industries in four quarters prior to the stoppage event captures the 

intensities of industry competition. The sub-industry classification is based on SIC 2 

code. 

Selling_Effort. We use the averaged four quarters of SG&A expenditure, divided 

by total assets, prior to the stoppage event as a proxy for the promotion effort exercised 

by retailers. Several prior studies in the literature have used SG&A to measure the stock 

of marketing spendings (e.g., Dutta, Narasimhan, and Rajiv 1999; Mizik and Jacobson 

2007). For instance, Dutta, Narasimhan, and Rajiv (1999, p. 556) argue that SG&A is “a 

good proxy for the amount the firm spends on its market research, sales effort, trade 

promotion expenses, and other related activities.” 

Other controls. Information asymmetry is also one determinant for voluntary 

disclosure in the literature (e.g., Healy and Palepu 1993, 1995). To control for this 

effect, we use the number of analysts, which is the maximal number of analysts 

estimating the quarterly earnings per share in one year prior to the stoppage event. This 

measure captures the information asymmetry from the analyst information and the data 

provided by FirstCall. Following the literature (i.e., Diamond 1985, Harris 1998), the size 

of the retailer is also included in our model as a control variable and it might have a 

positive or negative association with disclosure. On the one hand, larger firms will have 
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the resources to produce information more easily. On the other hand, more information 

for larger the firms are generally available to the public, thus substituting for some 

information the management would otherwise release. I use the variable size, measured 

as log( _ )ittotal assets .  The retailers’ disclosure might also be influenced by peers’ 

practice. We measure this variable, peer, as the percentage of retailers who report 

monthly within the stopper’s sub-industry prior to the stoppage event. Finally, we control 

for the fixed industry-effect and year-effect.   

4.3.4 Empirical Results 

We estimate the results of the Probit-Regression model. Table 4-5 shows 

detailed results on determinants of the monthly CSS stoppage decision. For the poor 

performance explanation, we found that there is a strong negative relationship between 

the stoppage decision and firm’s prior monthly CSS performance (
1 .03, .001p    ). 

Hence, prediction 1 is supported. This result is also consistent with those from Chen 

(2011) and Houston (2010), which show that the poor firm performance is often the 

main reason for the stoppage decision on voluntary information (e.g., quarterly earnings 

forecasts).  

For the loss of relevance explanation, we found, although that the stock return 

volatility positively influences on the stoppage decision (
2 20.05,  .001p  ), the other 

two testing variables do not significantly influence the stoppage decision. For the stock 

return volatility, another possible explanation for the positive sign is that the monthly 

disclosure might attract more transient investors trading the stock around the disclosure 

date each month, thus contributing to higher volatilities of the stock price. Overall, we 

identify very weak evidence showing monthly CSS losing value relevance.  
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In terms of the short-termism explanation, none of our test variables are 

statistically significant. This result implies that the focus on the long-run is not the major 

driver in the reduction of reporting frequency of CSS information. Hence, prediction 3 is 

not supported. 

As to the information spillover explanation, we found that there is a strong 

positive relationship between the number of new entries and the stoppage decision 

(
8 15.30, .05p   ), implying that the competitive concern drives the stoppage decision. 

The coefficient of selling effort is of the predicted sign and is also close to significant 

(
9 1.18, .10p   ). However, the coefficient of the trendy products is not positively 

related to the stoppage decision and is not significant. As a result, we found some 

evidence supporting prediction 4 that the demand information-spillover due to the fact 

that more frequent disclosures could be one potential reason for the cessation decision, 

although this reason is often unstated as the excuses for the stoppage decision by 

retailers. 

For other variables, interestingly, we find that retailer’s decision to stoppage is 

not positively related to the peers’ decision. On the contrary, an opposite relationship 

has been found,   suggesting that the retailers are more likely to disclose monthly CSS 

when fewer peers are doing so. This finding is consistent with the evidence that firms 

might adopt more frequent disclosure as a way to catch the investors’ attention.  

4.4 Further Empirical Evidence 

4.4.1 Market Reaction to the Announcement of Stoppage  

In this section, we investigate whether retailers that stop providing monthly CSS 

experience abnormal returns when they reveal their intentions. On the one hand, firms 
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often claim that the reasons for giving up the monthly figure are to avoid useless 

information as well as managerial attention on the short-run performance of the 

company. If monthly CSS is truly a value-decreasing proposition (e.g., forcing managers 

to the short-run performance) and the market realizes this, we predict that the 

announcement period returns should be positive. On the other hand, prior research also 

suggests a negative relation between fewer disclosure and firm value, which implies 

that a firm stopping monthly CSS would experience a negative stock price reaction 

since the investors take the stoppage as a signal of deteriorating future performance. 

