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Abstract
Much has been written, by academics, about media coverage as being
contrarian indicators i.e. media headlines have an impact on the share price

performance of featured companies.

The objective of this study was to investigate if this phenomenon was true for
listed South African Companies. Thus the study determined if newspapers were
effective contrarian indicators for companies listed in the Johannesburg Stock
Exchange (JSE). This determination was through a recognised research
method and statistical analysis. The study analysed 257 Business Day
headlines, featuring JSE listed companies. The study then assessed share
price performance for the period 120 days before and 120 days after the

headline announcement.

The study found that press announcements do have an impact on the share
price performance of JSE listed companies and that the impact was
significantly higher than those reported in the developed capital markets. The
study further determined that positive headlines lead to positive company share
price performance; and that negative headlines do not necessary lead to a
negative share price performance. The study also found that the impact of
these press announcements is influenced by the company’s market
capitalisation and sector. It was shown that companies with a large market
capitalisation experienced significant impact on share price performance

compared to companies with a small market capitalisation.
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Chapter 1: Introduction to the Research Problem

1.1 Introduction

According to the Johannesburg Stock Exchange (JSE) (2009), the JSE is the
14" largest stock exchange in the world. It manages over R2.3 trillion ($370
billon) worth of shares and has over 400 listed companies (Johannesburg
Stock Exchange, 2009). The JSE provides companies with the opportunity to
raise capital in a highly regulated environment through its markets i.e. the
Main Board and the Alternative Exchange (Johannesburg Stock Exchange,

2009).

The JSE provides a service to both local and international investors who seek
to gain exposure to the capital markets in South Africa. The JSE also serves
as a gateway to the broader African continent. Some of the global companies
listed on the JSE include Anglo American PLC, SABMiller, MTN, BHP Billiton

PLC, British American Tobacco PLC and Standard Bank group e.t.c.

There is much reported in the media (i.e. daily and weekly newspapers,
weekly business magazines, television and radio) on business activities of
these 400 listed companies. The newspaper circulation alone has a great

penetration in South Africa.

According to the International Marketing Council of South Africa (2009), South
Africa has 20 daily and 13 weekly newspapers. Most of these publications are

in English and cover general, business and sports news. 14.5-million South




Africans buy the urban daily newspapers, while community newspapers have
a circulation of 5.5-million. There is a range of general and specialised news
websites which, in terms of the speed and breadth of their coverage, are on a
par with the best in the world (International Marketing Council of South Africa,

2009).

Conducting a desktop research on the impact the media coverage has on JSE
listed companies yields very little results This indicates that academics and
the business world have very little insight or empirical evidence on the link or
impact between media coverage and share price performance of a JSE listed

company that is featured in the coverage.

Some of the popular business publications such as the Business Day,
Finweek and Financial Mail are dedicated entirely to stories of companies and
company performances. There are also South African television and radio
shows that are dedicated to business and company stories e.g. Summit TV

and Moneyweb.

This paper aims to establish a link (and assess the impact) between stories in
leading publications and share price performance on the Johannesburg stock
exchange. While such research has been conducted in other countries,
primarily in the US and Europe, we know of no prior research of this sort for

South Africa and the JSE in particular.




Numerous authors, both academic and business, have written a great deal
about newspapers and covers of business magazines as being contrarian
signals. Arnold, Earl and North (2007) found a link between cover page
stories in leading American business magazines (Business week, Fortune and

Forbes) and a company’s future stock performance.

Desai and Jain (2004); Ferreira and Smith (2003) studied the impact of
television programs on company’s stock performance. Chordia, Roll, and
Subrahmanyam (2002) studied the importance of contrarianism in financial

market trading.

To formalise how a newspaper cover page might affect future returns of the
featured company , Desai and Jain (2004) suggests that an assumption
should be made that the given feature story reports new pertinent information
on the company or simply reports past information. This paper endorsed these

set of assumptions.

Desai and Jain (2004) proceeded to suggest that if the information is
genuinely new, the market can show the following reactions:
e An instantaneous and correct reaction — that is, a very short term
effect occurs but no lingering future effects;
e An under-reaction — a potentially longer-term effect occurs that makes
the story a momentum indicator;
e An overreaction — a potentially longer-term effect occurs that makes

the story a contrarian indicator.




If the information contained in the newspaper feature story is not new, the
market can have the following reactions:-
« No reaction—that is, all information incorporated in prices;
e A reaction that coincides with the popularity of the stock — that is, a
possible momentum indicator;
e A reaction that coincides with the stock being mispriced — that is, a

possible contrarian indicator.

