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Abstract 

 

This study investigates the effect of adverse event disclosure on shareholders’ versus prospective 

investors’ judgments of management credibility, contingent on the locus of attribution employed 

by management in their communication about the event. Relying on Social Identity theory and 

prior empirical findings, we presume that shareholders identify with the company they are invested 

in. We find that identified shareholders and non-identified prospective investors indeed make 

different judgments about managerial credibility when managers employ external attribution. 

Prospective investors view such attributions as deceptive, and hence judge the explanation given 

by management to be much less believable than shareholders do. Thus, we find that company 

identification has a strong positive effect on credibility given external attribution, while we find 

no significantly different effect under internal attribution. We also provide evidence that this 

difference in credibility leads to different valuation judgments. Thus, we show that adverse event 

disclosure can induce disagreement among market participants. We discuss important practical 

implications of our findings. One such implication is that, arguably counterintuitively, managers 

should shy away from employing external attributions, but rather admit to their own inadequacies 

in terms of their (in)actions, especially when aiming their communications about adverse events 

at prospective investors.  
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I. Introduction 

 
Public company disclosure is often followed by large trading volumes, reflecting disagreement among 

investors about the future payoffs of the firm (Bamber, Barron, & Stevens, 2011; Bamber, Barron, & 

Stober, 1999; Beaver, 1968; Garfinkel & Sokobin, 2006). However, little is known about what causes this 

belief dispersion. This study attempts to shed light on the origins of investor disagreement by examining 

how shareholders’ identification with their invested-in firms affects perceptions of managerial credibility. 

Consistent with Social Identity (SI) theory, we define company identification as investors’ self-

categorization as in-group members of their selected firms. We argue that shareholders who identify with 

their invested-in firms exhibit affect-based in-group favoritism, leading them to perceive management of 

these firms as more credible than market participants who do not hold shares in these firms (prospective 

investors). We also reason that the effect of company identification on perceived management credibility 

depends on how disclosures are framed by management. Finally, we analyze how differences in 

identification- and framing-induced perceived management credibility, in turn, create belief dispersion - 

as evidenced by heterogeneous asset valuation. 

In this study, we presume that shareholders are more likely than prospective investors to see 

themselves as part of the organization, develop a sense of communion with the firm, and hence identify 

with the company. There are many mechanisms how, when and why market participants may become 

attached to their invested-in firms, e.g. because they are consumers of the products (Bhattacharya & Sen, 

2003) or agree with corporate values (Elliott, Jackson, Peecher, & White, 2014). We posit that 

shareholders likely identify with their firms due to their unique perspective on the organization (Akerlof 

& Kranton, 2000), their stake in the firm (Ashforth & Mael, 1989), and common characteristics of 

disclosure (e.g. inclusive language, directly addressing them). Our presumption is in line with prior 

findings in the marketing literature indicating that shareholders indeed tend to strongly identify with their 

companies (Aspara & Tikkanen, 2008, 2011).  
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 We investigate a setting in which both identified investors (shareholders) and non-identified 

investors (prospective investors) face disclosures of adverse events, resulting in a guidance cut. We 

choose to investigate responses to negative news about the firm’s financial results, as research in 

psychology suggests that (social) identification can affect responses of an (identified) ‘in-group’ (Cialdini 

et al., 1976) differently than those of an (unidentified) ‘out-group’. Furthermore, we study the effect of 

how disclosures of adverse events are framed. Prior accounting research indicates that managers use 

either internal or external attributions in their reports (Baginski & Hassell, 2004). We investigate whether 

identified investors (shareholders) and prospective investors differ in how they interpret and respond to 

these attributions. Building on ultimate attribution error theory (Pettigrew, 1979), we argue that external 

attributions can either diverge attention from managerial responsibility or be perceived as rather deceitful, 

depending on whether a member of the in-group (i.e. shareholder) or out-group (i.e. prospective investor) 

examines the information. Hence, we predict that company identification will lead to a stronger positive 

effect on assessments of credibility under external than under internal attributions.  

 To test our predictions, we run a 2 x 2 between-subjects experiment. We incentivize participants 

as stockholders and ask them to choose to invest in one of two hypothetical companies. Thereafter, half of 

the subjects review disclosure for the company they have chosen (shareholders), whereas the other half 

reviews the same information but for their non-chosen firm (prospective investors). This is followed by 

the announcement of an earnings guidance cut, including an internal or external attribution, and the 

measurement of our dependent variables. We base both hypothetical firms on data from the same real 

company. 

Our results reveal that identified shareholders indeed judge managers of the same firm to be more 

credible than prospective, non-identified investors, when management employs external attribution in 

disclosures. In contrast, when a manager employs internal rather than external attribution when 

communicating negative news, company identification leads to much less variation in credibility 

perceptions. That is, shareholders and prospective investors then perceive management as approximately 
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equally credible, and they show little or no disagreement on the company’s valuation. Moreover, we 

investigate if this effect on credibility also influences asset valuations, and our findings corroborate that 

they indeed do. In combination, these results suggest that financial disclosure can induce investor 

disagreement, despite its generally accepted role in resolving information asymmetries (Francis, Nanda, 

& Olsson, 2008; Leuz & Verrecchia, 2000). Additionally, we show evidence consistent with the notion 

that this effect on credibility is mainly driven by trustworthiness, rather than competence. 

 Our study contributes to the literature in several ways. First, our research adds to the disclosure 

literature on investor disagreement. While the finance and accounting literature has highlighted several 

important consequences of investor disagreement, such as bubbles and crises (Harrison & Kreps, 1978; 

Hong & Sraer, 2016; Scheinkman & Xiong, 2003), elevated trading volumes (Hales, 2009; Harris & 

Raviv, 1993; Karpoff, 1987; O. Kim & Verrecchia, 1991, 1994, 1997) and cost of capital-belief 

sensitivity (Bloomfield & Fischer, 2011), it has paid less attention to what behavioral factors cause such 

heterogeneous beliefs. Generally, the literature finds that disclosure reduces information asymmetries 

across market participants (Diamond & Verrecchia, 1991; Leuz & Wysocki, 2016). In contrast, our study 

identifies a disclosure-induced distortion in shareholders’ and prospective investors’ perceptions of 

management credibility and their asset valuations.1  

 Second, our study is among the first to show how identical economic conditions can lead to 

opposing perceptions of management credibility and trustworthiness, by simply framing an event as 

caused by factors that are internal or external to management. While prior studies have shown that 

investors’ credibility judgments are sensitive to managerial attributions for negative news (Chen, Han, & 

Tan, 2016), these findings do not imply that identical disclosure may cause investors to disagree. Our 

results show that employing external attribution is particularly disadvantageous to unidentified 

prospective investors’ credibility perceptions and company valuation. Thus, somewhat counterintuitively, 

                                                 
1 This systematic disagreement also suggests further possible market consequences, such as a decrease in 

willingness to trade. This opens up avenues for future research. 
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companies are better off acknowledging their own responsibility and failures by using internal attribution, 

rather than attributing to and blaming outside factors. This holds particularly for (young) firms seeking to 

widen their investor base. 

Third, our study speaks to the experimental accounting literature, which has investigated how 

different presentation formats of disclosure influence investor judgment and decision making (Brooke 

Elliott, Hobson, & White, 2015; Hales, Kuang, & Venkataraman, 2011; Hirst, Koonce, & Miller, 1999; 

Rennekamp, 2012). However, only a few studies before ours have addressed how identical company news 

may be interpreted differentially by market participants [e.g., Bernard, Cade & Hodge (2018); Hales 

(2007)]. We are able to draw strong causal inferences about participants’ judgments of management 

credibility and asset valuations (Libby, Bloomfield, & Nelson, 2002), which adds important insights to 

this stream of literature.  

