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1. Introduction 

This study examines whether institutional investors with short investment horizons have a weaker incentive than institutional investors with long investment horizons to acquire private information on long-term earnings. Our research question is motivated by the debate on the role of institutional investors in contributing to capital market efficiency. Without differentiating the nature of institutional investors’ private information, many empirical studies (see e.g., Ayers and Freeman, 2003; Ke and Petroni, 2004) show that institutional investors, especially those who trade frequently, help impound value relevant private information into stock prices through their stock trades. However, critics (e.g., Porter 1992; Lowenstein 1988) assert that many institutional investors have short investment horizons and thus may adopt myopic trading strategies that are fixated on short-term earnings and ignore information on long-term firm value. Froot et al. (1992) develop an analytic model in support of this idea (see also Dow and Gorton 1994). Such myopic trading behavior, if exists, may lead to inefficient stock prices, which in turn may cause myopic managerial behavior.
 

The key assumption that drives short-horizon institutions’ myopic investment behavior is that information on long-term firm value may not be reflected in stock prices before the end of their investment horizons. It is presumed that longer investment horizons would induce institutional investors to have a stronger incentive to collect information on long-term firm value. In addition, Froot et al. (1992) argue that short-horizon institutions’ myopic investment behavior may disappear if there are noisy public disclosures of information on long-term firm value before the end of their investment horizons or if there are long-horizon investors searching for information on long-term firm value. Therefore, it is an empirical question whether short-horizon institutional investors have a weaker incentive than long-horizon institutional investors to acquire long-term earnings information.

In this study, we test whether short-horizon and long-horizon institutional investors’ ownership changes in calendar quarter t are associated with analysts’ consensus (median) long-term earnings growth forecast revision in the subsequent two years, a proxy for the private information on long-term future earnings that will be incorporated in future stock prices.
 Because theory suggests that short-horizon institutions’ incentive to collect long-term earnings information depends on whether the information will be reflected in stock prices within their investment horizons, we decompose the future two-year long-term earnings growth forecast revision into two components: (1) the consensus long-term earnings growth forecast revision from quarter t to quarter t+4 (denoted REV_Gt, t+4); and (2) the consensus long-term earnings growth forecast revision from quarter t+4 to quarter t+8 (denoted REV_Gt+4, t+8). Brown et al. (1985) show that revisions in analyst long-term earnings growth forecasts cause significant changes in contemporaneous stock prices. Thus, we expect most of the private information in REV_Gt, t+4 to be reflected in stock prices over the quarters t+1 to t+4, while most of the private information in REV_Gt+4, t+8 to be reflected in stock prices over the quarters t+5 to t+8.

Following Bushee (2001), we classify all institutional investors into three types, denoted transient, dedicated, and quasi-indexing. Transient institutions have higher portfolio turnover than dedicated and quasi-indexing institutions. In addition, dedicated institutions tend to concentrate their investments in a small number of firms, consistent with a “relationship investing” role, while quasi-indexing institutions tend to have diversified holdings, consistent with a passive indexing strategy. We use transient institutions as a proxy for short-horizon institutions and dedicated institutions as a proxy for long-horizon institutional investors. Despite their longer investment horizons, quasi-indexing institutions may not have an incentive to acquire long-term earnings information because a passive indexing investment strategy does not require private information on long-term earnings. Therefore, we do not treat quasi-indexing institutions as active long-horizon institutions but include them as a control group in our analysis.

Using a large sample of quarterly institutional ownership changes over 1982-2001, we find that transient institutions’ ownership change in quarter t is positively associated with REV_Gt,t+4 but not associated with REV_Gt+4,t+8. In addition, we estimate that transient institutions’ ownership changes in response to REV_Gt,t+4 earn an abnormal return of 11.918% over 6 months and 13.731% over 12 months following the earnings announcement month for the stocks in the top and bottom deciles of REV_Gt,t+4. Transient institutions’ ownership changes in response to REV_Gt+4,t+8 earn an abnormal return of 13.486% over 24 months following the earnings announcement month for the stocks in the top and bottom deciles of REV_Gt+4,t+8, but 75% (83%) of the return is accrued in the first 6 (12) months. In contrast, dedicated institutions’ ownership change in quarter t is not associated with REV_Gt,t+4 and REV_Gt+4,t+8. Quasi-indexing institutions’ ownership change in quarter t is not associated with REV_Gt,t+4, but negatively associated with REV_Gt+4,t+8. We find no evidence that dedicated and quasi-indexing institutions earn economically significant abnormal returns from their responses to REV_Gt,t+4 and REV_Gt+4,t+8 over both short and long horizons. 

Overall, our empirical results suggest that transient institutions possess private information on long-term future earnings, but only to the extent that the private information will be reflected in near term stock prices. Contrary to the common belief, we find no evidence that dedicated institutions possess private information on either short-term or long-term future earnings, regardless of whether the private information will be reflected in near term stock prices or not. Our empirical results question the common assumption that long-horizon institutions have stronger incentives than short-horizon institutions to acquire private information on long-term earnings.

Most empirical research on institutional investors focuses on institutional investors’ response to short-term information (see e.g., Walther 1997; Bartov et al. 2000; Jiambalvo et al. 2002; Ayers and Freeman 2003; Ali et al. 2004; Ke and Ramalingegowda 2005). To our knowledge, Bushee (2001) is the first empirical study that directly analyzes institutional investors’ preferences for short-term vs. long-term firm value estimated using Value-Line analysts’ earnings and price forecasts. He finds that the level of ownership by transient institutions is positively associated with the amount of firm value in expected near-term earnings and negatively associated with the amount of firm value in expected long-term earnings. In addition, he finds that high levels of transient institutional ownership are associated with an over weighting of near-term expected earnings and under weighting of long-term expected earnings in stock prices relative to the weightings of efficient stock prices. Bushee concludes that short-horizon institutions’ information gathering is biased toward short-term earnings, thus causing a mispricing of long-term expected earnings for firms with high short-horizon institutional ownership.

One key difference between our study and Bushee (2001) is that we examine the association between institutional investors’ ownership changes and the private information on future long-term earnings, while Bushee (2001) studies the association between levels of institutional ownership and contemporaneous Value-line estimates of short-term and long-term firm values, which is public information. As a result, one cannot conclude from his study whether short-horizon institutions have a weaker incentive than long-horizon institutions to acquire private information on future long-term earnings. In addition, we test how the speed that stock prices reflect future long-term earnings affects short-horizon and long horizon institutional investors’ incentives to acquire long-term earnings information.