Most of the anecdotal evidence, suggested Desai and Jain (2004), supports
the notion that cover stories are not informational due to the time required by
journalists to gather information for the article and to print it (Desai and Jain,
2004). These requirements cause a delay in the dissemination of news by the

print media.

It is worth a mention that the availability of instantaneous business news such
as sens announcements, internet and mobile business news feeds places
daily and weekly news at a disadvantage. The disadvantage is greatly
increased for biweekly (every two weeks) news and magazines (Desai and

Jain, 2004).

1.2 Problem statement

The aim of this research was to establish if there is a link between cover page
stories in leading South African business publications (particularly

newspapers) and share price performance of JSE listed companies, which are




a feature of the cover page story. Stated differently, the paper aimed to
establish if newspaper coverage has an impact on share price performance of

JSE listed company.

The paper also assessed if positive newspaper headlines led to positive share
price performance (and alternatively assessed if negative newspaper
headlines led to negative share price performance). The paper also attempted
to establish if there are other factors that influence the impact of the
headlines. Such factors include market capitalisation of the company and the

JSE sector that the company belongs to.

In this paper, headlines, press announcements, coverage all refer to

newspaper articles that feature a listed JSE company.

1.3 Purpose of research

In light of the value of the stock managed by the Johannesburg Stock
Exchange (the JSE market capitalisation during March 2009 was estimated at
R2.3 trillion), it becomes necessary to estimate the impact that the media
coverage has on the performance of share prices of featured companies. The
share price determines the market capitalisation of companies and stock

exchanges.




A company’s (or a stock exchange for that matter) market capitalisation is
defined as the price of a share multiplied by the number of shares issued by

the company.

The objective of the research is to establish if media announcement,
particularly newspaper cover page stories, have an impact on the share price
of the features company. Other objectives are to establish if:-

e Negative publicity leads to negative share price performance (or
conversely positive publicity leads to a positive share price
performance)

e The impact differs by the size of the company in terms of market

capitalisation or sector that the company belongs to.

Over and above the academic interest, the insights resulting from such a
research are also important for investment decision making by companies (i.e.
share buybacks or share sale decisions), institutional investors and individual

investors.

Such insights are certainly valuable for individual investors who will be
interested to know what impact certain media announcements have on the
price for a share they hold in their portfolio. This knowledge is essential in
order to assess and understand the potential impact the various press

announcements might have on the value of the equity of a listed company.




1.4 Structure of the research report

The document will continue by discussing, in Chapter 2, the relevant theory
and prevailing understanding on the impact of media coverage on share price
performance of featured companies. We also examine leading methods used
to determine the impact of press announcements on stock performance of

featured companies.

Chapter 3 articulates the hypothesis that the research aims to test. These
hypotheses are based on the literature review conducted in chapter 2. A set of
hypotheses are developed which are tested to prove or disprove the theory

from the literature review.

Chapter 4 provides details regarding the methodology that was used to test
the set of hypotheses described in chapter 3. This chapter defines the unit of
analysis, describes the data identification (i.e. population and sample size)
and selection process (sampling methods) and provides details of the

statistical techniques that are used to analyse the data.

In chapter 5, the research results are consolidated and presented. The
presentation includes descriptive and analytical results from the statistical
analysis. In chapter 6 the results are interpreted and discussed, highlighting

concerns that we found.

Chapter 7 highlights the major findings of the research and draws insights and

implications based on the results. This chapter includes a set of




recommendations for the various stakeholders (companies featured in the
newspaper articles, institutional and individual investors). The possible future

research is also highlighted.




Chapter 2: Literature review

2.1 Introduction

As mentioned in chapter 1, a number of studies have been conducted to
prove or disprove media publications’ impact on companies’ share price
performance. In this chapter the latest literature on the field was reviewed.
Major themes were group together to attempt to generate understanding and
insights from the theory presented. Some of the popular methods that are
used to assess the impact of media coverage on a share price performance

are discussed.

2.2 Cover page stories as Contrarian Indicators

Arnold et al (2007) found that positive cover page stories can be correlated to
positive stock performance. The same argument holds true for negative
performance and negative stock performance. Arnold et al. (2007) analysed
companies that were subject of feature stories in the Business week, Fortune
and Forbes magazines during the period between 1983 and 2002. 549 feature
stories were analysed. They found a link between positive cover page stories
and positive stock performance. The reverse situation was also found to be

true.

Desai and Jain (2004) examined 1 to 3 years performance of common stocks
following 5,596 stock split and 76 reverse split announcements made during
the period between 1976 and 1991. Their results suggested that markets

often under react to both the stock split and the reverse split announcements.