Finally, our findings contribute to the larger accounting literature on the determinants of 

managerial credibility (Mercer, 2004). This literature provides evidence that investors’ assessment of 

managerial credibility is sensitive to disclosure language fluency (Rennekamp, 2012), the medium of 

disclosure (Grant, Hodge, & Sinha, 2018), peer firm reporting (Maletta & Zhang, 2014), the plausibility 

of managerial explanations (Barton & Mercer, 2005), and disclosure forthcomingness (Mercer, 2005). 

Implicit in these studies is the idea that market participants do not differ in their response to financial 

disclosure. Recent research however supports the idea that stock ownership can affect individuals’ tastes 

and preferences (Bernard et al., 2018). We expand upon this idea and provide direct evidence on how 

shareholder identification, dependent on management attribution, influences perceptions of management 

credibility.  

The remainder of this paper is structured as follows. Section 2 discusses related literature and 

develops our hypotheses. Section 3 describes the methodology, and sections 4 and 5 discuss our empirical 

results and conclusions, respectively.  
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II. PRIOR LITERATURE AND HYPOTHESIS DEVELOPMENT 

Disclosure research has identified several benefits of increased transparency, such as a reduction 

of disclosing firms’ cost of capital (Leuz & Schrand, 2009) and increased liquidity as a response to 

reduced information asymmetries among market participants (Leuz & Verrecchia, 2000; Ng, 2011). 

While these welfare-enhancing benefits of disclosure have been well documented (Leuz & Wysocki, 

2016), the literature typically does not distinguish differential effects of disclosure on various types of 

market participants. Even though the effects of investor disagreement on market liquidity have been 

studied for aggregate market reactions (Beaver, 1968; Ziebart, 1990), the potential role of market 

participants’ characteristics in disclosure interpretation has received little attention. To our knowledge, 

only Hales (2007) provides a related study. He finds that directional preferences induce market 

participants to agree with information that suggests they might make money. Thus, his study is centered 

on incentives of market participants, rather than the role of company identification. Hales’ (2007) results 

therefore do not imply a systematic difference in company valuations between shareholders and 

prospective investors.2 

 Based on Social Identity (henceforth SI) theory, we presume that shareholders identify with 

companies they are invested in. A review of the social psychology literature reveals striking similarities 

between the identification of individuals with close others and market participants’ financial investment 

decisions. SI theory describes identification as a process when individuals self-categorize as members of 

an “in-group” and start to think like representatives of a group instead of as individuals (Tajfel & Turner, 

1986). This self-categorization is a cognitive element that constitutes the first step in the identification 

process, after which the emotional and evaluative commitment to the in-group can follow, also known as 

in-group favoritism (Smith, Mackie, & Claypool, 2015; Tajfel, 1981, p. 229). In a similar vein, we argue 

                                                 
2
 Considering the spot market instead of the market for derivatives leads to further differences between our study 

and Hales (2007). Prospective investors have no directional preferences when considering a company they are not 

invested in (i.e. they do not hold a short position). In addition, stock ownership implies that shareholders share a 

common fate with managers (i.e. stock price movements up or down) unlike long-investors who are exclusively 

focused on bringing an option in the money before expiration. 
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that shareholders, who actively and voluntarily decide to become owners of a certain company, feel 

cognitively associated with their invested-in company. As they review financial disclosure over time, they 

associate the valence of the news with the organization and experience it as their own success or loss 

(Akerlof & Kranton, 2000; Greenwald & Banaji, 1995; Rubin & Hewstone, 1998; Tolman, 1943). 

Despite the potential for conflicts of interest (Akerlof, 1970), they also realize that they share the same 

fate with managers (e.g. benefits from an increase in stock price) (Ashforth & Mael, 1989), have similar 

goals (i.e. fundamental economic development of the firm) (Rousseau, 1998) and that they are, like team 

members, mutually dependent on collaboration (e.g. accepting management proposals at annual meetings) 

(Towry, 2003). The use of inclusive language in company disclosure (‘we’), which managers often use to 

address stakeholders in corporate reporting,3 makes shareholders’ stake and involvement in the company 

even more salient, so they categorize themselves and management as part of the in-group.4 Additionally, 

when shareholders only hold shares in one company in a particular industry, they are also likely aware of 

competing companies in the same industry (i.e. the “out-group”), which fosters the bond with the 

invested-in firm (Hinkle, Taylor, Fox-Cardamone, & Ely, 1998). Thus, we presume that shareholders 

likely identify with the company they are invested in, and on average, more so than other market 

participants. This assumption is in line with survey evidence in the marketing literature showing that 

shareholders experience affect-based investment motivation towards their companies (Usul, Özdemir, & 

Kiessling, 2017). For instance, Aspara & Tikkanen (2008) collected data on 440 shareholders’ company 

                                                 
3
 For example, in his speech at the firm’s annual general meeting in June 2016, Volkswagen AG’s CEO Matthias 

Müller addressed the recent emissions scandal in the following way: “From discussions I have had, (..) I am fully 

aware that for many of you, Volkswagen represents much more than just a simple investment. Many shareholders 

feel a profound attachment to the group and its employees (...). In the long term, we know we can only succeed if we 

all pull together – together with our employees, together with and for our customers, together with our shareholders 

and business partners.” (Müller, 2016) 
4
 It is also possible that market participants identify with companies before they invest in them, for example because 

they are consumers of the products and services (Bhattacharya & Sen, 2003) or sympathize with the firm’s purpose 

(Hoegele, Schmidt, & Torgler, 2014).   
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identification and found a positive association between the construct and determination to invest in the 

company. 

We are particularly interested in the effects of company identification on market participants’ 

interpretation of financial disclosure, and specifically in judgments of management credibility (and 

consequently, valuation). We focus on market participants’ reaction to managers lowering a prior issued 

earnings guidance, i.e. issuing a guidance cut. This setting allows us to investigate whether company 

identification can soften the negative market reaction to these types of disclosure (see e.g. Kasznik & Lev, 

1995; Libby & Hun-Tong, 1999; Tucker, 2007). The experimental accounting literature has long focused 

on market participants’ perception of managerial credibility and its role for their interpretation of financial 

disclosure (Chen et al., 2016; Clor-Proell, 2009; Grant et al., 2018; Mercer, 2005; Rennekamp, 2012). 

Mercer (2004) posits that managerial credibility is a key determinant of disclosure credibility. 

Accordingly, 86.3% of the managers surveyed by Graham, Harvey, & Rajgopal (2005) indicate that their 

main motivation to meet earnings benchmarks is to build up credibility with the capital market. Similarly 

to Mercer (2005), we define management credibility as a “trait of a firm’s managers, referring to 

investors’ perceptions of managers’ competence and trustworthiness” (Hovland, Janis, & Kelley, 1953, p. 

21, emphasis added). Research in psychology suggests these two dimensions are different (Cuddy, Glick, 

& Beninger, 2011), and we therefore consider perceptions of a manager’s competence and trustworthiness 

separately in our theory building. 

We expect that differences in company identification will drive market participants’ perception of 

competence and trustworthiness. First, we consider competence. The issuance of a guidance cut sends an 

adverse signal about the competence of management. Since individuals like to see themselves and their 

groups as successful, skilled, intelligent and qualified, in short competent (Ashforth & Mael, 1989; 

Bettencourt, Charlton, Dorr, & Hume, 2001; Haslam et al., 2006), we argue that shareholders, who 

identify themselves with the firm, will be inclined to interpret the guidance cut as less diagnostic of a 

manager’s competence than non-identified prospective investors. Thus, the higher level of company 
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identification present in shareholders, who see themselves and management as members of the ‘in-group’ 

(Smith et al., 2015; Tajfel, 1981, p. 229), will lead to higher perceptions of managerial competence than 

non-identified prospective investors will exhibit.  We do not expect that attributions influence perceptions 

of credibility as Chen et al. (2016) show in a similar setting to ours that investors competence judgments 

are not influenced by attributions in earnings guidance. Instead, we reason that perceptions of 

trustworthiness play a major role. 