The rest of the paper is organized as follows. The next section describes the regression model of institutional ownership changes and the method we use to measure institutional investors’ abnormal return performance. Section 3 describes the data sources and sample selection procedures. Section 4 discusses the descriptive statistics. Section 5 reports the regression results of institutional ownership changes while section 6 shows the abnormal returns institutional investors earn from their private information on future long-term earnings. Section 7 concludes.

2. Research Design
2.1. Regression Model for Changes in Institutional Ownership
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We use the following regression model to examine how institutional ownership changes are associated with analysts’ future two-year long-term earnings growth forecast revisions:

where

(i


= stock fixed effects;

(t

= calendar year quarter fixed effects;

OWNt-1
= institutional ownership as a percentage of the outstanding shares at the beginning of a calendar quarter;

(OWN

= OWNt-OWNt-1;


REV_Git
= quarter t’s revision in analysts’ consensus (median) long-term earnings 

growth forecast issued in the earnings announcement month, defined as the difference in the forecasted long-term earnings growth rate (F_G) in quarters t and t-1;

REV_Git,t+4

= analysts’ consensus long-term earnings growth forecast revision from 

quarters t to t+4, defined as the difference in the forecasted long-term earnings growth rate (F_G) in quarters t+4 and t;

REV_Git+4,t+8

= analysts’ consensus long-term earnings growth forecast revision from 

quarters t+4 to t+8, defined as the difference in the forecasted long-term earnings growth rate (F_G) in quarters t+8 and t+4;

SUE


= standardized unexpected earnings computed following Bernard and 

Thomas (1990);

RETQ24

= buy and hold raw return for the 2-4 calendar quarters before the 

institutional ownership measurement quarter;
RETQ1

= buy and hold raw return for the calendar quarter before the institutional 

ownership measurement quarter;
RETQ0

= buy and hold raw return from 30 days to three days before the earnings 

announcement date for fiscal quarter t;
PWt-1


= weighted mean portfolio weight (in percentage measured at the beginning 

of a calendar quarter) of a stock in institutions’ stock portfolios;
 
MV


= total market capitalization of the common stock at the end of the prior 

fiscal quarter end; and

BM


= the ratio of common book equity to total market capitalization at the end of 

the prior fiscal quarter end.
Figure 1 shows the timeline for the key regression variables in the model. We estimate the regression model separately for each of the three institutional investor types. (i and (t are firm and time fixed effects, respectively. Based on the evidence in Brown et al. (1985), we use REV_Gt,t+4 as a proxy for the private information on future long-term earnings that will be reflected in near term stock prices, and REV_Gt+4,t+8 as a proxy for the private information on future long-term earnings that will not be reflected in near term stock prices. The variables SUEt+q (q=1 to 8) proxy for the future short-term earnings surprises in quarters t+1 to t+8. Because SUEt+q (q=1 to 8) and REV_Gt,t+4 and REV_Gt+4,t+8 are likely correlated, omitting the SUEt+q variables would create a correlated omitted variable problem. Although a significant portion of the private information in both SUEt+q (q=5 to 8) and REV_Gt+4,t+8 will be reflected in stock prices beyond quarter t+4, institutional investors may have more precise information on SUEt+q (q=5 to 8) than on REV_Gt+4,t+8 because forecasting SUEt+q requires only knowledge of a single quarter while forecasting REV_Gt+4,t+8 requires knowledge on firm performance beyond year t+2. We also include SUEt and REV_Gt to account for the institutional ownership changes in response to the resolution of the uncertainty for SUEt and REV_Gt.

The control variables follow Ke and Ramalingegowda (2005). RETQ24, RETQ1, and RETQ0 control for institutional investors’ tendency to follow a return momentum trading strategy. OWNt-1 controls for the effect of prior quarter’s ownership on current quarter’s stock trades. PW controls for the extent to which the stock investments of an institution are allocated to a given stock. MV and BM capture institutional investors’ preferences for large vs. small firms and value vs. growth firms, respectively.

To facilitate the interpretation of the regression coefficients, the variables SUE, REV_G, RETQ0, RETQ1, and RETQ24 are converted into ten deciles by calendar year quarter (denoted RSUE, RREV_G, RRETQ0, RRETQ1, and RRETQ24, respectively). The decile rankings are then reduced by one and divided by nine, so as to range between zero and one. As a result, the regression coefficient on these variables can be interpreted as the difference in institutional investors’ ownership change between the top and bottom deciles of those variables. 

2.2. Abnormal Returns From Institutional Investors’ Ownership Changes in Response to Future Long-Term Earnings

2.2.1. Abnormal Returns for the Extreme Portfolios of REV_Gt,t+4 and REV_Gt+4,t+8
This section describes the method we use to compute institutional investors’ value-weighted mean abnormal stock return attributed to their private information on REV_Gt,t+4 and REV_Gt+4,t+8 separately. First, we use the following two regression models to control for institutional investors’ other private information sources in the past and contemporaneous quarters that are correlated with REV_Gt,t+4 or REV_Gt+4,t+8  :
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We estimate the above two models by calendar year quarter and denote the residuals ( and ( as R_REV_Gt,t+4 or R_REV_Gt+4,t+8, respectively. To be consistent with RREV_Gt,t+4 and RREV_Gt+4,t+8, the two residuals are also ranked in ten deciles by calendar year quarter with values ranging from zero to one. Second, we use regression model (1) estimated by calendar year quarter to compute the quarterly ownership changes (denoted ∆OWN_RESID) solely attributed to REV_Gt,t+4 (i.e., ∆OWN_RESID =(1REV_Git,t+4+(it) and REV_Git+4,t+8 (i.e., ∆OWN_RESID =(2REV_Git+4,t+8+(it). 

Institutional investors’ mean buy and hold abnormal return from their ownership changes in quarter t in response to REV_Gt,t+4 is defined as the sum of the mean abnormal returns weighted by the dollar value of the institutional ownership change in quarter t in response to REV_Gt,t+4 (i.e., ∆OWN_RESID =(1REV_Git,t+4+(it), for the stocks in the top and bottom deciles of R_REV_Gt,t+4. For example, the formula for the value weighted mean abnormal return for stocks in the top decile of R_REV_Gt,t+4 is Σ(Ri*MVi*D)/Σ(MVi), where R is the buy and hold abnormal return, MV is the market value of ∆OWN_RESID at the end of the month in which quarter t’s earnings are announced, D is an indicator that equals 1 if ∆OWN_RESID>0 and -1 if ∆OWN_RESID<0,  and the subscript i indicates stock i in the portfolio. Institutional investors’ value weighted mean buy and hold abnormal return from their ownership changes in quarter t in response to REV_Gt+4,t+8 is defined similarly.