They also found that the announcement period and the long run abnormal

returns are both positively associated with an increase in dividends (Desai

and Jain, 2004)

Ferreira and Smith (2003) conducted a study to determine the impact of
recommendations made by panellists during a television show called "Wall
Street Week with Louis Rukeyser” in 1997. They found that the portfolio of

stocks under investigation improved in value in the following eight quarters.

Furthermore they also found that the increase in value was higher than for the
matched sample in all eight quarters. They found the results to be similar
when categorised by industry, size, and book-to-market value of the

companies under investigation.

2.3 Event study methodology

Other methodologies have been utilised to determine the impact of press
announcements on stock performance of companies. The event study
methodology has been used in numerous disciplines to examine security price

behaviour around events.

The events of interests for this methodology are financial and economic
events such as accounting rule changes, earnings announcements, and
changes in the severity of regulation and money supply announcements

(Binder, 1998).

10



Vergos, Christopoulos and Melonakos (2008) investigated the effects of
political, economic, investment, and analysts report announcements on the

share price of the Hellenic Telecommunication Organisation (HTO).

The announcements investigated related to HTO’s management status (e.g.
government decisions about privatisation), investments in subsidiaries,

competitive strategy, capital structure decisions and profit announcements.

They found that stock prices do not react instantaneously to publicly
announced information and that stock prices continue to appreciate or
depreciate until at least ten days after the announcements (Vergos et al,

2008).

Papasyriopoulos, Koulakiotis, Papadimitriou and Kalimeris (2007), used the
event study methodology to study six Greek industrial and construction firms.
The study was done in an attempt to measure the abnormal returns on stock
prices on the day of the acquisition announcement. Their results showed that
good news have a positive effect on abnormal returns, while bad news a

marginal negative ones (Papasyriopoulos et al., 2007).

2.4 Impact of sport sponsorship announcements on stock prices
Spais and Filis (2008) conducted a test to determine the major beneficiary in a
sponsorship agreement deal (is the major beneficiary the sponsor or the

sponsored organisation?). Their paper dealt with the stock market reaction to

11



official football club sponsorship announcements, particularly that of Juventus

Football club by FIAT.

The agreement was worth 33 million Euros. Both organisations were listed in
the ltalian stock exchange. The event-study methodology was used to test
123 daily stock prices. They found that the announcement had a greater
impact on Juventus’ stock than on Fiat’s. They found that the impact on
Juventus’ stock was negative, whereas the impact on Fiat’s stock was positive

(Spais and Filis, 2008)

Pruitt, Cornwell and Clarke (2004) conducted a research to determine the
impact of NASCAR sponsorship announcements on the stock prices of
sponsoring firms. Their research found that the NASCAR sponsorship
announcements were led to the largest increases in shareholder wealth ever

recorded in the marketing literature.

They analysed 24 sponsoring organisations in their study and these sponsors
experienced a mean increase in shareholder wealth of over $300 million
dollars, after deducting all of the costs associated with the sponsorships. Pruitt

et al (2004) used a multiple regression analysis of firm-specific stock price.

2.5 Impact of M&A and strategic alliance announcements on stock

prices

Rosen (2006) examines the effects of mergers on bidding firms’ stock prices.

He found evidence that the bidder’s stock prices are more likely to increase

12



when a merger is announced, if recent mergers by other firms have been well
received by the market or if the overall stock market is doing well.

However, Rosen (2006) found that, in the long run, the bidders’ stock returns
are lower for mergers announced when either the stock markets were
favourable at the time of the merger than for those announced at other times

(Rosen, 2006).

Liang, Yao and Lin (2005) used an event method and developed a model to
measure the indirect impact on the stock prices of investing companies
engaging in strategic alliances with Taiwan’s high-tech industry from 1998 to
2002. They also discuss the market’s different responses in their stock prices
according to various industrial types that have been used to classify these

investing companies (Liang et al, 2005).

Liang et al (2005) found that for the sample of all Taiwan’s TSEC- and OTC-
listed investing companies in strategic alliances, the markets responded
positively in the stock prices of the investing companies. They also found that
the investing companies benefited from the optimistic news of strategic
alliances, and this caused their stock prices to generate abnormal returns

(Liang et al, 2005).

Karceski, Ongena and Smith (2005) estimated the impact of bank merger
announcements on borrowers’ stock prices for publicly listed Norwegian
companies. They found that borrowers of target banks lose about 0.8% in

equity value, while borrowers of acquiring banks earn positive abnormal

13



returns. This suggests that the borrower welfare is influenced by a strategic

focus favouring acquiring borrowers (Karceski et al, 2005).