Next, we turn our attention to trustworthiness, the second component of credibility. We define a 

person as trustworthy if (s)he possesses characteristics such that he or she can be trusted (Mayer, Davis, 

& Schoorman, 1995), which implies that individuals make themselves vulnerable since they have positive 

expectations’ of others’ intentions (Rousseau, Sitkin, Burt, & Camerer, 1998). Prior research has 

demonstrated the importance of trustworthiness for investors’ judgment and decision making (Elliott, 

Hodge, & Sedor, 2012; Hewitt, Hodge, & Pratt, 2019). Moreover, it has been shown that individuals’ 

judgments of others’ trustworthiness are made quicker than judgments of competence (Willis & Todorov, 

2006), and have a greater impact on overall attitudes towards others (Cuddy et al., 2011; Wojciszke, 

Bazinska, & Jaworski, 1998). Therefore, we expect trustworthiness to be the main driver of credibility. 

Bad news in particular can decrease investors’ trust in a firm or manager (Elliott, Grant, & Hodge, 2018). 

Following SI theory (Brewer & Kramer, 1985; Brewer, 1979; Williams, 2001), we argue that market 

participants’ perceptions of a manager’s trustworthiness varies with their level of company identification, 

in a similar way as their competence perceptions. The higher level of in-group favoritism present in 

identified shareholders will, on average, lead to higher levels of trustworthiness than non-identified 

prospective investors will exhibit (Smith et al., 2015; Tajfel, 1981, p. 229).  

Additionally, we surmise that trustworthiness perceptions vary with management’s decision to 

frame the event internally or externally. Managers frequently provide causal explanations with their 

management earnings forecasts (Baginski & Hassell, 2004). These attributions link earnings forecasts to 

causes internal to management (i.e. their actions) or external (i.e. actions of third parties). While we 
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acknowledge that economic reality can influence how managers present causal explanations 

accompanying a guidance cut, we also take into account that managers have leeway in how to frame these 

explanations. Without stretching the truth, managers can communicate a guidance cut by attaching 

importance to the situational circumstances that have led to the event, i.e. external attributions, or by 

emphasizing their own responsibility, i.e. using internal attributions [see e.g Chen et al.(2016)]. For 

example, when lowering a prior issued earnings guidance, a CEO could attribute this event to 

macroeconomic circumstances or she could explain that she was not able to foresee these adverse market 

developments. Prior accounting literature shows  that similar framing differences in terms of language 

vividness (Hales et al., 2011), reporting readability (Rennekamp, 2012) and forecast disaggregation 

(Hirst, Koonce, & Venkataraman, 2007) influence investor judgment. In line with this, we expect locus of 

attribution to affect market participants’ judgments. 

Research on individuals’ use and interpretation of attributions produced inconclusive evidence as 

to their preference for a locus of attribution after adverse events. Baginski & Hassell (2004) find that 

stock market reactions are driven by external instead of internal attributions, which the authors explain by 

the more verifiable nature of external attributions. Relatedly, Elliott, Hodge & Sedor (2012) find that 

attributions provided in an earnings restatement interact with disclosure venue. Their experiment shows 

that participants trust managers more (less) if an internal (external) attribution is given in a video 

statement, but they do not find an effect of attribution type if participants review the same information in 

textual format. The results are explained based on heightened sensory information provided in the video, 

which emphasizes the deceitful character of external attributions. Thus, external attributions by managers 

can make them appear as ‘excuse-makers’, who are deceptive, self-absorbed and ineffectual - assuming 

no responsibility. On the positive side, however, external attributions can be beneficial in the 

reconciliation of professional relationships as they reduce blame and anger in victims of the transgression 

(Crant & Bateman, 1993; Weiner, Amirkhan, Folkes, & Verette, 1987). For internal attributions, the 

literature also provides up- and downsides. On the positive side, internal attributions signal that a manager 
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accepts responsibility and that s/he might therefore correct actions in the future. (Kim, Dirks, Cooper, & 

Ferrin, 2006). In other instances, an internal attribution is problematic since it focuses investors’ attention 

on managers’ misdeeds (Shaw, Wild, & Colquitt, 2003). These conflicting results suggest that market 

participants’ preference for and response to one attribution type or another depends on other factors.  

We posit that market participants’ levels of company identification will determine how managers’ 

attributions affect trustworthiness perceptions and as a result, perceived credibility. We build upon 

‘ultimate attribution error’ theory to predict how both factors interact. This theory states that ‘across-

group’ perceptions are more likely than ‘within-group’ perceptions to lead to the attribution of acts 

perceived as negative to personal (i.e. internal) causes (Pettigrew, 1979).5 We expect that a similar effect 

will apply to attributions given by others (e.g., management). To an ‘out-group’, an external attribution 

creates the impression that management is actively trying to shift attention away, which seems highly 

deceptive. However, when considering the in-group, individuals are more aware of the environment other 

group members operate in and external attributions are more believable (Heider, 1958). Thus, we expect 

that under an external attribution, investors’ perception of management trustworthiness is highly 

dependent on their degree of identification with the company. Shareholders likely interpret external 

attributions given by management as believable, as the high level of identification and in-group favoritism 

makes them more inclined to believe that the negative event is indeed due to external causes. 

Management is part of their in-group, and hence their failure would be felt as a shared failure. In line with 

the ultimate attribution error, identified shareholders themselves are likely to come up with external 

attributions for negative events that affect their in-group. As a consequence, we argue that they are also 

likely to believe an external attribution provided by management and that they will therefore (continue to) 

perceive management as trustworthy. Prospective investors, who are not highly identified and who see the 

reporting company’s management as part of the out-group, are likely to attribute any failure to internal 

                                                 
5
 For positive events, he predicts that behavior will be attributed to luck, high motivation, manipulable social context 

or the exceptional case. For a meta-analysis see Hewstone (1990). 
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rather than external causes according to ultimate attribution error theory. We argue that they therefore will 

likely see external attributions provided by management as deceptive, and that they will perceive 

management to be untrustworthy. Thus, we predict that there is a strong positive effect of company 

identification on trustworthiness perceptions under external attribution.  

When management uses internal attributions, however, we expect a much smaller effect (if any) 

of company identification on trustworthiness. When managers attribute negative outcomes to their own 

actions or inactions, this can in essence be seen as taking full responsibility for these adverse results. 

According to ultimate attribution error theory, absent any management explanation and attribution, non-

identified prospective investors themselves are likely to attribute the adverse event to internal reasons 

rather than to external reasons. When managers then provide an internal attribution, we argue that this fits 

their beliefs and is likely to be perceived as trustworthy. Identified shareholders, on the other hand, may 

be more inclined to attribute the adverse event to external causes, absent any management explanation. 

This makes an external attribution provided by management much more believable to shareholders. We 

argue, however, that when management actually employs an internal attribution, this is also believable to 

shareholders even though ultimate attribution error theory suggests a mismatch in terms of expected 

(external) and observed (internal) attributions. The reason lies in company identification. Given 

shareholders’ higher company identification, they are inclined to trust in-group members, including 

management. A mismatch with the attribution that shareholders would expect (i.e., external) will 

therefore not necessary lead to a reduction in trustworthiness, compared to when there is a match between 

expected and actual attrribution. As such, an admission of responsibility as represented by an internal 

attribution is likely to be believed by both prospective investors and current investors alike, given that 

managers have only the opposite incentives – that is, to try to shift the blame away from themselves. 

Thus, given an internal attribution by management, market participants’ company identification will 

likely have less effect on trustworthiness perceptions. In sum, we expect that the effect of company 
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identification on trustworthiness is positive, and that there is an interaction with locus of attribution such 

that this positive effect is strongest under external attribution. 

