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This paper exanunes the wmpact of articles in regional Wall Street Journal
publications on stock prices. These regional publicanions include Texas Jour-
nal, Fionda Journal, Southeast Journal, Wall Street journal/California, and
New England Joumal Results mdicate that articles in regional publicanons
have a staustically significant wmpaoct on stock prices on the day of
publicanuon. We observe sigmificant abnormal returns for both single-company
and mwln-company avtwles The abnormal remsin is smaller for muin-
company arucles than for single-company articles

introduction

Numerous studies have investigated the stock price reaction to secondary
information disseminated through national newspapers and magazines, but little has
been done on stock price reaction to regional publications. Information from the
Wall Street Journal (WSJ) has been used for a2 number of secondary information
dissemunation studies. One of the first was Lloyd-Davies and Canes (1978}, They
find a statistically significant stock price reaction on the publication date of the Wal/
Street Journal’s “Heard on the Stree” (HOTS) column.

More recent papers also have used HOTS articles as the basis for event studies.
Liv, Smuth, and Syed (1990) examme stock price reaction to HOTS articles from
1982-1985, and they find that prices have a statistically s:gnificant reaction on the
two days pricr to publication and on the publication date. Lmy, Smith, and Syed
{1992} aiso show that there are abnormal returns associated with HOTS articles both
prior to and after an insider trading scandal. Similarly, Beneish {1991) finds signifi-
cant abnormal returns on the publication date for buy and seli recommendations m
HOTS articles from 1978 and 1979. Beneish's study alsc finds abnormal returns on
the two days prior to and one day afier the publication date.
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Bauman, Datia, and Iskandar-Datta (1995) find abnormal returns associated
with the two days prior to the publication date and w:th the publication date of
HOTS articles from 1987 (pre-Crash and post-Crash).

All of these studies used HOTS articles as the basis for event studies because
HOTS 1s considered an imporiant and potentially valuable source for dissemination
of secondary information to the public. Just how potentially valuable the information
can e is evident in the fact that the Secunities and Exchange Commussion {SEC)
filed charges against an author of HOTS n 1984 for illegally disclosing infornmation
about forthcoming columns o stock traders. Conviction i 2 lower cour: was
appealed to the Supreme Court where the conviction was upheld m 1987, Syed. L,
and Smith (1989} look specifically at the HOTS stocks involved m the case. They
fnd an azbrormal return of 6 25 percent between days ¢ = -2 and t = @, anc they
speculate that even greater profits could be made by trading stock options on the
mformation. This suggests that stock market participants and observers believe that
secondary mnformation can be valuable.

To see if the market reacts sumularly to articles from other secondary sources of

mformation, Mathur and Waheed {1995) lock at stock price reaction to the “Inside
Wall Street” (IWS) columps from 1981-198% m Business Week magazine. The
results of their study are consistent with the HOTS articles smdies. They find
significant abnormal returns for one day prior to and two days after publication, as
well as on the pubhication date.
There are other secondary sources of information. Some of these mnclude regional
publications associated with the WSJ. The Texas Journal (T1), Florida Journal (FJ),
Southeast Journal (8)), Wall Street Jowrnal/Califorma (WSIC), and New England
Journal (NEJ) are all published every Wednesday in that region’s version of the
WSI.' These regional pubhcations discuss economic issues and companies that are
reievant to that region of the country. Each publication also includes a “'Heard m (the
region)"column that is modeled after HOTS. These columns are calied “Heard in
Texas” {HIT), “Heard in Florida” (HIF), “Heard in the Scutheast” (HISE). “Heard in
Califormia” (HIC), and “Heard in New England” (HINE). In this paper. these articles
as a group are referred to as HI. HI usually makes a recommendation about a com-
pany {or companies) that 1s focated in that region. The majorily {80 percent) of these
recommendations are positive. This is consistent with Womack’s (1996} analysis of
brokerage firm recommendauons. He finds that new buy recommerdations oulnum-
bered new sell recommendations by 7:1 (87.5 percent buy).

The purpose of this paper is to examine the price behavior of stocks that are
mentioned in HI celumns This study differs from previous studies on secondary

" The authors would like to thank Anne Reifenberg at The Texas Journal for
providing nformation about the other WSJ regional publications.
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dissemmation of information m that it utilizes stocks mentioned 1 HI rather than
HOTS or IWS. This is an important difference for two reasons.