Karceski et al (2005) further found that bank mergers lead to higher
relationship exit rates among borrowers of target banks and larger merger-
induced increases in relationship termination rates are associated with less
negative abnormal returns, suggesting that firms with low switching costs
switch banks, while similar firms with high switching costs are locked into their

current relationship (Karceski et al, 2005).

Diepold, Feinberg, Round and Tustin (2008) investigated 50 mergers and
acquisitions transaction involving Australian companies from 1996 to 2003.
They examined the impact on share prices of the announcement of these

mergers both on the firms involved and on rival firms.

For the transactions which were challenged by the Australian antitrust
enforcers, they further considered the impact of the announcement of such a

challenge (Diepold et al, 2008).

Their results indicate that there is a significant abnormal return to
announcements for target companies, for those announcements that had
limited impact of Australian Competition and Consumer Commission (ACCC)

involvement (Diepold et al, 2008).

14



They also found no impact on the target firms’ returns and that actions or
expected actions from the ACCC does indicate to have some impact on
acquiring firms’ investors’ responses to domestic mergers. Significantly lower
abnormal returns were found for acquirers in mergers that were raised with

the ACCC (Diepold et al, 2008).

Their findings indicate that there is strong evidence that cross-border impact
on share-price seem to be less favourable compared to domestic mergers.
There is insufficient evidence that the ACCC has much influence on investors’

reactions to these mergers (Diepold et al, 2008).

2.6 Impact of macro-economic policy decision announcements on

stock prices

Adams, McQueen and Wood (2004) investigated the response of stock price
to news of inflation. Other objective of their research was to establish the
speed of the response in question and the impact of economic stability on the
response. They explored the relationship by examining the response (in
minutes and trades) of size-based stock portfolios to unexpected changes in

the Producer Price Index and Consumer Price Index announcements.

Adams et al (2004) found that news about inflation does have an impact on
stock returns and that stocks tend to respond to inflation news in about 10-20
minutes. Finally they found that stock-inflation relationship is state dependent

i.e. the relationship varies with the economy.

15



Serwa (2006) found evidence on the short-run reactions of an emerging
financial market to monetary policy announcements. He used the
‘identification through heteroscedasticity’ technique to estimate the impact of a

change in the official interest rate in Poland.

In his analysis he found that the short-term interest rates respond significantly
to official interest rate changes, but the long-term interest rates, stock indices
and foreign exchange rates reacted to monetary announcements in the

expected direction.

Poitras (2004) estimated the impact of macro economic variables (such as
employment and inflation) announcement by federal bureaus on stock prices.
His analysis estimated the impact of several macro economic factors on daily

closing values of Standard and Poor (S&P) 500 companies.

Poetries' study was able to establish a relationship between that
announcement of the macro economic factors and stock prices but in
contradiction to Adams et al (2004), he did not find evidence that the impact

varied with the state of the economy.

Haw, Park, Qi and Wu (2006) used a sample of earnings announcements of
Chinese firms in the fiscal years 1994—-1999 (covering the periods before and
after the introduction of a regulation to stagger the release of annual reports)
to assess the relation between earnings news and the timing of earnings

announcements.

16



They found that even though the reporting lag has been significantly reduced
as a result of the regulation, the trend whereby good news is announced
earlier than bad news persists. They then examined the behaviour of stock
prices before earnings announcements and find some indication of

information leakage.

Their findings suggest that the regulation had the expected effect of reducing
reporting delay and earnings release clustering (Haw et al, 2006). The
regulation did not seem to reduce the extent of the preannouncement leakage

of information (Haw et al, 2006).

Bredin, Gavin and O’Reilly (2005) investigated the influence of foreign
monetary policy decisions on the volatility of the Irish stock market. They
particularly focussed on the influence of US monetary policy announcements
on the ISEQ (Irish Stock Exchange). They found that there is a decline in
volatility on the day prior to a Federal Open Market Committee (FOMC)
meeting and a subsequent increase in volatility after the results of the FOMC

meeting is made known.

They also found evidence that ISEQ volatility is influenced by surprise
changes in US monetary policy. Furthermore, US monetary surprises seem to
affect Irish stock return volatility asymmetrically with a surprise tightening of
US monetary policy leading to an increase in Irish stock return volatility

(Bredin et al, 2005).

17



Guidi, Russell and Alexander (2006) wrote a paper on the effects of OPEC
policy decisions on the US and UK stock markets. They also researched the
effects on oil prices. Their research focused on the periods of conflict and

non-conflict from 1986 to 2004.