To document the market response to stoppage announcements, we analyze 5-

day event windows [-2, 2] where “0” represents the day of the announcement itself and 

record the associated cumulative abnormal return (CAR) of the firm’s stock. The basic 

idea is to test for the statistical significance of the average abnormal returns around an 

even date for a sample of firms experiencing the same type of firm-specific event: the 

stoppage of monthly CSS disclosure. 

To be specific, we use a four-factor model estimated over the time horizon [-

150, -10].  In particular, for each firm, to statistically test the “abnormal” returns during 

the stoppage period, parameters in (4-2) for each stock were estimated over an 

estimated period, with durations of 141 trading days. Each estimation period ended two 

weeks (10 trading days) prior to the date of the announcement. These estimates, in 

turn, were used to determine the daily abnormal returns during the event period: 

0 ( )it ft m mt ft s t B t U i itR R R R SMB HML UMD            
                         (4-2), 

where it ftR R  is the excess return of the retailer i  at time t . mt ftR R  is the excess 

return on the market; (SMB) is the return difference between a portfolio of “small” and 
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“big” stocks; (HML) is the return difference between a portfolio of “high” and “low” book 

to market stocks, and (UMD) is a momentum factor from Carhart (1997), which is the 

return difference between a portfolio of stocks with high returns in the past year and a 

portfolio of stocks with low returns in the past year.  Based on the coefficients estimated 

by (4-2), we could obtain the abnormal return of the retailers experiencing the stoppage 

event. 

   We also control the impact of other information during the stoppage 

announcement period. Within our sample, totally 30 retailers announced the stoppage 

decision together with their announcement of quarterly earnings. Hence, the 

announcement period return could capture both the impact of stoppage announcement 

as well as the earnings surprises, which are also shown to influence abnormal returns. 

To control this confound impact, we run the following regression: 

0 1 2_ Re _ _it it it it itAbnorm t r r quarterearning dummy r quarterearning dummy surprises     
                                                                                                                                   

(4-3). 

Here, _ Re itAbnorm t  is the abnormal returns derived from (4-3) for each retailer 

i  during the decision announcement period  t , _ itquarterearning dummy  indicates 

whether the retailer disclose this information together with the quarterly earnings 

announcement; 
itsurprises  is measured as the difference between the actual earnings 

per share and the most recent forecasted number, divided by the stock price prior to the 

date.  And 
0r  captures the abnormal return experienced by the stoppers. 

Table 4-6 shows the results of the event study. Specifically, we found that a 

significantly positive sign on 
0 ( 0.014, 0.1)r p  , suggesting that investors reward the 

decision of  monthly CSS stoppage.  This result contradicts to the poor performance 
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explanation. The coefficient of intercept indicates that the average market reaction, after 

controlling for the surprises in earnings, is also a statistically significant positive result of 

0.022 (p<.05). What is the economic implication behind this result?  By multiplying the 

average capital capitalization (one date prior to the stoppage date) with the averaged 

abnormal returns, we found an economic impact of 114 million dollars brought by the 

stoppage decision. 

To sum up, different from previous findings in the literature related to quarterly 

earnings guidance, our results have shown that the market, in fact, rewards the firms’ 

stoppage decision on the monthly CSS. However, this increase in the firm value might 

be caused either by the investors’ belief in firms’ desire to focus on the long-run 

performance or the reduced information spillover effect, thus less threat from rivals’ 

taking advantage of monthly CSS information. In order to formally distinguish the above 

two beliefs, we directly test the relationship between abnormal returns and those 

variables capturing the above two concerns. 