We assume institutional investors’ ownership changes in quarter t are completed during the earnings announcement month, and thus the abnormal returns (R) are computed starting from the month following the earnings announcement month. Since the consensus long-term earnings growth forecast for quarter t (F_Gt) is computed on the Thursday that falls between the 14th and 20th of the earnings announcement month, institutional investors should have sufficient time to execute their trades before the end of the month.
 Because we cannot determine the unwinding of institutional investors’ trades, we compute the value weighted mean abnormal returns using several investment horizons, starting in the month following the earnings announcement month.

Following Wermers (2000) and Ke and Ramalingegowda (2005), buy and hold abnormal returns are estimated using the benchmark return adjustment method of Daniel, Grinblatt, Titman and Wermers (1997).  This method eliminates the effects of size, book-to-market, and return momentum in the estimated abnormal return by subtracting the buy and hold benchmark portfolio return from the buy and hold raw return over the same horizon. 

A key difference between the regression analysis in section 3.1 and the abnormal return analysis is that the mean abnormal returns are value weighted by institutional investors’ ownership changes in quarter t. To the extent that the speed that stock prices reflect the future long-term earnings varies across stocks and institutional investors can identify such cross-sectional variations, the value weighted mean abnormal returns will reflect this effect and thus are more powerful in detecting institutional investors’ private information on future long-term earnings than the regression analysis, which only captures institutional investors’ average response to future long-term earnings.

2.2.2. Abnormal Returns for the Extreme Portfolios of Institutional Ownership Changes


So far we have assumed that the only long-term private information institutional investors may possess is REV_Gt,t+4 and REV_Gt+4,t+8. To relax this assumption, we also estimate the value weighted mean abnormal returns over various investment horizons following the earnings announcement month for the two extreme deciles of institutional ownership changes ((OWNt). To be consistent with RREV_Gt,t+4 and RREV_Gt+4,t+8, (OWNt is ranked in ten deciles by calendar year quarter with values ranging from zero to one (denoted R_(OWNt). To the extent that an institutional investor type trades on long-term private information that will be reflected in longer term stock prices, the value weighted mean abnormal return sorted by R_(OWNt should reflect such private information, provided that the abnormal return holding period is long enough. 

3. Data Sources and Sample Selection Procedures


This study’s data come from four sources. Analysts’ long-term earnings growth forecasts were obtained from the IBES Summary file. Stock returns and financial variables were from monthly CRSP and Quarterly Compustat, respectively.  Institutional ownership data were collected from the Spectrum database. 


Our sample selection starts from the IBES Summary file over the period 1982-2001. Analysts’ consensus (median) long-term earnings growth forecast revisions prior to 1982 are unavailable in the IBES Summary file. Our sample ends in 2001 because we did not have data on the future two-year consensus long-term earnings growth forecast revisions for the years beyond 2001. Although analysts’ consensus long-term earnings growth forecasts are available every calendar month, we use only the consensus long-term growth forecast for the earnings announcement month because institutional ownership data are available only quarterly and long-term earnings growth forecasts are often issued following the earnings announcement. Dechow and Sloan (1997) also use the long-term earnings growth forecast in the earnings announcement month. 

We require the sample firms to have stock return data in the month after the earnings announcement month in order to compute abnormal stock returns for institutional investors’ trades in response to future long-term earnings. We delete firm quarters with missing institutional ownership, analysts’ consensus long-term earnings growth forecast revision REV_Gt,t+4, or quarterly earnings surprises (SUE) over quarters t+1 to t+4. 

Our research methodology requires a firm to have analysts’ consensus long-term earnings growth forecast revision REV_Gt+4,t+8 and quarterly earnings surprises over quarters t+5 to t+8, which are missing for approximately 13 percent of the firm quarters. To avoid potential survivorship biases in our abnormal return and regression analyses, we replace the missing consensus long-term earnings growth forecast revisions and quarterly earnings surprises over quarters t+5 to t+8 with the nonmissing values of the most recent quarter. For example, if the consensus long-term earnings growth forecast revision is missing for quarters t+6 to t+8 and the consensus long-term earnings growth forecast revision for quarter t+5 is –5%, we assume the consensus long-term earnings growth forecast revision for each of the quarters t+6 to t+8 is –5%. Thus, REV_Gt+4,t+8 is equal to –20%.
 However, our empirical results are robust to the exclusion of the observations with missing consensus long-term earnings growth forecast revisions and quarterly earnings surprises over quarters t+5 to t+8, suggesting that survivorship bias is not significant in our sample (see Kothari et al. 2004). 

These restrictions result in an initial sample of 141,507 firm quarters over 1982-2001. The sample size for our regression of institutional ownership changes is further reduced to 136,812 due to missing values on additional control variables.

4. Descriptive Statistics


Table 1 reports descriptive statistics for the key regression variables before the rank transformation for the sample used in the regression of institutional ownership changes. Due to missing values on additional control variables, the sample size for our regression model is 136,812 firm quarters over 1982-2001. Consistent with footnote 3, the mean stock ownership is the highest for quasi-indexing institutions (24.767%), followed by transient institutions (11.475%), and dedicated institutions (8.752%). Dedicated institutions’ mean stock ownership is high given that there are only 170 dedicated institutions over 1979-2002 (see footnote 2). The values of PW indicate that quasi-indexing institutions’ stock portfolios are more diversified than those of transient and dedicated institutions. The mean transient institutional ownership change ((TRANSIENT) is only 0.065%, in contrast to the mean ownership change of 0.173% for dedicated institutions ((DEDICATED) and 0.291% for quasi-indexing institutions ((INDEX). 

The mean REV_Gt,t+4 and REV_Gt+4,t+8 are negative, suggesting that analysts tend to overestimate their long-term earnings growth forecasts. This result is consistent with La Porta (1996) and Chan et al. (2003). The mean SUEt+q is always negative but the median SUEt+q
is always positive for q=0 to 8.


Table 2 shows the Spearman (top diagonal) and Pearson (bottom diagonal) correlation coefficients between the three dependent variables and the key independent variables after the rank transformation. Because the Pearson and Spearman correlations are similar, we focus on the Spearman correlations in the discussion below. The correlations among the explanatory variables exhibit no evidence of multi-collinearity. As expected, RREV_Gt,t+4 and RREV_Gt+4,t+8 are generally significantly correlated with RSUEt+q (q=1 to 8).