Finally, we formulate our prediction for our main dependent variable credibility, which consists 

of both competence and trustworthiness. Recall that (1) we expect only a main effect of company 

identification on competence perceptions; (2) trustworthiness perceptions likely outweigh competence 

perceptions in importance for judgment formations (Cuddy et al., 2011; Wojciszke et al., 1998); and (3) 

we expect an interaction effect on trustworthiness perceptions. Hence, in line with the expected 

interaction on trustworthiness, we predict that company identification and locus of attribution will also 

interactively affect perceived credibility.  Based on the above reasoning, we predict that the positive 

effect of company identification on perceived credibility is more pronounced under an external than under 

an internal attribution, as visualized in Figure 1, Panel A, and formally stated below: 

H1: Company identification positively affects perceptions of management credibility more strongly 

under external than under internal attribution.  

 

--- Insert figure 1 about here --- 

 

III. METHOD 

Experimental Design 

We conduct a 2 x 2 between-subjects experiment, where we manipulate company identification 

(low or high) and attribution (internal or external). The structure of our experiment is visualized in figure 

2. Upon arrival at the lab, participants sign an informed consent form and are randomly assigned to 

conditions. They receive instructions about the experimental procedures and are asked to take an 

investment decision between two hypothetical airline companies that are based on actual company data. 

They proceed to review their chosen (high identification) or non-chosen (low identification) company’s 

press releases, followed by an earnings guidance cut statement with an external or internal attribution. We 
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measure our dependent variables, demographics and manipulation checks before participants receive their 

show-up fee and leave the lab. 

--- insert figure 2 about here --- 

Payoff Structure 

We adapt Hales’ (2007) research instrument to our research question.6 Participants are provided 

with incentives similar to actual investors. In particular, individuals are told that they can collect up to 

100 bonus points in our experiment. 30 bonus points are awarded for participating in the study 

(participation bonus), up to 40 bonus points can be earned for an accurate forecast of the focal company’s 

annual earnings (accuracy bonus) and another 30 bonus points can be earned or lost depending on the 

earnings performance of their selected firm (earnings stake). The accuracy bonus decreases by four bonus 

points for every cent of forecast error with a lower cap of zero. The earnings stake goes up or down by 

one bonus point for every cent that the earnings of participants’ chosen firm deviate from the market 

consensus for the current reporting period.7 After finishing administering the entire study, we draw a 

random number out of 100 for each participant. If this random number is lower than or equal to a 

participant’s bonus points total, she wins an additional EUR 20.- A show-up fee of EUR 5.- is paid out in 

cash to every participant at the end of the experimental session. We emphasize in advance that 

participants have to wait ca. 2 months for the earnings realization of the focal company before we can 

calculate their payoff and pay them out. This reinforces that participants face the same incentives as 

actual shareholders, since their payoff depends on the future uncertain performance of a real company that 

they are about to select.   

Individuals are presented with two hypothetical airline companies, LowCo Air & CheapFly Air. 

For each, we present three different financial ratios and four short statements about the firm’s strategy and 

                                                 
6 We are very thankful to Jeffrey Hales for sharing his research instrument. 
7 Prospective investors in our setting face different incentives than short-sellers in the study by Hales (2007). Their 

earnings stake moves up or down with their chosen firm’s earnings, while Hales (2007) incentivizes short-sellers 

such that they earn more points when their firm has lower earnings.  
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operations. The financial ratios are all calculated based on the same real company’s actual financial 

statements and the company descriptions are carefully selected to balance the type of information 

provided for each firm.8 We borrow this design element from prior studies in experimental accounting 

research (Elliott & Rennekamp, 2016; Fanning, Agoglia, & Piercey, 2015; Thayer, 2011). Our 

instructions were pre-tested on Business undergraduate students (n = 57) in their final year at the same 

university. Students did not select one firm more often than the other (2 (1)=.16, p=.691, two-tailed).9 

The instructions for the investment choice can be found in the appendix. 

Participants 

Participants do not differ in their risk appetite with regard to company choice (t118=1.23, p=0.21, 

two-sided).10 Neither can we reject the null hypothesis that the frequency of company choice equals 

levels of chance (2 (1)=1.2, p=.273, two-sided). The decision to invest in a certain company is also 

unrelated to our dependent variable management credibility (t118=0.34, p=0.73, two-sided) and its 

components trustworthiness (t118=0.63, p=0.53, two-sided) and competence (t118=1.14, p=0.26, two-

sided). Regardless of which company participants select, we provide everyone with the same information 

after their choice. To reinforce participants’ understanding of the payoff structure, we ask them specific 

                                                 
8
 In the exit survey, we asked participants whether they could guess the name of the actual low-cost airline. 

Controlling for the 20 (16.67%) participants who guessed right does not change our main results. Therefore, we do 

not exclude these participants and report results without this control variable. 
9
 The order of company presentation on the left or right did not matter either for the investment choice (2 

(1)=0.449, p=0.50, two-tailed) and when rating the attractiveness of both companies on a 7-point Likert scale, 

participants’ answers did not deviate significantly from the mid-point (t55=0.713, p=0.479, two-tailed), which was 

labelled ‘indifferent’.  
10

 At the beginning of the experiment, we elicit participants’ risk appetite with a direct measure of risk aversion 

(Arrow, 1965; Pratt, 1964). They are asked to indicate the lowest certain amount they would accept for the sale of a 

lottery ticket with an expected value of EUR 300.- following the design of Hartog, Ferrer-i-Carbonell, & Jonker 

(2002). 
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related questions before they report their prior experience with the airline sector and start to review the 

financial disclosure.11  

The study was conducted at the experimental lab of a major Western European business school 

and lasted approximately 40 minutes. The average pay amounts to EUR 12.-. Participants are graduate 

students in Business-related Master programs and have attended on average (at least) 5.65 (2) courses in 

Accounting or Finance. The average age is 24 (s.d.= .20) and 57% identify as male. 89.1% of participants 

have prior investment experience or plan to invest in the future. These demographics suggest that our 

sample is a good proxy for nonprofessional investors’ behavior in financial markets and suitable for our 

experiment since our design is relatively low in integrative complexity (Elliott, Hodge, Kennedy & Pronk, 

2007).  

First Experimental Manipulation: Company Identification 

We manipulate company identification by requiring participants to evaluate their chosen company 

(high company identification) or the one they have not opted for (low company identification). 

Additionally, we make it very salient to participants which company they are invested in by continuously 

referring to their chosen company as “your company”. In the low company identification condition, we 

refer to the non-chosen company as “the other company”. For the sake of simplicity, we refer to the 

company that all participants evaluate, independently of their choice, as the “focal company”.  

As laid out earlier in this paper, SI theory predicts that identified individuals evaluate other in-

group members’ actions differently than those by out-group members. We therefore expect that only 

investors who cognitively accept to be part of the focal company, pick up certain identification-triggering 

cues in press releases that foster the bond between shareholders and their company. Participants who are 

invested in the non-focal company will be immune to these design elements since they are not part of the 

                                                 
11

 Only four participants (3.3%) out of 120 indicate to have worked in the airline industry before and 9 participants 

(7.5%) have invested in airline stocks beforehand. Excluding these observations does not change inferences, so we 

keep them in our sample for all analyses. 
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in-group (i.e. the focal company). In fact, the salient presence of the out-group should make their 

identification with the non-focal company even stronger.12  

The identification-triggering cues which are held constant across shareholders and prospective 

investors, are incorporated into the four press releases that participants review once they have made their 

investment choice. All press releases have in common that they point out positive aspects about the focal 

company. Specifically, the first press release reports a rise in profits for the first quarter and 

communicates the earnings guidance range for the current fiscal year. This is followed by reports about 

the focal company’s expansion strategy, a rise in traffic growth and a note on the annual general meeting, 

where shareholders approved all resolutions. Each release ends with a quote by the CEO, where he 

mentions his high satisfaction with shareholders and uses the pronoun “we” (e.g. “I am confident that, 

together with our shareholders, we will build < Focal Company > into an even more efficient, long-term 

oriented company”). We then ask a control question to reinforce participants’ identification with their 

chosen company (“In which company are you a shareholder?”).13  

Second Experimental Manipulation: Locus of Attribution 

In the guidance cut statement that follows, the CEO states that the company is reducing its EPS 

guidance by 5% to a lower range. He explains this with the “recent sharp decline in Pound Sterling” and 

the firm’s “focus on the UK market, which accounts for approx. 26% of our FY17 revenues”. The article 

ends with a positive outlook on future growth, cost savings potential and the assurance that the one-time 

event is of short-term character. We manipulate, at two levels, whether the focal company’s CEO explains 

the guidance cut with a cause that is attributed externally or internally. For the internal (external) 

attribution group, we formulate this text by using more active speech (e.g. “more than we had expected” 