4.4.2 Drivers of Abnormal Returns 

To further find out the reasons behind the increased value after the stoppage, a 

regression model is developed to explain the abnormal returns. The model is given by:  

0 1 2

3 4 5 6

7 8 9 10

_ Re _ _

_ _

_ _

it it it it

it it it i

it it it

Abnorm t r rquarterearning dummy r quarterearning dummy surprises

r brandequity r dedicated investors r CSS performance r trendyproduct

r sales effort r new entry r size r pro

    

  

   11 12_ .it it t itactive r reporting history r timetrend   

                                                                                                                                (4-4) 

Based on (4-4),  if the long-run focus is the main reasons believed by the investor 

for the stoppage, we should expect that the coefficients 
3 4r r  be positive; however, if 

the information spillover is the main concern for the stoppage, we should expect that 
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6 8r r   be positive and 3r be negative. In addition, we also control for the firm size effect 

(
itsize ), the time effect (

ttimetrend ) and other firm characteristics such as the reporting 

history ( _ itreporting history  ) (e.g., how many months the retailers have been 

continuously reporting the monthly sales prior to the stoppage) and whether the firm 

adopts a proactive or passive strategy (
itproactive ) when revealing the stoppage 

decision. Within our sample, totally 78 retailers reveal the stoppage decision around the 

stoppage month through either a preannouncement of their decisions or a “silent” 

stoppage. Chen et al. (2011) documented the above practice as either a proactive or a 

passive strategy for the information disclosure in the product recall context. Among 

those 78 firms, there are totally 57 retailers preannounce the stoppage decision before 

the actual stoppage month. 

The regression results are shown in Table 4-7.  We find a systematic pattern 

supporting the information spillover explanation. Specifically, we found that the 

abnormal return is higher for the trendy retailing format (
6 .032, .1r p  ), for the 

subcategories with more new entries (
7 2.70, .1r p  ) and for the retailers with more 

selling efforts (
8 .22, .05r p  ). This result further supports that the information spillover 

concern is the main driver of the stoppage decision of the monthly CSS figure. 

For the short-termism explanation, we found that the abnormal return is not 

positively correlated with all three testing variables (i.e., brand equity, and the 

percentage of institutional investors). On the contrary, we found that brand equity 

negatively influence the abnormal returns 
3( .013, .05).r p    This result, which in fact is 

the consistent with  information spillover explanation, shows that a lower brand equity 
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reduces the imitation cost of the competitors and, hence,  facilitates the easiness of 

copy.  Therefore, the market rewards the stoppage decision more when the brand 

equity is lower.  

To sum it up, our results derived from the model (4-4) show why the market 

rewards the stoppage decision. Totally, the retailers with more trendy products, 

experiencing more new entries within the sub-industry, putting more selling efforts and 

having lower brand equities achieve more rewards for their stoppage decision from the 

market. 

4.4.3 The Moderating Role of Product Format  

By far, we have identified the key drivers behind the stoppage decision, from 

both the investor and the firm perspective. In order to further verify our results, we run 

the Probit model (4-1) for the stoppage decision separately according to the retailing 

category: trendy vs. staple format. We expect that the product characteristics could 

influence the motive for the stoppage decision. Specifically, for those trendy retailers, 

since fashion product enables more industry dynamics, we expect that the information 

spillover effect be higher among this category. Overall, we predict stronger impacts from 

all those variables capturing the competitive information spillover effect. 

In Table 4-8, we find a result pattern that is consistent with the above conjecture. 

Specifically, we found, within the trendy format, the number of new entries and the 

selling efforts have a stronger positive effect. In addition, the coefficient of brand equity 

becomes more negative. 

For the staple format, we find that the information spillover effect becomes a less 

significant force for the stoppage decision. However, hiding of bad performance 

emerges as a more significant driver behind the stoppage decision. The reason is as 
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follows; for the staple format, due to fewer uncertainties in the future sales, the retailer 

sales trends to be more persistent.  Since the poor performance tends to have a 

continuous pattern and induces persistent indirect disclosure costs (e.g., the market 

responses differently towards good and bad news), those retailers within the staple 

category are more likely to hide poor performance by adopting a non-monthly disclosure 

practice. 

For other variables, we find, the coefficient of peers within the trendy format 

becomes more positive, suggesting that the retailer within the trendy category is willing 

to differentiate himself more via the information disclosure practice.  

To sum it up, we find a moderating role played by the retailing format on the 

motives behind the monthly CSS stoppage decision. Striking differences have been 

found for the motive of stoppage between the trendy and staple retailing format. 

Specifically, for the trendy format, the information spillover concern becomes the key 

force behind the stoppage decision; however, for the staple format, the hiding poor 

performance becomes the major driver behind the stoppage decision.  