(TRANSIENT is positively correlated with RREV_Gt,t+4, RREV_Gt+4,t+8, and RSUEt+q (q=0 to 6). These correlations suggest that transient institutions’ ownership changes in quarter t reflect both short-term and long-term future earnings. However, the larger correlation between (TRANSIENT and RREV_Gt,t+4 relative to the correlation between (TRANSIENT and RREV_Gt+4,t+8 suggests that transient institutions have more private information on RREV_Gt,t+4 than on RREV_Gt+4,t+8.  The negative but small correlation between ∆TRANSIENT and RSUEt+8 suggests that transient institutions’ ownership changes in quarter t do not contain the private information on RSUEt+8.
∆DEDICATED is negatively correlated with RREV_Gt,t+4 but uncorrelated with RREV_Gt+4,t+8.  In addition, ∆DEDICATED is negatively associated with RSUEt+q (q=0 to 3). These results suggest that dedicated institutions’ ownership changes in quarter t reflect neither short-term nor long-term future earnings. This evidence implies that longer investment horizon does not necessarily encourage dedicated institutions to collect more private information on long-term earnings.


∆INDEX is not correlated with RREV_Gt,t+4 but negatively correlated with RREV_Gt+4,t+8. ∆INDEX is positively correlated with RSUEt+q (q=0 to 1), but is negatively correlated with RSUEt+q (q=3 to 8). Thus, it appears quasi-indexing institutions’ ownership changes in quarter t do not contain short-term or long-term future earnings beyond quarter t+1. These results may not be surprising because quasi-indexing institutions tend to follow an indexing strategy and thus do not have a strong incentive to collect any private information. 

5. Regression Results of Institutional Ownership Changes
5.1. Transient Institutions

Table 3, column (1) shows the regression result of (TRANSIENT. The significantly positive coefficients on RSUEt, RREV_Gt, RRETQ0, RRETQ1, and RRETQ24 imply that transient institutions are momentum traders. The coefficients on TRANSIENTt-1 and PW are significantly negative, suggesting that transient institutions are less likely to buy more shares if their absolute ownership or relative ownership to their stock portfolios is already high. 

Consistent with prior research, the coefficients on RSUEt+q (q=1 to 4) are all significantly positive, suggesting that transient institutions have private information on future short-term earnings surprises. The coefficient on RSUEt+6 is significantly positive, but the coefficient on RSUEt+8 is significantly negative. The coefficients on RSUEt+q (q=5 and 7) are insignificant. Thus, there is no clear evidence that transient institutions have private information on quarterly earnings surprises in year t+2.  

The coefficient on RREV_Gt,t+4 is significantly positive, but the coefficient on RREV_Gt+4,t+8 is insignificant. These two results suggest that transient institutions have private information on future long-term earnings that will be reflected in near term stock prices but no private information on future long-term earnings that will be reflected in stock prices beyond the near term horizon.

5.2 Dedicated Institutions


Table 3, column (2) reports the result for dedicated institutions. Consistent with Ke and Ramalingegowda (2005), the coefficients on RSUEt, RRETQ0, RRETQ1, and RRETQ24 are significantly negative, suggesting that dedicated institutions are contrarian traders. The positive coefficient on PW is consistent with the definition of dedicated institutions because they are less concerned about portfolio diversification. 


The coefficients on RSUEt+q (q=1 to 2) are significantly negative while the coefficients on RSUEt+q (q=3 to 8) are insignificant, suggesting that dedicated institutions do not have private information on future short-term earnings surprises. Instead, the negative coefficients on RSUEt+q (q=1 to 2) suggest that dedicated institutions systematically trade in the wrong direction. The insignificant coefficients on RREV_Gt,t+4 and RREV_Gt+4,t+8 imply that dedicated institutions do not possess private information on future long-term earnings, regardless of whether such information will be reflected in near term stock prices or not. This result is surprising given that dedicated institutions on average have a longer investment horizon than transient institutions and follow an active stock picking strategy. 

5.3. Quasi-indexing Institutions


The regression result for quasi-indexing institutions are reported in Table 3, column (3). The coefficients on the control variables are generally consistent with Ke and Ramalingegowda (2005). For example, the positive coefficients on RRETQ0, RRETQ1 and RRETQ24 imply that quasi-indexing institutions are momentum traders. The negative coefficients on INDEXt-1 and PW suggest that quasi-indexing institutions are less likely to buy more shares if their absolute ownership or relative ownership to their stock portfolios is already high.

Except for the marginally significant coefficient on RSUEt+1, the coefficients on RSUEt+q (q=2 to 8) are either significantly negative or insignificant. In addition, the coefficient on RREV_Gt,t+4 and RREV_Gt+4,t+8 are insignificant and significantly negative, respectively. Thus, there is no evidence that quasi-indexing institutions have private information on future short-term and long-term earnings. In addition, they often trade in the wrong direction. As indicated above, the lack of private information in quasi-indexing institutions’ ownership changes may not be surprising because those institutions by definition follow a passive indexing strategy and thus they have little demand for private information.

6. Abnormal Returns Institutional Investors Earn From Their Private Information on Future Long-Term Earnings
6.1. Abnormal Returns Sorted by R_REV_Gt,t+4 and R_REV_Gt+4,t+8

In this section, we report the value weighted mean abnormal returns institutional investors earn from their private information on future long-term earnings. The results for R_REV_Gt,t+4 and R_REV_Gt+4,t+8 are reported in Tables 4 and 5, respectively. We retain all the firm quarters with nonmissing raw return in the first month of the specified investment period and replace missing returns in the subsequent months of the investment period with the returns of the benchmark portfolio to which the firm belongs. If a firm is delisted during the investment period, we include the delisting return in our calculation. If the delisting return is not available, we assume that investors were able to trade at the last quoted price. If a stock disappears from our sample before the end of the investment period, we assume the stock earns zero abnormal return for the rest of the investment period.

Table 4 reports the value weighted mean abnormal returns for the three institution types from investing in the stocks in the top and bottom deciles of R_REV_Gt,t+4 over 3, 6, 9, and 12 months, starting from the month following the earnings announcement month. The maximum investment horizon is 12 months because the private information in R_REV_Gt,t+4 is completely revealed by the end of the 12th month following the current quarter’s earnings announcement month. 


As a benchmark, Panel A of Table 4 reports the equally weighted mean abnormal returns from buying stocks in the top decile and selling stocks in the bottom decile of R_REV_Gt,t+4. Consistent with Brown et al. (1985), analysts’ long-term earnings forecast revisions are associated with a strong positive contemporaneous stock market reaction. In addition, 72% (8.713/12.098) of the total abnormal return over the 12 months is realized in the first 6 months.