First, printed copies of HI are only avaiiabie in their respective regions. As
such, the number of potentia’ investors having exposure to the articles in HI is much
smaller than for the nationally published HOTS and IWS Additionally, HI art:cles
tend to focus on smaller less well-known regronal companies. while HOTS and IWS
articles are usually about larger, nationally recognized firms. In fact, some HI
articles say that the companies in the coiurns are so small that the companes are
not followed by any brokerage firm aralysis This lack of institational attention
means that there may be more information conveyed to mvestors in HI articles about
smaller comgpanies than mn HI articles about more widely followed companies. The
data collected for this paper aliow us (o test the hypothesis that there 13 more infor-
mation revealed (o the market in an HY article about a smail company than there is in
an HI article about a larger, more wideiv followed company. This hypothesis wil: be
referred 10 as the revealed informaiion hypothesis.

The revealed mformation hypothesis can be tested in two ways One way to test
the hypothesis s to see if increases n evert day trading vohume are positively
related to abmormal returns. The hypothesis also can be tested by determming
whether company size and abnormal return are inversely related. Both tests are
done. and the results are given m the revealed wnformation hypothesis testing
section. In brief, the resuies are consistent with the revealed :nformation hypothesis.

Another difference between this study and previous studies s that this study
uses more recent data then other siudies. The EI articles are from 2993 to 1596,
while the latest data in any of the other references are from 1951,

The resulis of this smdy show that there is a sigrificant abnormal return on the
day of publicarion for both single-company and multi-company HI articles. In con-
trast to previous HOTS and IWS papers, however, we fird no significant abnormal
return on the days mmmediately precedirg or followmg the publication date for erther
the single- or multi-company HI articles.

Data and Methodology
Data

Regional publications are relatively recent additions to the W5J. TJ, the first
regional. was inroduced on September 8, 1993 * The available data irom the Center
for Research on Securities Prices (CRSP) end on December 31, 1996. Therefore, the
analysis in thus paper 18 based on data provided in weckly EI artcles from Septem-
ber 8,1693 through December 31, 1996. This prechudes the use o7 any datz from
NEJ. and only three months worth of WSIC data could be used.

> FI and SJ both began on Geicher 12, 1994, WSIC staried on October 2, 1996, and
NEJ was mtroduced on October I, 1997,
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We use the Dow Jones News Retrieval Service to ccliect all of the HI columns
that met the date reqguirements mentioned above. This procedure results in a total of
394 HI columns that inttially were sorted by separating the columns into single
company articies and multiple company articles Eech column was examined to
determine if the gemeral tone of each column was favorable, unfavorable. or not
applicable. Articles that were not clearly favorable or unfavorable were considered
not applicable. Examples of other not apphcable columns included articies about
general macroeconomic conditions and comparisons of the performance of a
regionzl index to 2 national index We did not screen for firm-specific events durng
the event window.

Only 20 percent of the applicabie HI articles were clearly unfavorable. The low
percentage of unfavorable articles, combined with the relatively small overall
sample size, fails o yield sufficient unfavorable columms o give statistically
meaningfui results. Therefore, unfavorable columns are not analvzed in this paper.

In addition to the above restrictions, the sample is restricted to firms that had
CRSP data available for 270 wrading days (approximately one year’s worth of data)
prior to the reievant HI article. This resiriction is necessary because some of the
firms 1 the HI articles had not been listed with a stock exchange for a full year prior
to the article.

These restrictions reduce the number of usable compames from HIT and HIF
single-company articles to 63 and 38, respecuvely. HISE and WSIC are combined to
give 2 total of 28 companies from single-company articles. The numbers of usable
compames from multi-company articles are 80, 40, and 62 for HIT, HIF, and
HISE/WSIC, respectively. The final sample contains 129 companies that were men-
fioned 1 175 single~-company HI articles and 182 companies that were ment:oned
55 mult-company HI articles. A brezkdown of all HI articles examined for the study
is shown m Panel A of Table 1. Panel B of Table 1 sumnmanizes how many compa-
nies came from each HI regional publication.