4.5 Summations 

As a commonly used measure of overall performance within the retailing 

industry, comparable store sales growth (or the same-store sales growth) considers 

growth in stores that have been open for at least one year. This number puts almost 

every major retailer’s performance under the spotlight and serves as a barometer for the 

economy. However, recently, many major retailers choose to withdraw from the 

previous monthly disclosure and only report quarterly on the CSS information. This new 

trend intrigues a hot debate between the retailer managers and investors from Wall-

Street on the usefulness of monthly same store sales data. We join in the debate and 
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conceptually build up four alternative explanations behind the stoppage decision. Using 

a unique dataset collected from the retailing industry covering all monthly same-store 

sales information between the year 1995 and 2012, we directly test the determinants 

and consequence of the stoppage decision empirically. Specifically, we find that the 

retailers’ stoppage decision is largely driven by the serious information spill-over effect 

brought by frequent sales data disclosure. Moreover, we find that investors respond 

favorably towards the stoppage announcement. Specifically, the retailers with trendier 

products, higher selling expenditures, lower brand equities and among the category with 

more new entries experience higher abnormal returns after the stoppage.  Last but not 

the least, retailing category characteristics greatly moderate those motives for the 

stoppage decision.  The stoppage within the trendy category is largely due to the 

information spillover effect; however, the stoppage in the staple category is mainly 

driven by the sluggish performance. 

4.5.1 Research Contributions 

First, this paper contributes to the marketing and finance interface literature with 

a special focus on the value of the monthly CSS announcement. This paper responds to 

the call (Hanssens, Rust and Srivastava 2009) of investigating what kinds of financial 

information should be disclosed by firms. Since the CSS figure serves as an important 

metric gauging the retailer’s performance and has been used by investors and retailing 

managers consistently, the importance of understanding the impact of voluntary 

disclosure of this figure can never be ignored.  As the first paper in this field, we 

conceptualize totally four potential explanations for drivers of monthly CSS figure 

stoppage and propose various measures to test those explanations. Furthermore, we 

directly document how investors evaluate such stoppage decision. On average, we find 
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that the stoppage increases the market value of the retailers by 2.2%. The average 

dollar change in the market value is as high as 114 million dollars, demonstrating a 

significant economic impact from the stoppage decision. 

Second, this paper also contributes to the new product preannouncement 

literature. To some extent, the monthly CSS disclosure could be viewed as the firm pre-

announces his operating ability before the required date (e.g., the date of the quarterly 

earnings report).  Hence, empirically, we contribute a unique sample of firms who shift 

from pre-announcing to silence. There are several advantages of this dataset. First, by 

identifying the shifting date, we can more accurately document the impact of the 

preannouncement. Previous results, largely based on the survey, are subject to the 

response bias and potentially omitted variable bias.  Second, we further broaden the 

scope of the previous research by investigating how those variables at the capital 

market level such as the shareholder characteristics (e.g., institutional investors), 

market performance (e.g., stock return volatility) and information characteristics (e.g., 

the value and volatile of the information) affect the preannouncement decision.  Ignoring 

these variables might lead to the omitted variables bias and influence the manager’s 

decision making process. 

Third, we provide further insights on the motivation behind the recent upsurge of 

firms discontinuing the monthly CSS report. Our results shred insights related to the 

completely different motives according to the retailing products. Overall, although many 

of these firms argue that monthly CSS forces a short-term orientation and impedes 

long-term value creation, and many of investors complain the firms’ hiding bad 

performance and reducing the transparency to the community through a non-disclosure, 
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our  tests suggest that, although unstated, information spillover concern  is, in fact, the 

primary driver behind this stoppage within retailing industry. The recent development of 

information technology and advances in the inventory replenishment such as quick 

response systems greatly facilitate such process and make retailers bear huge 

proprietary costs when disclose frequent information related to consumer’s taste and 

preferences. Furthermore, the retailing products also greatly influence the manager’s 

decision on how to communicate the internal information to the capital market. 

Specifically, for the retailers with trendy products, we find that  the competitive 

information spill-over is the major concern for the frequent information CSS; however, 

for those staple ones, hiding the poor operating performance strikingly influences the 

disclosure decision.  