Consistent with the regression results in Table 3, the results in Panels B-D of Table 4 indicate that transient institutions do but the other two institution types do not earn economically significant abnormal returns from their stock trades in the top and bottom deciles of R_REV_Gt,t+4. For example, transient institutions’ sum of the mean abnormal returns for the top and bottom deciles of R_REV_Gt,t+4 is 10.492%, 11.918%, 11.706%, and 13.731% over 3, 6, 9, and 12 months, respectively. The corresponding abnormal returns are –0.078%, -0.480%, -0.162%, and –0.428% for dedicated institutions and –2.184%, -4.182%, -6.179%, and –4.376% for quasi-indexing institutions. Dedicated and quasi-indexing institutions’ negative abnormal returns are consistent with the regression results in Table 3. In addition, approximately 87% of the abnormal return transient institutions earn over the 12-month horizon is realized in the first six months. This evidence suggests that transient institutions’ superior private information on R_REV_Gt,t+4 is largely reflected in stock prices by the end of quarter t+2.


Table 5 reports the value weighted mean abnormal returns for the three institution types for stocks in the top and bottom deciles of R_REV_Gt+4,t+8 over 3, 6, 9, 12, and 24 months starting from the month following the earnings announcement month. The maximum investment horizon is 24 months because the private information in R_REV_Gt+4,t+8 is completely revealed by the end of the 24th month following the current quarter’s earnings announcement month. 

Again as a benchmark, Panel A of Table 5 reports the equally weighted mean abnormal returns from buying stocks in the top decile and selling stocks in the bottom decile of R_REV_Gt+4,t+8. The sum of the equally weighted mean abnormal returns for the stocks in the top and bottom deciles of R_REV_Gt+4,t+8 over the first 6 months represents only 9% (2.581/28.099) of the abnormal return over the 24 months. In addition, only 42% (11.786/28.099) of the total abnormal return over the 24 months is realized in the first year. These results suggest that most of the private information on R_REV_Gt+4,t+8 is incorporated in stock prices beyond the near term. 

Table 5, Panel B shows that transient institutions’ sum of the mean abnormal returns for the top and bottom deciles of R_REV_Gt+4,t+8 is 8.523%, 10.116%, 7.106%, 11.190%, and 13.486% over 3, 6, 9, 12, and 24 months, respectively. 75% (83%) of the 24-month abnormal return is accrued in the first 6 (12) months. Those results suggest that transient institutions have private information on R_REV_Gt+4,t+8, but only to the extent that the private information will be reflected in near term stock prices. Transient institutions’ result in Table 5 is different from the regression result in Table 3, suggesting that the value weighted abnormal return analysis is more powerful in determining institutional investors’ private information on long-term earnings. 

Consistent with the regression results in Table 3, there is no evidence that dedicated and quasi-indexing institutions have private information on R_REV_Gt+4,t+8 (see Table 5, Panels C and D). Dedicated institutions’ sum of the mean abnormal returns for the top and bottom deciles of R_REV_Gt+4,t+8 is 2.461%, 0.869%, 0.409%, 3.376%, and 0.452% over 3, 6, 9, 12, and 24 months, respectively. The corresponding numbers for quasi-indexing institutions are 0.062%, -2.354%, -4.354%, -3.060%, and –0.226%.

6.2. Abnormal Returns Sorted by (OWNt

Table 6 reports the value weighted mean abnormal returns over various investment horizons following quarter t’s earnings announcement month for the top and bottom deciles of quarterly ownership changes ((OWNt). Panel A shows that transient institutional investors’ ownership changes in quarter t yield a value weighted mean abnormal return of 17.959% over 24 months, 79% of which is accrued in the first 6 months. The results in Panels B and C indicate that both dedicated and quasi-indexing institutions’ ownership changes in quarter t yield little abnormal returns over both short run and long run. These results are consistent with those in Tables 4 and 5.

7. Conclusion


We examine whether short-horizon institutional investors have a weaker incentive than long-horizon institutions to acquire private information on long-term future earnings. Following Bushee (2001), we use transient institutions as a proxy for short-horizon institutions and dedicated institutions as a proxy for long-horizon institutions. We use analysts’ consensus long-term earnings growth forecast revision from quarters t to t+4 (denoted REV_Gt,t+4) as a proxy for the private long-term earnings that will be reflected in near term stock prices and use the consensus long-term earnings growth forecast revision from quarters t+4 to t+8 (denoted REV_Gt+4,t+8) as a proxy for the private long-term earnings that will be reflected in longer term stock prices. We find that transient institutions’ ownership changes in quarter t contain private information on long-term future earnings, but only if the private information will be reflected in near term stock prices. In contrast, we find no evidence that dedicated institutions’ ownership changes contain private information on long-term future earnings, regardless of whether the private information will be reflected in the near term stock prices or not. Our results are inconsistent with the common assumption that long-horizon institutions have stronger incentives than short-horizon institutions to acquire private information on long-term earnings.

To our knowledge, this is the first study that empirically demonstrates the effect of investment horizon on institutional investors’ incentives to collect private information on future long-term earnings.  Our findings have important implications for corporate managers and future researchers. For example, our results do confirm many CEOs’ allegation (see e.g., survey evidence in Graham et al., 2004) that short-horizon institutional investors are fixated on near term earnings and ignore long-term firm value; however this statement is true only to the extent that the long-term earnings will not be reflected in near term stock prices. This evidence suggests that corporate managers may alter their periodic public disclosure strategy on long-term firm value in order to entice short-horizon institutions to acquire such private information. The most surprising result of our study is that long-horizon institutional investors do not possess more private information on long-term earnings. This evidence implies that a higher ownership by long-horizon institutions does not necessarily make a firm’s stock price more efficient. We leave to future research to further investigate why long-horizon institutions’ ownership changes do not contain private information on long-term earnings. Future researchers who wish to use institutional investors as a proxy for informed investors should be careful because we find no evidence that dedicated and quasi-indexing institutions possess private information on either short-term or long-term future earnings. 
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Figure 1. Timeline for the key variable measurement. 

Variable definitions:

∆OWNt is the change in institutional ownership from calendar quarter t-1 to t. REV_Gt,t+4 is the change of analysts’ consensus long-term earnings growth forecast issued in the quarterly earnings announcement month from calendar quarter t to t+4. REV_Gt+4,t+8 is the change of analysts’ consensus long-term earnings growth forecast issued in the quarterly earnings announcement month from calendar quarter t+4 to t+8.