                                                 
12 Social identity theory is based on individuals’ inclusion of other in-group members into the self-concept and a 

distinction from out-group members. Following prior literature (Haslam 2006) we also ask shareholders (prospective 

investors) to note in a free-text box one thing they would have done similarly to (differently from) management after 

reading a CEO statement on current firm performance.  
13 This question is answered correctly by all except five (4.17%) participants. Excluding these participants does not 

change our inferences, so we retain these observations in all our analyses. 
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vs. “more than was expected”), the CEO assumes (no) responsibility for the decrease in results and speaks 

of an inaccurate estimation (unpredictable macroeconomic event) that caused (forced him to) the 

guidance cut. The CEO either claims that “precautionary measures were not taken” (internal attribution) 

or he mentions that “the decline was out of our control” (external attribution). The information content is 

therefore the same across both groups of attribution type but the difference lies in whether the text 

emphasizes situational (i.e. external) or dispositional (i.e. internal) causes.14  

Measurement of Dependent Variable 

For their estimate of the current reporting period’s earnings, we reveal to participants that the 

focal company’s earnings for the prior period were within management’s corrected guidance, but not 

within the initial guidance range. We provide subjects with an overview of the firm’s quarterly EPS 

realizations over the past 4 years and reveal that the company “is currently forecasting EPS in the range 

of EUR 1.17 – 1.21”. They are asked to give an estimate of EPS for the current period and assess 

management credibility. 

We measure our dependent variable Management Credibility, which is a latent construct, with 

several indicators (see Table 1 Panel A). The instrument is adapted from Mercer (2005). We only add a 

direct measure of credibility (item 8) as well as a statement about integrity (item 5), since the literature 

identifies integrity as an important indicator of trustworthiness (Mayer et al., 1995). The factor structure is 

verified by a confirmatory factor analysis (not tabulated), where all factors load on the same construct. 

For this analysis, we co-vary the error terms of questions 6 & 7 since they both refer to honesty, just 

reverse-coded. The global fit is good with 2(13)=19.234, p=.116, 2/df = 1.48, Root Mean Square Error 

                                                 
14 Similar to prior research in accounting (Kelly & Presslee, 2017; Rennekamp, 2012; Towry, 2003), we employ a 

compound manipulation. Our theoretical construct locus of attribution varies naturally and inevitably so with the 

choice of language. To illustrate, Asay, Libby & Rennekamp (2018) show that negative news induce managers to 

use more attributions, complex language and less personal pronouns. Similarly, communications research 

demonstrates that external attributions are combined with the use of passive voice in newspaper articles (Henley, 

Miller, & Beazley, 1995). 
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of Approximation (RMSEA) [90% confidence interval] = .063 [.000, .119], and Comparative Fit Index 

(CFI) = 0.976. 

 

IV. RESULTS 

Manipulation Checks  

To assess whether the manipulation of Company Identification was successful, participants 

indicate on a 7-point Likert scale to what extent they like the focal company (Liking), feel like they are a 

part of it (Belonging) and whether they think that being a shareholder in this company is fortunate 

(Fortunate). We adapt these items from prior papers measuring organizational identification (Kelly & 

Presslee, 2017; Liu, 2017). In a principal component analysis with varimax rotation on these three items a 

single factor emerges (eigenvalue = 1.8, variance explained: 60.17%), so we collapse all indicators into a 

single construct. The measure indicates that our manipulation of company identification was successful. 

In particular, shareholders identify more with the focal company (mean= 4.98) than prospective investors 

(mean= 3.88) and the difference is significant (F1,116=50.2, p<0.001).15,16 These results are not affected by 

the manipulation of Attribution or the interaction with Company Identification (p>0.10). Most 

importantly, we measure the same variables again after the guidance cut was issued and shareholders still 

identify more with the focal company than prospective investors (F1,116=40.09, p<0.001). These results 

                                                 
15 All p-values are one-tailed (unless otherwise specified) given our directional predictions. 
16 Considering all three items separately leads us to the same conclusion. Shareholders like the focal company more 

than prospective investors (t118= 5.06, p<0.001), they are more likely to feel as a part of the firm (t118=7.26, p<0.001) 

and they perceive an investment in it to be more fortunate (t118=2.61, p=0.005) 



21 

 

confirm that only shareholders in a company are receptive to positive cues that induce high levels of 

company identification. Prospective investors are less affected when reviewing the same documents.1718 

To check our manipulation of attribution type, we ask participants to rate on two 7-point Likert 

scales their agreement with the statement that management “blamed themselves” (internal attribution) or 

“exclusively an external event out of their control” (external attribution) for the lower earnings in the prior 

fiscal year. There is a significant negative correlation between responses to the two scales (r=0.81, 

p<0.001). On the scale measuring external attribution, participants in the external attribution condition 

(mean=5.92) score higher than those in the internal attribution condition (mean=3.75) and the difference 

is significant (t118=8.82, p<.001). Similarly, individuals in the internal attribution condition score higher 

(mean = 4.55) on the scale measuring internal attribution than participants in the external attribution 

condition (mean = 2.1) and the difference in means is significant (t118=9.4, p<.001). In sum, our 

manipulation checks indicate that both of our manipulations worked as intended. 

 

Hypothesis Testing 

Our hypothesis predicts that investors’ perception of managerial credibility increases with their company 

identification, but more so under an external than internal attribution. We measure our dependent variable 

management credibility with 8 questions as specified in Table 1, Panel A. Panel B reports the means for 

Management Credibility and Panel C presents the results for our 2 x 2 between-subjects full factorial 

ANOVA. Panel D shows the simple effects tests and Figure 1 visualizes the results graphically. 

                                                 
17 The manipulation check also suggests that our results are driven by shareholders’ identification with their 

companies, not prospective investors’ resentment against the focal company. We find that shareholders score 

significantly above the mid-point of the 7 point Likert scale (mean = 4.98, t118=8.32, p<0.001), whereas prospective 

investors do not deviate significantly from the mid-point (mean = 3.88, t118=1.16, p=.25). This result suggests that 

prospective investors are indifferent towards the focal company but its presence increases identification with their 

own company, which in turn affects their interpretation of the focal company’s financial disclosure. 
18 We also measure process variables to rule out alternative explanations. Self-Assessment manikins are used to 

capture participants’ feelings of negative affect. The established and well-validated measure (Bradley & Lang, 1994) 

indicates no difference between shareholders’ and prospective investors’ feelings of inner arousal before (t=1.01, 

p=0.31, two-tailed) or after (t=0.82, p=0.41, two-tailed) the guidance cut. This discards other theories such as 

cognitive dissonance reduction or motivated reasoning as an explanation for our findings. 
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--- insert table 1 about here --- 

Support for our hypothesis would be indicated by a significant interaction effect between Company 

Identification and Attribution. Table 1 Panel C shows that the interaction between the variables is 

significant (F1,116 = 4.58, p=.017). The simple effect analyses in Panel D are in line with our theory 

according to which an external attribution induces identified shareholders to perceive higher levels of 

Management Credibility (mean = 0.21) than prospective investors (mean = -0.36) and the difference is 

significant (F1,116=9.47, p<0.01). If management decides to attribute the guidance cut internally, there is 

no significant difference in the perception of Management Credibility (F1,116=0.00, p= 0.96, two-tailed) 

between shareholders (mean = 0.08) and prospective investors (mean = 0.07). This result is in line with 

our predictions. Simple effects analyses also show that different preferences exist for attributions within 

groups of market participants in response to the adverse event. In particular, prospective investors find 

management more credible if the adverse event is attributed to internal factors (mean=0.07) than external 

factors (mean = -0.36) and the difference is significant (F1,116=5.26, p=0.01). In contrast, shareholders 

perceive management to be equally credible whether management attributes the guidance cut to external 

circumstances (mean = 0.21) or internal causes (mean=0.08) and there is no statistically significant 

difference (F1,116=, p=0.46, two-tailed). Hence, we find strong evidence in support of our hypothesis. 