Methodology

Stock price reactions o positive HI articles are examined by employing event
study methodology first suggested by Fama e7 a/. (1969). In accordance with Brown
and Wamer (1980, 1985). the standard market model is emploved io calculate
abnormal returns. The abnormal return for secunty ; on evenmt dav t. AR, is
calculated as

“‘:E) ‘ARJQ = Rj[ - ((li + B_Rmv‘)

where.
R, = The retun on security j for day t;
R, = The remsn on the CRSP equally weighted index for day t: and
o,and B, = The ordmary least squares estimates for firm ['s market model
parasneters.
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Table 1—The Numbers of Hi Articles and Companies Used in the Study
Panel A Breakdown of All ‘Heard in {the region)’ Articles Exammed for Potential Use m the Study
Mumber  # of Posstive # of Negative # of Positive # of Negative # of Not
of  Smgle-Company Single-Company Multt- Company Muit- Company  Applicable

Scurve  Articles Artickes Articles Axticles Articles Articles
HIT 162 81 8 22 ) 45
HIF 1i0 51 9 16 2 32
HISE 110 37 19 17 10 27
HIC 12 6 3 0 0 3
Totals 394 175 39 35 18 107

Panel B Number of Companies Used i the Study Mentioned in *rieard s {the 1egion)’ Articles

Number of Companes Mentioned m a Number of Companies Mentioned m a
Source Smgle-Company Article Multr-Company Atticle
HIT 63 80
HIF 38 40
HISE 20 40
HIC 8 22
Totals 129 182

The market model is estimated over 27¢ days beginning ¢ = -281 through t = -11,
where t = 0 is the publicatior day of HI

For a sample of N securities, the average abnormal return, AAR,, for the N
securifies on event day t, 18 calculated as

(7) AAR, = L\r] (ZAR

and the standardized abrormal return, SAR , for security j on day t is given by

_ AAR,
(3) SAR =
.l
where:
5, = The pre-event standard deviation for security j estunated from the market

model regressiorn.
The average standardized abnormal return, ASAR.. s then given by

(4) ASAR,= (‘fli"] [ivg-_‘sfm,]

The cumulative average abnormal retumn from day T'1 to day T2. CAARy, 1, is given
by

(5) CAARq,,. (}% lZAf\RJlJ
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The statistical significance of the average abnormal returns for each day can be
tested assumning that the abnormal returns are mmdependent and identically distributed
with finite variance. The test statistic, T-AAR, 15 given by’

(6) T-AAR. = ASAR *(N) *

To test the statistical significance of CAAR, ;. we first calculate the standardized
cumulative average abnormal return, SCAAR

(8) ASCAAR = L

and use these results to calculate T-CAAR, , by
(9) T-CAAR; 1, = ASCAAR * (N)'*

Empirical Results
Portfolio Analysis Results

The sample sets of each regional publication are combined to give one overall
sample set for all HI art:icles. Table 2 presents the results for the combined portfolio
of 129 companies from single-company HI articles and the combned portfolio of
182 comsanies from multi-company HI articles.®

The results for the combined portfolios indicate that publication of the HI col-
vmn has a statistically signmificant impact on stock price on the day of publication for
both the single- and muli-company portfolios. The average publication day abnor-
mal return for single-company articles is 2.48 percent {t-statistic = § 20). This is
slightly higher than the 2.35 percent abnormal return that Liu. Smuth, and Syed
(1990) find for single-company HOTS articles and :s consistent with results from
other studies Additionally, Table 2 shows that the T-CAARs for the smgle-company
portfohio are statistically significant on the pubhcation date and event window days
+1 through ~10. The average publication day abnormal return for mulu-company
articles is 0.48 percent (t-statistic = 1.96}. Although this is lower than the 1.47 per-
cent abnormal return that Liu, Smith, and Syed {1990) find, it 1 statistically sigmifi-

3 This methodology foliows the methodology used by L, Smith, and Syed (1990).
The authors would like to thank an anonymous referce for pointing out a major flaw
mn the write-up in the methodology section of an earber version of the paper.