4.5.2 Managerial Implications  

Our study should be of interest to CFOs and investor relations professionals. For 

those worried about the negative impact from “stoppage” of providing public information, 

our findings suggest the reduced corporate social responsibility (i.e., such as the 

reduction in the frequency of voluntary information disclosed to the public) or 

discontinuing an existing cooperate practice might not necessarily incur the severe 

punishment from the investors. Instead, the market rewards the decision on providing 

less information under certain situations.  This implies, in a more dynamic environment, 

that the CFOs should be less worried about the negative impact brought by providing 

less frequent information but, should be more discerned about how to release demand 

side information. Hence, they could design the disclosure policy according to factors, 

interacting with the competition intense, such as information contents, timing and 
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communication channel; and based on the product characteristics, company’s market 

position and the rivals’ potential responses towards such information. 

Our studies help the industry analysts and practitioners to have a better 

understanding of monthly CSS practice. The firms who stop monthly disclosure might 

not necessarily be those wanting to hide poor performance or in a wrong pace of doing 

business. The product format plays a vital role in discerning the bad one and detecting 

the real motives behind the stoppage decision.  Special attention should be given to 

stoppers within the staple category. Furthermore, although there is a lack of industry 

standards to regulate the disclosure, quite weak evidence is found showing that monthly 

CSS figure loses its value relevance. 

4.5.3 Limitations and Future Research 

This paper subjects to several limitations that provide opportunities for the future 

research. First, as an initial study in the examination the impact of disclosing monthly 

same store sales data, we focus only on the retailing industry. It would be more 

insightful if future studies could examine the restaurant industry, which also provides 

monthly same store sales information and has its own industry characteristics. Second, 

for study on the consequence of stoppage, we focus largely on the market reaction 

towards stoppage. Future research could examine how the information environment is 

affected by the stoppage, for instance, whether the analysts will have larger quarterly 

earnings forecast error due to less disclosure frequency. Last but not least, it would be 

interesting to investigate how the starting of announcing the monthly CSS information 

affects the firm and investors. For instance, whether the start of the monthly CSS 

disclosure would induce the investor’s reaction in the different (asymmetric) way as the 

impact of the stoppage? Future studies could apply the event-study methodology to 



 

143 

examine the potentially asymmetric impact of stoppage vs. starting announcement of 

monthly CSS information. 
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Abercrombie & Fitch Reports July Sales Results 

NEW ALBANY, Ohio, Aug 05, 2010 /PRNewswire via COMTEX/ --  
Abercrombie & Fitch (NYSE: ANF) today reported net sales of $270.9 million 
for the four-week period ended July 31, 2010, a 17% increase from net sales 
of $232.3 million for the four-week period ended August 1, 2009. July 
comparable store sales increased 7%. For the fiscal month, total Company 
direct-to-consumer net merchandise sales increased 51% to $23.6 million. 
For the fiscal month, total Company international net sales, including direct-
to-consumer net sales, increased 81% to $47.0 million.  
 
For the fiscal quarter ended July 31, 2010, the Company reported net sales 
of $745.8 million, a 17% increase from net sales of $637.2 million last year. 
Comparable store sales increased 5% for the quarter. For the quarter, total 
Company direct-to-consumer net merchandise sales increased 50% to $69.0 
million. For the quarter, total Company international net sales, including 
direct-to-consumer net sales, increased 85% to $133.2 million.  
Year-to-date, the Company reported net sales of $1.434 billion, a 16% 
increase from net sales of $1.239 billion last year. Comparable store sales 
increased 3% for the year-to-date period. Year- to-date, total Company 
direct-to-consumer net merchandise sales increased 46% to $137.7 million. 
Year-to-date, total Company international net sales, including direct-to-
consumer net sales, increased 93% to $252.2 million 

 
Figure 4-1.  An Example of Monthly Same Store Sales Disclosure 
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Table 4-1.  Cited Reasons for the Monthly CSS Stoppage 
 

 
Table 4-2.  Distribution of Retailing Format According to SIC Code 

SIC 
code 

Store Format Stoppers Total Number in the 
Sample 

52 Building Materials 3 14 
53 Department Store 14 635 
54 Convenience Store 2 6 
55 Car Store 2 40 
56 Apparel and Accessory 

Store 
36 1004 

57 Home Goods Store 13 154 
59 Miscellaneous Store 11 231 

 
 
 
 
 

Company Cited Reasons 

Pier 1 
Imports 

“Quarterly reporting will be more beneficial for the 
shareholders to do meaningful comparisons in sales, 
SG&A…” 