When managers frame an adverse event in terms of external attributions, shareholders and prospective 

investors seem to differ in their interpretation of disclosure, leading to disagreement about management’s 

credibility. In a next step, we dissect the process even further to understand the origins of our results and 

analyze their economic consequences. 

 

Structural Equation Model 

In order to further corroborate our theory and analyze the effects on valuation judgments, we estimate a 

structural equation model. The theoretical model can be found in Panel A of Figure 3. Panel B visualizes 

the results and table 2 details regression weights and factor loadings. 
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-- insert figure 3 about here – 

-- insert table 2 about here -- 

Company Identification is a dummy variable equal to 1 (0) for participants in the high (low) 

identification condition. Company Valuation indexes participants’ estimate of the focal company’s current 

period earnings per share and Management Credibility is measured with the same eight indicators as used 

in our analysis of H3. Following prior literature on investor decision making, we expect that credibility 

judgments are positively related to market participants‘ company valuations (Graham et al., 2005; Grant 

et al., 2018; Mercer, 2005).  

In order to incorporate our second manipulation Attribution, we run a multi-group analysis with 

the external and internal attribution groups. This approach has the advantage to minimize the problem of 

multicollinearity that potentially arises in regression analyses with interaction terms (Aiken, West, & 

Reno, 1991, p. 35; Rigdon, Schumacker, & Wothke, 1998). In addition, it reduces the complexity of the 

model substantially and is therefore also preferable in terms of statistical power.  

We are interested in whether the effect of Company Identification on Management Credibility 

differs for internal and external attributions. We expect a significantly positive weight for the path from 

Company Identification to Management Credibility (Link 1), but only for the external attribution group. A 

significant moderation effect through Attribution would be indicated by an insignificant weight for link 1 

in the internal attribution group. The path from Management Credibility to Company Valuation (Link 2) 

is predicted to be positive and significant, whereas an insignificant path from Company Identification to 

Company Valuation (Link 3) indicates full mediation.19 Since we expect no differences among both 

                                                 
19 Regressing Company Valuation on Company Identification for each attribution group separately results in a 

marginally significant regression coefficient for the external attribution group (β=.022, p=.10, one-tailed), but not 

for the internal attribution group (β=-.03, p=.437). This result was expected as external, not internal attributions 

distort shareholders’ and prospective investors’ perceived management credibility. Therefore, an insignificant Link 

3 indicates full mediation. 
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attribution groups for these two remaining links, we constrain the coefficients to be equal. Only the first 

path is allowed to vary.20  

Our structural equation model is estimated with generalized least squares and has a good global 

fit.21 The insignificance of the model chi-square (2(76)=67.49, p=.75) indicates that our model fits the 

data (Kline, 2015, p. 270). Also the normed chi-square (2/df = .888), the Root Mean Square Error of 

Approximation (0.000) and the Comparative Fit Index (1.0) indicate good model fit.22 Figure 3 Panel B 

visualizes our model. An examination of the path coefficients reveals that we are able to replicate our 

results from the ANOVA analysis. In particular, Management Credibility increases in market participants’ 

company identification when provided with an external attribution. We do not find a significant 

difference for the internal attribution group (p=0.967) across levels of company identification on link 1. 

These results are consistent with our theory.  

The factor loadings in table 2 can shed some light on why we find a significant interaction effect 

of Company Identification x Attribution on Management Credibility in our ANOVA. Out of the eight 

items used, the three competence-related ones are among the four with the lowest factor loadings. Even 

though all factor loadings are positively and significantly related to management credibility, this result is 

consistent with our theoretical reasoning that the two components of management credibility, 

trustworthiness and competence, respond in unique ways to our manipulations. In the next section, we 

will take a closer look at this conjecture. 

We can now turn our attention to the consequences for valuation judgments. Our structural model 

relates the main dependent variable of interest Management Credibility to participants’ estimate of the 

                                                 
20 A nested model test shows that our model performs significantly better than a model where all path coefficients 

are restricted to be equal (2 (13)= 23.622, p=.035). 
21 We opted for a generalized least squares (GLS) estimation since the GLS estimator is preferred for non-normally 

distributed data (Kline, 2015, p. 256). A Shapiro-Wilk test for normal data confirms that all of our endogenous 

variables are normally distributed with the exception of company valuation. The test clearly rejects the null 

hypothesis of a normal distribution for the latter (z = 8.905, p<0.001). 
22 Acceptable fit is indicated by 2/df below 2:1 (Tabachnick & Fidell, 2007), RMSEA <.07 (Steiger, 2007) and CFI 

> .95 (Kline, 2015).  
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focal company’s EPS for the current fiscal year, termed Company Valuation. The positive and highly 

significant path coefficient (p= 0.006) indicates that an increase of one unit on the 7-point Likert scale 

measuring credibility induces investors to give an EPS estimate that is on average 4 cents higher. The 

effect size is substantial considering that the focal company’s earnings guidance ranged from EUR 1.17 – 

1.21. Not surprisingly, most of our participants (72.5%) opted for an EPS estimate below the mid-point of 

the company’s provided guidance range. Missing an earnings target seems to have adverse effects for the 

interpretation of future earnings guidance. This finding is in line with prior literature (Kasznik & Lev, 

1995; Libby & Hun-Tong, 1999), but we show that the economic implications for such an adverse event 

vary with the framing of disclosure and the degree of company identification. Most importantly, our 

results suggest that these two variables together may explain why investors occasionally disagree on the 

future prospects of a firm despite observing the same firm disclosure.  

Additional Analyses 

Finally, we further analyze the two distinct factors of which credibility consists. We assume that 

trustworthiness and competence are directly observable and that individuals can assess these variables 

separately. Hence, we run a principal component analysis with varimax rotation for items 1-7 on 

competence and trustworthiness (in Panel A of Table 1). Consistent with our theory, two factors emerge, 

which we name Competence (eigenvalue = 2.65, questions 1-3) and Trustworthiness (eigenvalue = 1.76, 

questions 4-7). Both factors together explain 63% of the total variance. 

--- insert table 3 about here --- 

Table 3 Panel B reports an ANOVA using Competence as dependent variable, with Company 

Identification and Attribution as independent variables. In line with our theory, we find a main effect for 

Company Identification (F1,116 = 3.99, p=0.024) indicating that participants in the high company 

identification condition perceive managers as more competent (mean=4.38) than those in the low 

company identification condition (mean = 4.07). We find neither an effect for attribution type (p=0.25, 

two-tailed), nor a significant interaction between our two independent variables (p=0.57, two-tailed), 
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which illustrates that company identification is a useful asset to managers independent of how they frame 

their adverse event disclosure. This finding is in line with prior research (Chen et al., 2016) but it may be 

somewhat counterintuitive. Survey research indicates that one of managers’ main concerns about missing 

an earnings guidance is the adverse signal this sends about their competence as executives and forecasters 

(Graham et al., 2005). To the extent that managers frame disclosure to influence perceptions of 

competence (Asay, Libby, & Rennekamp, 2018), this strategy seems to be rather ineffective. 