Table 1. Descriptive statistics for 1982-2001 (N=136,812 firm quarters)a

	Variable
	Mean
	Std Dev
	25th
	50th
	75th

	(TRANSIENTt
	0.065
	3.575
	-0.999
	0.017
	1.162

	TRANSIENT t-1
	11.475
	9.945
	4.137
	8.938
	16.124

	PW_TRANSIENT
	0.114
	0.435
	0.019
	0.053
	0.135

	(DEDICATEDt
	0.173
	2.351
	-0.436
	0.042
	0.747

	DEDICATED t-1
	8.752
	8.045
	3.034
	6.568
	12.202

	PW_DEDICATED
	0.108
	0.335
	0.008
	0.029
	0.099

	(INDEXt
	0.291
	3.204
	-0.923
	0.192
	1.488

	INDEX t-1
	24.767
	13.582
	13.979
	24.107
	34.554

	PW_INDEX
	0.073
	0.178
	0.007
	0.022
	0.069

	REV_Gt,t+4
	-0.798
	5.690
	-2.000
	0.000
	0.500

	REV_Gt+4,t+8
	-0.640
	5.572
	-1.500
	0.000
	0.350

	REV_Gt
	-0.205
	3.498
	0.000
	0.000
	0.000

	SUEt+8
	-0.114
	1.857
	-0.605
	0.052
	0.645

	SUEt+7
	-0.115
	1.860
	-0.613
	0.051
	0.652

	SUEt+6
	-0.118
	1.871
	-0.624
	0.049
	0.661

	SUEt+5
	-0.119
	1.875
	-0.639
	0.047
	0.671

	SUEt+4
	-0.120
	1.869
	-0.650
	0.041
	0.672

	SUEt+3
	-0.123
	1.868
	-0.664
	0.036
	0.672

	SUEt+2
	-0.128
	1.871
	-0.677
	0.032
	0.672

	SUEt+1
	-0.127
	1.873
	-0.687
	0.031
	0.678

	SUE t
	-0.111
	1.867
	-0.678
	0.036
	0.691

	MV
	2538.355
	11801.009
	150.897
	451.241
	1450.327

	BM
	0.598
	0.392
	0.326
	0.522
	0.770

	RETQ1
	0.040
	0.244
	-0.089
	0.029
	0.150

	RETQ24
	0.155
	0.523
	-0.120
	0.091
	0.322

	RETQ0
	0.011
	0.128
	-0.052
	0.006
	0.067


a TRANSIENTt-1 is transient institutional ownership (in percentage) at the beginning of the calendar quarter. ∆TRANSIENT is TRANSIENTt-TRANSIENTt-1. DEDICATEDt-1 is dedicated institutional ownership (in percentage) at the beginning of the calendar quarter. ∆DEDICATED is DEDICATEDt-DEDICATEDt-1. INDEXt-1 is quasi-indexing institutional ownership (in percentage) at the beginning of the calendar quarter. ∆INDEX is INDEXt-INDEXt-1. PW is the weighted mean portfolio weight (in percentage measured at the beginning of a calendar quarter) of a stock in the portfolios of an institution type. REV_Gt,t+4 is the difference between the forecasted long-term earnings growth rate in quarter t+4 and the forecasted long-term earnings growth rate in quarter t. REV_Gt+4,t+8 is the difference between the forecasted long-term earnings growth rate in quarter t+8 and the forecasted long-term earnings growth rate in quarter t+4. REV_Gt is quarter t’s revision in analysts’ median long-term earnings growth forecast issued in the earnings announcement month, defined as the difference in the forecasted long-term earnings growth rate in quarters t and t-1. SUEt+q is quarter t+q’s standardized unexpected earnings per Bernard and Thomas (1990). MV is the market value of common equities at the end of the prior fiscal quarter. BM is the ratio of common book equity to total market capitalization at the end of the prior fiscal quarter end. RETQ1 is the buy and hold raw return for the calendar quarter before the institutional ownership measurement quarter. RETQ24 is the buy and hold raw return for the 2-4 calendar quarters before the institutional ownership measurement quarter RETQ0 is the buy and hold raw return from 30 days to three days before the earnings announcement date for fiscal quarter t. 
Table 2. Pearson  (below diagonal ) and Spearman (above diagonal ) Correlation Coefficients over 1982-2001 ( N = 136,812)a
	 
	(TRANSIENT
	(DEDICATEDt
	(INDEXt
	RREV_Gt+4,t+8
	RREV_Gt,t+4
	RREV_Gt
	RSUEt+8
	RSUEt+7
	RSUEt+6
	RSUEt+5
	RSUEt+4
	RSUEt+3
	RSUEt+2
	RSUEt+1
	RSUEt

	(TRANSIENTt
	1.000
	-0.123
	-0.082
	0.012
	0.103
	0.028
	-0.009
	0.002#
	0.018
	0.030
	0.069
	0.112
	0.132
	0.131
	0.087

	(DEDICATEDt
	-0.128
	1.000
	-0.086
	0.002#
	-0.018
	-0.015
	0.003#
	0.004#
	0.005#
	0.003#
	0.000#
	-0.012
	-0.026
	-0.032
	-0.037

	(INDEXt
	-0.011
	-0.058
	1.000
	-0.031
	0.002#
	0.015
	-0.012
	-0.016
	-0.024
	-0.034
	-0.032
	-0.010
	0.005#
	0.034
	0.050

	RREV_Gt+4,t+8
	0.007
	0.001#
	-0.028
	1.000
	-0.042
	-0.015
	0.122
	0.144
	0.138
	0.111
	0.072
	0.031
	0.001#
	-0.020
	-0.033

	RREV_Gt,t+4
	0.110
	-0.019
	0.002#
	-0.043
	1.000
	-0.053
	-0.004#
	0.021
	0.051
	0.093
	0.136
	0.160
	0.158
	0.127
	0.080

	RREV_Gt
	0.030
	-0.013
	0.015
	-0.014
	-0.053
	1.000
	-0.011
	-0.012
	-0.005#
	0.002#
	0.010
	0.035
	0.058
	0.084
	0.089

	RSUEt+8
	-0.011
	0.000#
	-0.011
	0.123
	-0.004#
	-0.011
	1.000
	0.455
	0.285
	0.139
	-0.116
	-0.032
	-0.042
	-0.048
	-0.044

	RSUEt+7
	-0.001#
	-0.001#
	-0.015
	0.145
	0.020
	-0.012
	0.455
	1.000
	0.445
	0.276
	0.131
	-0.125
	-0.036
	-0.046
	-0.049

	RSUEt+6
	0.014
	0.000#
	-0.023
	0.139
	0.052
	-0.005#
	0.285
	0.445
	1.000
	0.440
	0.270
	0.127
	-0.125
	-0.038
	-0.047

	RSUEt+5
	0.030
	-0.001#
	-0.033
	0.112
	0.093
	0.002#
	0.139
	0.276
	0.439
	1.000
	0.440
	0.267
	0.127
	-0.126
	-0.038

	RSUEt+4
	0.074
	-0.004#
	-0.028
	0.073
	0.137
	0.011
	-0.118
	0.131
	0.270
	0.440
	1.000
	0.439
	0.269
	0.127
	-0.125

	RSUE t+3
	0.117
	-0.016
	-0.006
	0.032
	0.161
	0.036
	-0.033
	-0.126
	0.127
	0.266
	0.438
	1.000
	0.441
	0.272
	0.128