Bed Bath and 
Beyond 

“Consistent with the sales of reporting practice of a majority 
of large-format retailers…” 

Hancock 
Fabrics 

“Due to the fluctuations that occur between months as 
results of changes in the timing of promotion, holidays and 
retailing calendar…” 

West Marine “This approach will better emphasize trends in our business, 
as it removes some of the short-term effects that weather 
has on the monthly sales…” 

Footstar “Consistent with some of our major competitors…” 
Jennifer 
Convertable 

“Monthly comparison will be an inaccurate measure of the 
companies’ progress…” 

Wilson 
Leathers 

As a result of the previous announcement of converting the 
existing stores into a new studio concept 

Circuit City “We found monthly disclosure focus attention on short terms 
variations rather than on the overall business trends that are 
critical to managerial decisions…” 

Talbots “Consistent with the practice of many multi-brand 
companies….” 

Walmart “This decision aligns investors with the long-term view we 
take to build shareholder value. We feel this also will reduce 
the intra-period volatility related to events such as calendar 
shifts. Reporting sales quarterly also places us in line with 
most other large retailers….” 
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Table 4-3.  Sample Selection Procedures 

 Sample Selection Process 

Total Stoppage 
Identified 

116 

Those went to 
bankrupt 

13 

Those went to private 10 
Those being acquired 12 
The final sample used 

for testing the 
determinants 

77-81 

 
Table 4-4.  Distribution of Stoppage Events across Time 

 Number of  
Stoppage Event 

Number of Firms Reporting 
on Monthly Basis at the 

Beginning of Calendar Year 

1995 2 55 
1996 2 67 
1997 3 69 
1998 2 71 
1999 8 79 
2000 7 70 
2001 1 75 

2002 3 82 
2003 4 82 
2004 1 77 
2005 5 71 
2006 8 68 
2007 9 54 
2008 7 44 
2009 4 36 
2010 3 33 
2011 6 29 
2012 6 25 
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Table 4-5.  Determinants of Giving Up Monthly CSS Announcement 
Independent variables Coefficient Parameters 

Of Interest 
Predicted 
Sign 

Explanation
s 

CSS_perform -0.031*** 
(0.010) 

1  - Poor 
performance 

Stock_vol 20.053*** 
(4.478) 

2  +  
 
Loss 
of relevance 

Diff_CV -0.0002 
(0.003) 

3  - 

Coeff 5.530 
(3.620) 

4  - 

Brand_equity -0.0001 
(0.008) 

5  + Shortism 

Dedicated_invest 0.645 
(0.926) 

6  + 

Trendy_product -0.079 
(0.240) 

7  - Information 
Spill-over 

New_entry 15.305*** 
(7.870) 

8  + 

Selling_effort 1.180* 
(0.660) 

9  + 

Firm Size 0.029 
(0.056) 

 ?  

Analyst following -0.002 
(0.010) 

 _  

Peers disclosure 2.029* 
(1.170) 

 _  

Fixed-industry effect YES 

Fixed-time effect YES 

N 1743 

Pseudo R-square 0.16 

Log likelihood -265.416 

Note: *** p<0.01, ** p<0.05, *p<0.1, two tailed test 
 
 
Table 4-6.  Consequences of Giving Up Monthly CSS: Stock Reactions towards 

Stoppage 

 Parameters 
Of Interest 

Predicted 
Sign 

Model (2) Model (3) 

Intercept 1  (+) or (-) 0.014* 
(0.008) 

0.022** 
(0.01) 

Quarterly- Earning 
Announce 

 ?  -.026 
(0.020) 

Quarterly- Earning 
Announce*Surprise 

 +  2.08 
(2.44) 

N   79 79 
R-Square   N/A 0.025 

Note: *** p<0.01, ** p<0.05, *p<0.1, two tailed test 
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Table 4-7.  Drivers of Abnormal Returns 

 Coefficient Parameters 
Of Interest 

Predicted 
Sign 

Explanation 

Intercept 8.50 
(5.90) 

   

Quarterly Earning 
Announce 

-0.025 
(0.023) 

   

Quarterly Earning 
Announce*Surprise 

2.50 
(2.38) 

2r  +  

Brand_Equity -0.013** 
(0.005) 

3r  +  
 

Shortism Dedicated 
Investors 

0.092 
(0.15) 

4r  + 

CSS_perform  0.032 
(0.021) 