--- insert table 4 about here --- 

Perceptions of trustworthiness follow a different pattern. The results of our ANOVA with 

Trustworthiness as dependent variable and our manipulations as independent factors are summarized in 

Table 4. Panel B shows that the interaction between Company Identification and Attribution is significant 

(F1,116 = 6.92, p<0.01). The simple effect analyses in Panel C are in line with our theory according to 

which a manager who attributes the event to external factors is perceived as more trustworthy by 

shareholders (mean = 4.74) than by prospective investors (mean = 4.13) and the difference is significant 

(F1,116=8.23, p<0.01). If management decides to attribute the guidance cut internally, there is no 

significant difference in the perception of their trustworthiness (F1,116=0.73, p= 0.4, two-tailed) between 

identified shareholders (mean = 4.47) and non-identified prospective investors (mean = 4.65). This result 

was predicted. Also the simple effects support our theory that an ultimate attribution error is driving the 

results, as there are different preferences for attributions within groups of shareholders in response to the 

adverse event. In particular, prospective investors find management more trustworthy if the adverse event 

is attributed to internal factors (mean=4.65) than external factors (mean = 4.13) and the difference is 

significant (F1,116=, p<0.01). In contrast, shareholders perceive management as equally trustworthy 

whether there is an external attribution (mean = 4.74) or an internal one (mean=4.47) (F1,116=, p=0.20, 

two-tailed). This result gives additional support for our proposition according to which managers’ 

attribution of adverse events matters in the first place for their communication with investors who do not 

identify with the firm. Hence, declining responsibility for adverse outcomes does not only create 
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uncertainty by inducing shareholders and prospective investors to disagree on the prospects of the firm, 

but it also affects the market’s perception of managerial trustworthiness. 

 

V. CONCLUSION 

Financial disclosure has diverse effects on market outcomes. While prior research has broadened our 

understanding of disclosure characteristics for market reactions [Leuz & Wysocki (2016)], the role of 

investor characteristics has received much less attention. Our objective in this study was to assess how 

one characteristic of market participants, their degree of identification with firms they are invested in, 

causes differences in perceptions of management credibility. Drawing on Social Identity theory (Tajfel, 

1982) and empirical findings from the marketing literature (Aspara & Tikkanen, 2008; Usul et al., 2017), 

we presume that shareholders identify with companies they are invested in, whereas prospective investors 

do not.  

We predict and find a significant interaction between company identification and attribution on 

judgments of managerial credibility. Our experimental findings indicate that the locus of attribution does 

not materially affect credibility judgments of shareholders, whereas prospective investors find 

management explanations employing external attributions much less believable than explanations using 

internal attributions. This suggests that shareholders’ affective attachment to their firms is so strong that it 

makes them turn a blind eye on managerial framing of the adverse event. As a result, identified 

shareholders and prospective investors disagree on a manager’s credibility when management employs 

external attribution in disclosures. Results from a structural equation model also reveal that these 

differences in management credibility affect market participants’ valuation judgments. Our finding 

illustrates that company identification is a valuable asset to companies with real effects on the market’s 

interpretation of managerial reporting.  

Additionally, we find evidence supporting our underlying reasoning for the interactive effect on 

credibility. First, we show that managers are perceived as more competent by shareholders than by 
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prospective investors in response to the disclosure of an adverse event such as a guidance cut, regardless 

of locus of attribution. Second, our results indicate that company identification has a much stronger effect 

on trustworthiness under external than under internal attribution. We reason and find that perceptions of 

trustworthiness are the main driver of credibility judgements (Cuddy et al., 2011; Willis & Todorov, 

2006). 

Our study has implications for practice and future research. The disclosure literature in 

accounting generally finds that disclosure increases transparency, which has beneficial effects on market 

outcomes such as firms‘ liquidity and cost of capital (Leuz & Verrecchia, 2000). Our experiment shows 

that company disclosure may also induce disagreement among market participants with regard to 

managers’ competence and trustworthiness (i.e. their credibility), with consequences for their valuation of 

the firm. Since shareholders are the owner of the traded asset and prospective investors are potential 

buyers, we expect that the systematic disclosure-induced disagreement may have further consequences on 

trading volumes. We leave the examination of this corollary to future research.   

Moreover, we show that management’s decision for using one attribution type or the other have 

consequences on market participants’ credibility judgments and company valuations. From a practical 

perspective, this finding suggest that firms ideally should distinguish their communication to shareholders 

and prospective investors. Although Regulation Fair Disclosure prohibits selective disclosure (U.S. 

Securities and Exchange Commission, 2000), firms can take into account in the framing of their 

communications whether different types of disclosure venues (e.g. conference calls, investor road shows, 

annual general meetings) are directed primarily at current or prospective investors. Also the composition 

of a firm’s investor base may differ for a rather mature or younger firm and render one type of 

communication more or less effective than others. Specifically, our results suggest that external 

attributions should be avoided when communication aims at prospective investors, because these market 

participants will likely view such attributions as deceptive. This is an important implication, considering 
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that management’s natural inclination may be the exact opposite – that is, to rely on outside factors, rather 

than admitting their own inadequacies in terms of their (in)actions when explaining adverse results. 

Finally, our paper contributes to the growing literature on shareholders’ emotional attachment to 

their invested-in firms (Aspara & Tikkanen, 2011; Bernard et al., 2018; Usul et al., 2017). While prior 

research shows that shareholders identify with companies they are invested in (Aspara & Tikkanen, 

2008), our experiment exemplifies that this has consequences for their interpretation of financial 

disclosure. Other scholars could examine what effect company identification has in other settings that are 

more or less adverse than a guidance cut and how it develops over time. 

We acknowledge that our study also has its limitations. Our experimental lab study allows for a 

strong causal inference about the interaction between company identification and locus of attribution on 

market participants’ perceived credibility of management after the issuance of adverse event disclosure. 

Experimental studies can, however, not speak to the exact magnitude of effects. Therefore, a precise 

quantification of the credibility and valuation gap between shareholders and prospective investors (or 

other non-identified market participants) presents an interesting question for future archival and survey 

research.  
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FIGURE 1: THE EFFECT OF COMPANY IDENTIFICATION ON MANAGEMENT 

CREDIBILITY FOR EXTERNAL AND INTERNAL ATTRIBUTIONS 
 

Panel A: Management Credibility - Predicted Results  

 
 

    
 
Panel B: Management Credibility - Results  

 

  
 

 

 
 

Low Company

Identification

High Company

Identification

P
er

ce
iv

ed
 C

re
d

ib
il

it
y
 o

f 
M

an
ag

em
en

t

External

Attribution

Internal

Attribution

-0,50

-0,40

-0,30

-0,20

-0,10

0,00

0,10

0,20

0,30

Low Company

Identification

High Company

Identification

P
er

ce
iv

ed
 C

re
d

ib
il

it
y
 o

f 
M

an
ag

em
en

t

External

Attribution

Internal

Attribution



31 

 

 

FIGURE 2: TIMELINE OF EXPERIMENT 
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___________________________________________________________________________ 

FIGURE 3 

 
Credibility mediates the Effect of Company Identification on Company Valuations 

Structural Equation Model with Multi-Group Examination  

 

Panel A: Theoretical Model with External (Internal) Attribution Groups 

 

 

 

 
 

 

 

 

 

 

 

 

 
Panel B: Empirical Results for External (Internal) Attribution Groups 
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FIGURE 4: THE EFFECT OF COMPANY IDENTIFICATION ON MANAGEMENT 

COMPETENCE AND TRUSTWORTHINESS FOR EXTERNAL AND INTERNAL 

ATTRIBUTIONS 
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T A B L E  1 

Participants' Perceived Credibility of Management 
              

       

Panel A: Questions used as indicators for Management Credibility 

1. < Focal Company >'s management is competent at providing financial disclosures. 

2. < Focal Company >'s management has little knowledge of the factors involved in providing 

useful disclosures. 

3. Few people are as qualified as < Focal Company >'s management to provide useful disclosure 

about < Focal Company >. 

4. < Focal Company >'s management is trustworthy. 

5. < Focal Company >'s management behaves with integrity. 

6. < Focal Company >'s management is honest. 

7. < Focal Company >'s management may not be truthful towards shareholders in their financial 

disclosures. 