	RSUE t+2
	0.135
	-0.026
	0.009
	0.001#
	0.160
	0.060
	-0.042
	-0.037
	-0.127
	0.127
	0.268
	0.441
	1.000
	0.445
	0.275

	RSUE t+1
	0.128
	-0.031
	0.034
	-0.019
	0.128
	0.086
	-0.048
	-0.046
	-0.038
	-0.127
	0.127
	0.272
	0.445
	1.000
	0.449

	RSUE t
	0.073
	-0.029
	0.049
	-0.033
	0.081
	0.091
	-0.044
	-0.049
	-0.047
	-0.038
	-0.126
	0.128
	0.275
	0.449
	1.000


a RREV_G and RSUE are standardized values of REV_G and SUE (ranging from zero to one), respectively. For example, RSUEt+1 is the decile ranking of SUE t+1 by calendar year quarter reduced by one and scaled by nine.  See table 1 for other variable definitions. The correlations are all significant at the 5% two-tailed level except for those marked with “#”.

Table 3. Fixed-effects regression results of institutional ownership changes on short-term and long-term future earningsa
	
	Dependent variable =

	
	(TRANSIENT
	(DEDICATED
	(INDEX

	
	(1)
	(2)
	(3)

	RREV_Gt+4,t+8
	-0.011
	0.015
	-0.078

	
	(0.022)
	(0.014)
	(0.021)***

	RREV_Gt,t+4
	0.431
	-0.006
	-0.019

	
	(0.022)***
	(0.015)
	(0.022)

	RREV_Gt
	0.146
	0.001
	0.027

	
	(0.022)***
	(0.014)
	(0.021)

	RSUEt+8
	-0.047
	0.005
	-0.013

	
	(0.023)**
	(0.015)
	(0.022)

	RSUEt+7
	0.023
	-0.016
	0.023

	
	(0.024)
	(0.016)
	(0.024)

	RSUEt+6
	0.060
	-0.008
	-0.032

	
	(0.024)**
	(0.016)
	(0.024)

	RSUEt+5
	-0.020
	0.004
	-0.098

	
	(0.024)
	(0.016)
	(0.024)***

	RSUEt+4
	0.119
	0.014
	-0.113

	
	(0.025)***
	(0.017)
	(0.025)***

	RSUEt+3
	0.276
	-0.009
	-0.012

	
	(0.024)***
	(0.016)
	(0.024)

	RSUEt+2
	0.351
	-0.056
	-0.096

	
	(0.024)***
	(0.016)***
	(0.024)***

	RSUEt+1
	0.473
	-0.035
	0.046

	
	(0.024)***
	(0.016)**
	(0.024)*

	RSUEt
	0.236
	-0.062
	0.090

	
	(0.024)***
	(0.015)***
	(0.023)***

	OWNt-1
	-0.105
	-0.055
	-0.067

	
	(0.001)***
	(0.001)***
	(0.001)***

	lnMV
	-0.058
	-0.054
	0.317

	
	(0.016)***
	(0.010)***
	(0.016)***

	BM
	-0.302
	0.092
	-0.340

	
	(0.032)***
	(0.021)***
	(0.031)***

	RRETQ0
	1.031
	-0.027
	0.145

	
	(0.020)***
	(0.013)**
	(0.020)***

	RRETQ1
	1.066
	-0.141
	0.071

	
	(0.022)***
	(0.014)***
	(0.021)***

	RRETQ24
	0.235
	-0.143
	0.218

	
	(0.024)***
	(0.015)***
	(0.023)***

	PWt-1
	-0.345
	0.123
	-0.751

	
	(5.927)***
	(2.178)***
	(9.476)***

	Constant
	-0.485
	1.253
	-4.624

	
	(0.489)
	(0.291)***
	(0.485)***

	Observations
	130290
	130139
	130585

	Adj R-squared
	0.097
	-0.007
	0.017


a See Table 1 for variable definitions. Firm and calendar year quarter fixed effects are omitted from the table. Outliers are excluded using Cook’s (1977) distance statistic. *, **, *** denote two-tailed significance levels of 10%, 5% and 1%, respectively.

Table 4. Abnormal returns (in percentage) institutional investors earn from their private information on long-term earnings that will be reflected in near term stock prices a
	
	(1)
	(2)
	(3)

	
	R_RREV_Gt,t+4=0
(lowest)
	R_RREV_Gt,t+4=1
 (highest)
	Gross abnormal return

[(1)+(2)]

	Panel A. Equally weighted mean abnormal returns

	Months 1-3
	1.688
	2.993
	4.68

	Months 1-6
	3.051
	5.662
	8.713

	Months 1-9
	3.792
	7.414
	11.207

	Months 1-12
	3.192
	8.905
	12.098

	Panel B. Value weighted mean abnormal returns for transient institutions

	Months 1-3
	7.305
	3.188
	10.492

	Months 1-6
	6.756
	5.162
	11.918

	Months 1-9
	5.709
	5.996
	11.706

	Months 1-12
	5.119
	8.612
	13.731

	Panel C. Value weighted mean abnormal returns for dedicated institutions

	Months 1-3
	0.587
	-0.664
	-0.078

	Months 1-6
	-0.024
	-0.456
	-0.48

	Months 1-9
	0.059
	-0.221
	-0.162

	Months 1-12


	0.747
	-1.176
	-0.428

	Panel D. Value weighted mean abnormal returns for quasi-indexing institutions

	Months 1-3
	-0.516
	-1.667
	-2.184

	Months 1-6
	-3.159
	-1.024
	-4.182

	Months 1-9
	-4.089
	-2.09
	-6.179

	Months 1-12


	-3.678
	-0.698
	-4.376


a R_RREV_Gt,t+4 is the ranked residuals of regression model (2) in the text by calendar year quarter. The equally weighted mean abnormal return for the bottom portfolio of R_RREV_Gt,t+4 is multiplied by –1. The value weighted mean abnormal return for a portfolio (say the top portfolio of R_RREV_Gt,t+4) is Σ(Ri*MVi*D)/Σ(MVi), where R is the benchmark-adjusted buy and hold abnormal return starting from the month following the earnings announcement month, MV is the market value of ∆OWN_RESID determined at the end of the earnings announcement month, D is an indicator that equals 1 if ∆OWN_RESID>0 and -1 if ∆OWN_RESID<0,  and the subscript i indicates stock i in the portfolio. See Table 1 for other variable definitions. ∆OWN_RESID is (1REV_Git,t+4+(it from regression model (1) estimated by calendar year quarter.
Table 5. Abnormal returns (in percentage) institutional investors earn from their private information on long-term earnings that will be reflected in longer term stock prices a