* Results of regional portfolios are not shown for space considerations but are n lme
with combined results.
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Table 2-— Average Abnormal Return (AAR), Cumulative Average Abnormal Return (CAAR)
and Associated Test Statistics (T-AAR, T-CAAR) For All Hi Articles From September 8,1983 -
December 3%, 1996

Single-Company Portfolio Multi-Company Portfoho
129 Companses 182 Compuanies
Day AAR T-AAR  CAAR  T-CAAR AAR T-AAR CAAR  T-CAAR
-10 0 00257 0 85 000257 085 - 00069 -028 -0 00069 -3 28
-9 -0 00348 -115 -00091 -0 21 -0 00104 -0 42 000173 050
-8 ) 00006 002 -06084 016 000407 I 63 000234 055
-7 000353 H I 000268  N44 -0 00202 -0 82 000032 006
-6 000156 051 100424 063 U C0I0t U 41 000133 024
-5 3 00070 023 000494 067 00017t 069 000304 050
-4 000033 g1t 000527 G666 500131 -G53 GOt73 026
-3 000226 075 000301 035 -3 00428 -1 74 500255 -0 37
-2 G 00538 178 000840 092 -0 00072 -029 000327 (144
-1 -3 00183 G 60 600657 069 000154 979 300133 17
Y 002484  820%* (03140 3 13% 000484 i 96* 3 00351 343
! 00194 064 003335 3 1R 990193 442 0 00454 653
2 -0 00073 024 003261 2 99%* 000172 370 006626 G670
3 000340 P12 003602 3[4 -0 60068 <028 00558 060
4 0 00U90 430 393692 3 |5 000673 273%* 001231 129
5 -0 00088 129 003604 298 000032 033 G 01313 i33
) 000411 -136 003193 256%* 000122 -0 50 601191 117
7 -0 0005 002 003188  248* -0 00155 063 001036 096
8 -0 00440 -1 48 002748 208 -0 0u103 042 00933 087
9 000188 (62 602936  217* -0 00151 -3 61 006782 071
10 -0 00165 -0 33 002830 2 (4% -} 10224 -0 91 000558 049
*

Signiticant at the 5 percent level {two-tailed test)
** Significant at the 1 percent level {(two tailed test)

cant at the 5 percent level. Nore of the T-CAARs associated with the multi-company
portfolic are statistically sigraficant. L, Smuh, and Syed {1990) suggest that
single-company articles have more mmpact than multi-company articles because
information in a multt-company article may have 2 stronger effect on some
companies than others. Therefore, the average impact of a multi-company article
would be less than for a single-company article

In contrast to previous studies, however, this study finds no significant abnor-
mal return for days -2, -1, +1, or ~2 for either the single-company or multi-company
HI portfolios. The lack of reaction both prior to and after publication date may be
because the articles are only published regionally. Previous studies have speculated
that the pre-publication reaction is due to msider trading because a fairly large num-
ber of persons may have received word of the impending HOTS or IWS article. As
discussed earlier, the number of mdividuals who receive advance word about a
regional article is smalier thar those who might obtain advance word about an article
0 be published rationally. The results of this study mdicate that few of those per-
sons actually trade on the information because there is no statisuically significant
abnorma: retumn prior to the publication date.

- ——Copyright © 2001--All rights-reserved. e e
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Revealed information Hypothesis Testing Results

The hypothesis that more information 1s revealed to the market m HI aruicles
about smaller companies is tested as follows. Company size 15 measured by market
capitalization where market capitalization 1s defined to be the number of shares out-
standing muitipiied by share price (both measured on the publicatior. date). The
combined sample of 129 companies mentioned in single-company articles and the
combined sample of 182 companies mentioned in muli:-company articles are sorted
0 ascending order of size. Each group is divided into approximate thirds, and the
event study methodology described above is apphed to each third. The results of this
procedure are shown m: Table 3.