8. I find < Focal Company >'s management credible. 
        

Panel B: Descriptive Statistics for Management Credibility 

Company Identification 

Attribution   Low   High   Mean {s.d.} 

Internal  0.07  0.08  0.07 

  {0.78}   {0.79}   {0.78}  

  n = 30  n = 30  n = 60 

External  -0.36  0.21  -0.07 

  {0.68}   {0.61}   {0.70}  

  n = 30  n = 30  n = 60 

Mean {s.d.}  -0.15  0.15   

  {0.76}   {0.70}    

    n = 60   n = 60     

       

Panel C: Analysis of Variance on Management Credibility 

Source   Sum of Squares df Mean Square F-Statistic p-Value 

Company Identification 2.54 1 2.54 4.89 0.014 

Attribution  0.63 1 0.63 1.22 0.273* 

Company Identification 2.38 1 2.38 4.58 0.017 

          x Attribution  
     

Error   60.82 116 0.52     

       

Panel D: Simple Effects Tests for Management Credibility 

Source        df F-Statistic p-Value 

Effect of Company Identification given External Attribution 1 9.47 0.001 

Effect of Company Identification given Internal Attribution 1 0.00 0.96* 

Effect of Attribution given High Identification 
 1 0.54 0.46* 

Effect of Attribution given Low Identification   1 5.26 0.01 
 

The factor Management Credibility was elicited by conducting a confirmatory factor analysis on the 8 items as specified in Table 

1 Panel A. For participants in the high (low) company identification manipulation, the variable Focal Company was replaced by 

the name of participants’ (non-)chosen company. We co-varied the error terms of items 6 & 7 since both refer to honesty, just 

reverse-coded. All items load on the same construct. Global fit is good with 2(13)=19.234, p=.116, 2/df = 1.48, Root Mean Square 
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Error of Approximation (RMSEA) [90% confidence interval] = .063 [.000, .119], Bentler Comparative Fit Index (CFI) = 0.976. 

We therefore extract this factor and show its means by experimental cell in Panel A. Panel B reports the ANOVA results for the 

effect of attribution (internal or external) and company identification (low or high) on participants’ perceived credibility of 

management. All p-values are one-tailed (unless otherwise specified) given our directional predictions. 

* indicates a two-tailed test. 
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T A B L E  2 

Structural Equation Model Results  
              

       

Panel A: Regression Weights for External & Internal Attribution Groups 
              

    

Attribution 

Group 

 Coefficient  Standard 

Error 

 z-statistic  p-value 

DV = Management Credibility     

  Company Identification External .599 .191 3.14 .001 

  Company Identification Internal .011 .274 .041 .967* 

  
 

    

DV = Company Valuation 
 

    

  Management Credibility 
External/ 

Internal 
.039 .016 2.533 .006 

  Company Identification External .001 .021 .068 .946* 

  Company Identification Internal -.037 .043 -.861 .389* 

  
 

    
              

Panel B: Factor Loadings of Latent Construct Management Credibility 
              

Item 
  

Attribution 

Group 

 Coefficient  Standard 

Error 

 z-statistic  p-value 

Competence 
External/ 

Internal 
1.0 n/a n/a n/a 

Knowledge 
External/ 

Internal 
.485 .139 3.5 <.001 

Qualification 
External/ 

Internal 
.546 .187 2.926 .002 

Truthfulness 
External/ 

Internal 
1.295 .215 6.033 <.001 

Honesty 

 

External/ 

Internal 
.991 .165 5.991 <.001 

Integrity 

 

External/ 

Internal 
1.021 .148 6.907 <.001 

Trustworthiness 
External/ 

Internal 
1.173 1.173 7.443 <.001 

Credibility 
  

External/ 

Internal 
1.406  .182  7.714 <.001 

Panel A reports the unstandardized regression weights of a multi-group structural equation model. For variable specification, see 

footnote to Figure 3. Management Credibility refers to the latent construct elicited in our model, whereas Credibility is a single-

item variable measured by participants’ agreement with the statement “I find <Focal Company>’s management credible” on a 7-

point Likert scale ranging from strongly disagree to strongly agree. For participants in the high (low) company identification 

manipulation, the variable Focal Company was replaced by the name of participants’ (non-)chosen company. All p-values are 

one-tailed (unless otherwise specified) given our directional predictions.  

* indicates a two-tailed test.
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T A B L E  3 

Participants' Perceived Competence of Management 
              

 

Panel B: Descriptive Statistics for Management Competence 

Company Identification 

Attribution   Low   High   Mean {s.d.} 

Internal  4.2  4.42  4.31 

  {0.91}   {0.77}   {0.85}  

  n = 30  n = 30  n = 60 

External  3.3  4.33  4.13 

  {0.76}   {0.95}   {0.88}  

  n = 30  n = 30  n = 60 

Mean {s.d.}  4.07  4.38   

  {0.84}   {0.86}    

    n = 60   n = 60     

       

Panel C: Analysis of Variance on Perceived Management Competence 

Source   Sum of Squares df Mean Square F-Statistic p-Value 

Company Identification 2.9 1 2.9 3.99 0.024 

Attribution  0.95 1 0.95 1.3 0.256* 
 

Company Identification 

       x Attribution 
0.24 1 2.37 0.33 0.569* 

Error   84.43 116 0.73     
  

Questions 1-3 in Table 1 Panel A show the 3 statements used to measure participants’ perceived competence of 

management. Respondents indicate for each question whether they agree with the statement on a 7-point Likert scale 

ranging from strongly disagree to strongly agree. Panel A shows the means for the averaged 3 items from Table 1 Panel A 

by experimental condition. Answers to question 2 were reversed to create the factor management competence. Panel B 

reports the ANOVA results for the effect of Attribution (internal or external) and Company Identification (low or high) on 

participants’ perceived competence of management. All p-values are one-tailed (unless otherwise specified) given our 

directional predictions. 

* indicates a two-tailed test. 
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T A B L E  4 

Participants' Perceived Trustworthiness of Management 
              

 

Panel A: Descriptive Statistics for Management Trustworthiness 

Company Identification 

Attribution   Low   High   Mean {s.d.} 

Internal  4.65  4.47  4.56 

  {0.84}   {0.98}   {0.91}  

  n = 30  n = 30  n = 60 

External  4.13  4.74  4.43 

  {0.83}   {0.64}   {0.80}  

  n = 30  n = 30  n = 60 

Mean {s.d.}  4.39  4.6   

  {0.87}   {0.84}    

    n = 60   n = 60     

       

Panel B: Analysis of Variance on Management Trustworthiness 

Source   
Sum of Squares df Mean Square F-Statistic p-Value 

Company Identification 1.41 1 1.41 2.03 0.157* 

Attribution  0.47 1 0.47 0.68 0.413* 

Company Identification 

     x Attribution 
4.8 1 4.8 6.92 0.005 

Error   80.45 116 0.694     

       

Panel C: Simple Effects Tests for Management Trustworthiness 

Source        df F-Statistic p-Value 

Effect of Company Identification given External 

Attribution 
1 8.23 0.002 

Effect of Company Identification given Internal 

Attribution 
1 0.73 0.4* 

Effect of Attribution given High Identification 
 1 1.64 0.2* 

Effect of Attribution given Low Identification   1 5.96 0.008 
 

Management Trustworthiness is measured by averaging responses to questions 4 - 7 from Table 1 Panel A. Answers 

to question 7 were reversed to create the factor management trustworthiness. Respondents indicate for each question 

whether they agree with the statement on a 7-point Likert scale ranging from strongly disagree to strongly agree. 

Panel A shows the means for the averaged 4 items by experimental condition. Panel B reports the ANOVA results 

for the effect of Attribution (internal or external) and Company Identification (low or high) on perceived 

trustworthiness of management. All p-values are one-tailed (unless otherwise specified) given our directional 

predictions.  

* indicates a two-tailed test. 
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APPENDIX:  INVESTMENT CHOICE 