	
	(1)
	(2)
	(3)

	
	R_RREV_Gt+4,t+8=0
 (lowest)
	R_RREV_Gt+4,t+8=1
 (highest)
	Total abnormal return

[(1)+(2)]

	Panel A. Equally weighted mean abnormal returns

	Months 1-3
	-0.255
	1.262
	1.007

	Months 1-6
	-0.323
	2.904
	2.581

	Months 1-9
	0.593
	5.525
	6.118

	Months 1-12
	1.88
	9.906
	11.786

	Months 1-24
	6.816
	21.283
	28.099

	Panel B. Value weighted mean abnormal returns for transient institutions

	Months 1-3
	4.923
	3.6
	8.523

	Months 1-6
	6.714
	3.401
	10.116

	Months 1-9
	4.538
	2.568
	7.106

	Months 1-12
	6.723
	4.467
	11.19

	Months 1-24
	8.874
	4.612
	13.486

	Panel C. Value weighted mean abnormal returns for dedicated institutions

	Months 1-3
	1.569
	0.893
	2.461

	Months 1-6
	1.744
	-0.874
	0.869

	Months 1-9
	2.388
	-1.979
	0.409

	Months 1-12
	4.077
	-0.701
	3.376

	Months 1-24
	3.33
	-2.878
	0.452

	Panel D. Value weighted mean abnormal returns for quasi-indexing institutions

	Months 1-3
	1.12
	-1.058
	0.062

	Months 1-6
	1.726
	-3.748
	-2.022

	Months 1-9
	1.076
	-5.43
	-4.354

	Months 1-12
	2.539
	-5.598
	-3.06

	Months 1-24
	6.451
	-6.225
	0.226


a R_RREV_Gt+4,t+8 is the ranked residuals of regression model (3) in the text by calendar year quarter. The equally weighted mean abnormal return for the bottom portfolio of R_RREV_Gt+4,t+8 is multiplied by –1. The value weighted mean abnormal return for a portfolio (say the top portfolio of R_RREV_Gt+4,t+8) is Σ(Ri*MVi*D)/Σ(MVi), where R is the benchmark-adjusted buy and hold abnormal return starting from the month following the earnings announcement month, MV is the market value of ∆OWN_RESID determined at the end of the earnings announcement month, D is an indicator that equals 1 if ∆OWN_RESID>0 and -1 if ∆OWN_RESID<0,  and the subscript i indicates stock i in the portfolio. See Table 1 for other variable definitions. ∆OWN_RESID is (1REV_Git+4,t+8+(it from regression model (1) estimated by calendar year quarter.
Table 6. Institutional investors’ abnormal returns (in percentage) by quarterly institutional ownership changes a

	
	(1)
	(2)
	(3)

	
	R_OWNt=0
 (lowest)
	R_OWNt=1

 (highest)
	Total abnormal return

[(1)+(2)]

	Panel A. Value weighted mean abnormal returns for transient institutions

	Months 1-3
	6.355
	5.861
	12.216

	Months 1-6
	7.726
	6.512
	14.238

	Months 1-9
	7.970
	6.453
	14.422

	Months 1-12
	8.148
	9.792
	17.940

	Months 1-24
	6.644
	11.315
	17.959

	Panel B. Value weighted mean abnormal returns for dedicated institutions

	Months 1-3
	1.175
	0.048
	1.223

	Months 1-6
	1.417
	-0.997
	0.420

	Months 1-9
	1.134
	-0.721
	0.413

	Months 1-12


	0.802
	0.366
	1.168

	Months 1-24
	0.124
	0.919
	1.044

	Panel C. Value weighted mean abnormal returns for quasi-indexing institutions

	Months 1-3
	0.574
	0.414
	0.988

	Months 1-6
	1.918
	-0.279
	1.639

	Months 1-9
	1.754
	-1.641
	0.113

	Months 1-12


	2.807
	-1.412
	1.395

	Months 1-24
	3.705
	-2.507
	1.198


a R_OWNt is the decile ranking of OWNt by calendar year quarter with values that range from zero to one. The value weighted mean abnormal return for a portfolio (say the top portfolio of R_OWNt) is Σ(Ri*MVi*D)/Σ(MVi), where R is the benchmark-adjusted buy and hold abnormal return starting from the month following the earnings announcement month, MV is the market value of ∆OWN (i.e., ∆TRANSIENT, ∆DEDICATED, or ∆INDEX) determined at the end of the earnings announcement month, D is an indicator that equals 1 if ∆OWN >0 and -1 if ∆OWN<0,  and the subscript i indicates stock i in the portfolio. See Table 1 for other variable definitions.
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� Following Froot et al. (1992), we take as given institutional investors’ investment horizons and focus on the consequences of short versus long investment horizons. Shleifer and Vishny (1990) show how capital market imperfections give rise to a rational investor’s short trading horizon, which in turn affects his information acquisition incentive. 


� Although analysts’ long-term earnings growth forecasts pertain to future 3-5 years, we do not use the difference between the future five-year realized earnings growth rate and current consensus long-term earnings growth forecast as a proxy for the private information on future long-term earnings because more than a third of our sample firms have missing future five-year realized earnings growth rates. In addition, it is doubtful that institutional investors possess private information on the realized earnings growth rate five years down the road.


� Although Bushee performs the trading classification annually, each institution’s trading classification is highly stable over time. The classifications all have a year-to-year correlation of greater than 0.80.  Therefore, we assign each institution to the type that is the most frequent over the maximum available sample period 1979-2002. This results in 951 transient institutions, 170 dedicated institutions, and 1,553 quasi-indexing institutions over 1979-2002.


� Following Bernard and Thomas (1990), SUE is defined as the ratio of the detrended seasonal difference in quarterly earnings to the standard deviation of the detrended seasonal difference in quarterly earnings over the trend estimation period.   The earnings trend is estimated using a history of up to 15 prior quarterly earnings.





� The formula for the weighted mean portfolio weight of a stock is Σ(Wi*MVi)/Σ(MVi), where Wi is the weight of a stock in institution i’s portfolio and MVi is the market value of all stocks owned by institution i. The portfolio weight of a stock in an institution’s stock portfolio is computed as the ratio of the dollar value of the institution’s ownership in the stock to the market value of all stocks owned by the institution.


� We obtained similar inference if the abnormal return accumulation window starts from the month following the earnings announcement quarter.


� We find in untabulated analyses that the correlation between the assumed values of the missing REV_Gt+4,t+8 and the abnormal stock returns from the month following the earnings announcement month of quarter t to the earnings announcement month of quarter t+1 is significantly positive, suggesting the assumed values capture long-term earnings growth forecast revisions in year t+2 reasonably well.  
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