Table 3—Event Day Average Abnormal Return {AAR) and Test Statistics (T-AAR}
Associated with all Hi Articles Sorted by Size and Divided into Thirds

Group AAR T-AAR | -Statistic* ¥ *
Single-Company Articles, Smailest Size Thud 303328 S41+* § 34%%
Single-Company Articles, Middle Size Third 002679 3 30%% 12 54%*
Smgle-Company Articies, Largest Size Third 001445 KX i

Muli-Company Artictes, Smallest S1ze Third 001894 4 gg** 14 82+%
Multi-Company Articles, Middie Size Thud 000932 276 14 39%+
Multt-Company Atticles, Largest Size Third 0 00061 018

*  Sigmficant at the 5 percent level {two-taslod test)
*+ Sigmiticant at the 1 percent level (two tailed test)
**=  Tstatistic associated with a test of the hypothes:s that the AAR for adjacent thirds 1s the same See
Dixon and Massey {1983) chapter 8

The resulis of the size sort accord with the revealed information hypothesis.
Average abnormal return and t-statistics for both the single- and muln-company size
sorted thirds decrease with increasing size. A test of the hypothesis thar the average
abnormal returns for consecutive “hirds is the same shows that the d:fferences m
average abnormal return between each third are statistically significant at the [ per-
cent level. Additionally, the abnormal returns and t-statistics associated with each
third are higher for the single-company articles than they are for the multi-company
artictes. This is consistent with the resuits from Table 2 where ‘he overall abrormal
return for single-company articles is higher than it is for multi-company articles

The revealed information hypothesis s also exammed usmg a test based on
tradmg volume. For this test, the ratio of event day trading volume to the average
trading volume over the previous ten days is calculated for the combined sample of
129 companies mentioned in single-company articles and the combined sample of
182 companies mentioned m multi-company articles. This ratio is referved to as the
volume rano. The ligher the volume ratio, the greater the impact that publication of
the HI article has had on the mcrease in event day volume compared to average vol-
ume. If the revealed mformation hypothesis is correct, then the volume ratio should

Copyright © 2001. All rights reserved.
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be the largest for articles that have revealed the most information. Therefore, we
expect to see the largest volume ratios associated with the largest abrormal returns.

The single- and multi-company groups o stocks are sorted in ascending order
of volume ratio. Fach group is then divided mto approx:mate thirds and, as with the
size sort, the event study methodology 1s appited to each third The resuits of this
procedure are shown iz Table 4.

Table 4—Event Day Average Abnormai Return {AAR) and Test Statistice (7-8AR)
Associated With All Hi Articles Sorted by Volume Reatic (Event Day YolumePrevious Ten
Day Average Yolume} and Divided into Thirds

Group AAR T-AAR I'-Statisuc*¥*
Single-Company Articles, Smallest Volume Ratio Third 301162 236% 6515¥
Single-Company Articles, Mrddie Volume Ratio Third 001919 331 21 59-%
Single-Company Artrcles, Largest Volume Ratio Thed (04382 9 26+

Mulu-Company Articles, Smallest Volume Ratio Third 000146 043 641+
Mults-Company Articles, Middle Volume Ratio Thard 000534 157 27 1i**
Multi-Company Articles, Largest Volume Ratio Thud 1) 92241 6 | 7H*

¥ Sigmificant at the 5 percent level (two-tailed test}
**  Significant at the 1 percent level (two tailed test)
FE - Tostatistic assocrated with a test of the hypothesis that the AAR for adjacent thirds 1s the same See
Daxon and Massey (1983) chapter 8

As with the size sort resulis, the volume ratic sort results are also accord with
the revealed information hypothesis. For both the sirgle- and multi-company art:-
cles, the abnormal return and t-statistic increase with ircreasing volume ratio. And,
as with the size sorted average abnormal returmn resuits, a test of the hypothesis that
the average abrormal returns for comsecutive thirds of the volume sorted results
shows that the differerces in average asnormal retarr between cach third are statisti-
cally significant at the . percent level. For both groups of stocks, there is & dramatic
increase in abnormal return between the middle third and largest third. These results
conform io the size sort results. The size sort shows that the smallest companies have
the largest abnorma! returns. The volume ratio sort shows that abnormal retumn
mereases with volume ratio. These results indicate that HI articles about the smallest
companies reveal the most information to the market, with the amount of revezled
information being proportional to the volume ratio on the event day.