5r  + Poor 
performance 

Trendy Format 0.032* 
(0.018) 

6r  +  
Information 
Spill-over New_entries 2.70* 

(1.48) 
7r  + 

Selling efforts 0.22** 
(0.11) 

8r  + 

Firm Size 0.013** 
(0.006) 

   

Proactive -0.022 
(0.022) 

   

Reporting history 0.0004** 
(0.0001) 

   

Time trend -0.0042 
(0.0029) 

   

N 77 
R-square 0.30 

Note: *** p<0.01, ** p<0.05, *p<0.1, two tailed test 
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Table 4-8.  Additional Tests: Determinants of Giving Up Monthly CSS in Sub-Category 
Independent variables Trendy- 

Category 
Staple- 

Category 
Parameter 
Of Interest 

Explanations 

CSS_perform -0.015 
(0.014) 

-0.10*** 
(0.032) 

1  Poor 
performance 

Stock_vol   23.28*** 
(6.78) 

17.73** 
(8.08) 

2   
 

Loss of 
relevance 

Diff_CV -0.0013 
(0.0009) 

0.22 
(0.31) 

3  

Coeff -3.85* 
(2.33) 

0.491 
(0.358) 

4  

Brand_equity -0.016 
(0.013) 

0.026 
(0.024) 

5  Shortism 

Dedicated_invest -0.442 
(1.161) 

1.98 
(1.97) 

6  

Trendy_product   
7  Information 

Spill-over New_entry 60.82** 
(29.67) 

13.08 
(9.60) 

8  

Selling_effort 2.412** 
(1.000) 

-0.306 
(1.415) 

9  

Firm Size 0.09 
(0.10) 

-0.021 
(0.085) 

  

Analyst following -.014 
(0.015) 

-0.006 
(0.019) 

  

Peers disclosure 5.41** 
(2.46) 

0.60 
(1.57) 

  

Fixed-industry effect YES 
 

YES   

Fixed-time effect YES YES   
N 751 487   
Pseudo R2 0.22 0.24   
Log likelihood -134 -89   

Note: *** p<0.01, ** p<0.05, *p<0.1, two tailed test 
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CHAPTER 5 
CONCLUSION 

Environmental uncertainties create new opportunities and challenges for 

marketers to design suitable marketing strategies. This dissertation consists of three 

separate essays related to marketing decision making under uncertainties.  

The first essay investigates optimal advance selling strategies when 

incorporating the buyers’ behavioral factors (e.g., present-biased preference and 

overconfidence) into the classic advance selling model. When buyer uncertainties (e.g., 

uncertain about future consumption states) interplay with the above psychological 

issues, the optimal pricing structure significantly changes. Moreover, the refund, often a 

tool to reduce the advance purchase risk, has a new role under the advance selling 

setting. Lastly, overconfidence might not necessarily benefit the buyer at the expense of 

buyers. I find a scenario that educating buyers about their tendency on overestimating 

their ability to be consistent during the multiple decision process might lead to a WIN-

WIN situation. 

 The second essay exams marketers’ global market expansion strategy. 

Specifically, I empirically investigate what drives the completion of cross-border M&As 

related to emerging markets. Interestingly, I found that different risk sources interact 

with M&A directions on influencing the completion of cross-border M&As. Specifically,  I 

found that firm-level risks such as firm size, past M&A experience have a stronger 

positive effect on the completion for the outbound M&As (e.g., companies from 

emerging marketing to developed markets to acquire firms); however, country-level 

risks such as the difference on the regulation and trade policy have a stronger negative 

impact on the completion for the inbound M&As (e.g., companies from developed 
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markets to emerging markets to acquirer firms). This result highlights the importance of 

understanding different risk sources in managing the firm’s global expansion. 

 The third essay investigates how retailers’ voluntary disclosure policy affects 

their performance and what determines the retailers’ choice of such policy. We found 

that retailer stops the monthly same store sales announcement mainly due to the 

competitive information spillover effect. Second, investors respond positively towards 

such stoppage decision. Third, the product characteristic moderates the above effect. 

Specifically, compared to those mainly selling staple products, retailers selling trendy 

products suffer a stronger information spillover effect and experience higher positive 

abnormal returns after the stoppage. Our results suggest the product-level uncertainties 

(e.g., fashion vs. staple) strongly influence the firm’s marketing communication strategy 

and affect how investors evaluate such communication strategy. 
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