We formally tes: the observations in the previous paragraph by examining
event-day abnormal return and event-day volume ratio cross-sectionally across the
smgle- and mulh-company groups. We run a regression with event-day gbnorma:
return as the depencent variable and event-day volume ratio as the independent vari-
able. Regress:ion results are shown below.
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Combined Single-Company Group:
E-day Abnormal Return = §.0107 + 0.0063(E-day Volume Ratio)
t=2.346 t—4.231
Prob<=0.0206 Prob <=0.000}

Combined Multi-Company Group:
E-day Abnormal Retarn = 0.0036 + 0.001 [(E-day Volume Ratio)
= 1211 £=0.707
Prob<—=0.2276 Prob <= (4804

These results show that there 15 a positive and swatistically significant relation-
ship between event-day volume ratio and event-day abnormal return for the smgle-
company group. This 1s consistent with the results in Table 4 where the t-statistics
increase with volume ratio for both groups of stocks The relationship beiween these
two variables is not statistically significant for the multi-company groug. This is also
consistent with Table 4 results where each third in the single-company group has 2
higher t-statist:c than the corresponding third m the multi-company group.

The relationship between event day abnorma. retwrn and company size is
expliored by running a regression with event-day abnormal return as the dependent
varnable and market capitalization as the independent vanable. Regression results are
shown below.

Combined Single-Company Group:
E-day Abnormal Retum = 0.0295 - 0.0086(Market Capitalization)
=797 1=-2568
Prob <=90.0001 Prob<-0.0114
Combined Multi-Company Group:
E-day Abnormal Rewrn = 0.0059 - 0.000556 (Market Capitaiization}
=2.366 1=-0.96!
Prob <=0.0i90 Prob<=0.3376
These results show that there is a negative and statistically sigmificant relationship
between event-day abnommal return and market capitahization for the single-com-
pany group. This is consistent with the results in Table 3 where the ¢-statistics
decrease with increasing company size for the single-company columas. The refa-
tionship between these two varniables is not statsstically significant for the multi-
company group. 7This 18 most likely because {as Table 3 shows) the abriormal retumn
for the fargest third of multi-company articles 1s not statistically sigmficant.

The previous regressions exawmine the relationship between abnormal return and
either company size or volume ratio. The results of those regressions, however, do
not reveal anythmg about the relationship between company size and event day vol-
ume ratio. We hypothesize a significant, negative relaticnship between company size
and volume ratio if the revealed information hypothesis is correct.

s e - CopPYTight ©2604. All rights reserved: - — - S
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The relationship between size and volume ratio :s exammed by regressing event
day volume ratio against market capitalization for the combined single- and multi-
company groups. Regression equation results are shown below.

Combmed Single-Company Group:
Volume Ratio = 2.4687 - 0.4066(Market Capitalization)
t=11.66 t=-2.114
Prob <=0.0061 Prob<=10.0366
Combined Multi-Company Group:
Volume Ratio = 1.2987 - 0.013 1{Market Capitaiization)
t=10.4F t=-G455
Prob<=0.0001 Prob <=(.6493
The results show that there s a statistically significant relationship between these
two variables for the combined single-company group while the relationship 1s not
significant for the combined multi-company groups. This 18 consistent with the
results from Tabies 3 and 4 where we saw that the f-statistics associated with both
the size and volume ratio sorts are h:gher for the single-company group then they are
for the multi-company group. Zhese resuits accord with the revealed information
aypothess.

Conclusion

The results of this study on market reaction to the dissemination of positive
secondary information in the Hl column of regional WSJ publications indicate
significant, positive abnormal returns on the day of publication of single-company
ané multi-company HI a-ticles. The impact of single-company articles. however, 1s
greater than the impact of multi-company articles. The study shows no significant
abnormal reaction on the days immediately prior to or immediately after publication
for both single-company and multz-company articles. Additionally, regression analy-
sis shows that there is a statistically sign:ficant, positive relat:onship between event-
day abnormal return and event-day volume ratio and a statistically significant, nega-
tive relationship between event-day abmormal return: and company size for the
single-company group. There 15 also a statistically significant negative relationship
betwzen event-day volume ratio and company size for the single-company group.

These findings indicate that the dissemination of secondary information, even m
a regional publication, has an impact on stock price. This result is consistent with
results from previous studies. In conirast to other papers, however, when informa-
tion is released regionally rather than nationally, we find price reaction to be
restricted to the day of publication with neither pre-publication nor post-publication
abnormal returns

—_- —-—Copyright-© 2001. Al rights reserved: - — -
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