Their key findings are that there are “asymmetric” reactions to OPEC
(Organisation of the Petroleum Exporting Countries) policy decisions during
periods of conflict for the US and UK stock markets. They also found that,
during conflict periods, oil markets require time to incorporate OPEC
decisions. Conversely, in non-conflict periods their results suggest that the oil

markets incorporate OPEC decisions efficiently (Guide et al, 2006).

Guidi et al (2006) used an event study methodology to examine stock returns
and oil prices for five days before and five days after the announcement of an
OPEC policy decision. Overall they concluded that overall, despite the media
attention which is drawn to the OPEC Conference, the decisions of OPEC
does not destabilise both the oil spot markets and the US and UK stock

markets (Guidi et al, 2006).

2.7 Impact of capital Investments and dividend decisions

announcements on stock prices

Jones, Danbolt and Hirst (2004) used the event study method to examine the
stock market reaction of 402 company investment announcements made by
UK companies during the period between 1991 and 1996. They found that the

abnormal returns are generally positive but small.
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They further classified investment announcements according to functional
categories, and they found that the level of abnormal returns vary according to

the type of capital investment being announced.

In particular, they found that markets reacted favourably to investments that
create future investment opportunities, than investments that do not. Jones et
al (2004) also found that the market reaction also varied with firm size. Large
companies experienced smaller responses to announcements than smaller

firms.

A study to tests the signalling theory of dividends by investigating the stock
price reaction to dividend announcements on the Oslo Stock Exchange (OSE)
was conducted by Capstaff, Klaeboe and Marshall (2004). Their results show
that significant abnormal stock returns are associated with announcements of
dividend changes. Their results further revealed that the stock market reaction
is more pronounced for large, positive dividend announcements (Capstaff et

al, 2004).

Collet (2004) examined the reactions of the London Stock Exchange stock
prices to company trading statement announcements. He found that negative
trading statements outnumber positive trading statements by 50%, and, that
market reaction, measured by abnormal returns, is considerably greater for

the negative statements (Collet, 2004).
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2.8 Impact of Share buyback decisions announcements on stock
prices

Hyderabad (2009) studied 68 buyback announcements in India. His study

calculated event returns over numerous window periods. His analysis shows

that average abnormal returns (AAR) on the date of announcement of a share

buy back are 2.83 percent, while cumulative abnormal returns (CAR) are

about 6 percent on the announcement date with an overall CAR 5.16 percent

for 41-day event window.

Hyderabad (2009) concluded that the market reactions in India are relatively
higher than what the studies in the US and the UK found. He further
interpreted that as indicating that Indian capital markets are more undervalued
and that a greater degree of information asymmetry exists in the Indian

market (Hyderabad, 2009).

Brown (2007) investigated the price and volume behaviour around the
announcement of a type of off-market repurchases (she refers to as “equal
access repurchases”) for Australian companies. She found that Australian
companies had smaller but significant abnormal returns (around 1.2%), on the
announcement date, compared to studies in the US which found abnormal

returns of around 8% for off-market repurchase (Brown, 2007).

She interpreted this evidence as suggesting that the abnormal returns are
related to the discount-to-market price at which the offer is made (which is

also a function of special taxation arrangements) (Brown, 2007). She also
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found a significant increase in trading volumes on the day of the
announcement and subsequent day. She argues that this trading may be
driven by the levels of tax benefits that are passed on to the shareholders that

are taking part in the transaction.

2.9 Impact of strategic decisions announcements on stock prices

The study by Jones and Danbolt (2005) examined the level of abnormal
returns arising when a company announces projects that result in product or
market diversification. They found that the announcement of product and
market diversification projects lead to significant abnormal returns of 1.1%

(Jones and Danbolt, 2005).

They also found however, that the gains are higher for new products than for
new markets, and for companies with high price-earnings ratios and low (or

zero) dividend yields (Jones and Danbolt, 2005).

Frino, Jones and Wong (2007) conducted a study to determine market
behaviour around bankruptcy announcements of companies listed in the
Australian Stock Exchange. Their results reveal that investors in failed firms
typically incur substantial negative stock returns leading up to failure
announcements but they do not find evidence of an announcement effect (i.e.

negative stock returns on the event day itself or the day preceding).

Goins and Gruca (2008) examined how reputational changes in the

announcing company affect the reputations of its competitors, through
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changes in their stock prices, in the same (contagion effect) or opposite
(competitive effect) direction. Goins and Gruca (2008) studied layoff

announcements in the US oil and gas industry from 1989 to 1996.

The results of their study suggest that reputation effects of layoff
announcements extend beyond the announcing company and extend to other

companies in the industry (Goins and Gruca, 2008).

Ursel and Armstrong-Stassen (2005) analysed the impact on stock prices, and
thus on stockholders, of 84 newspaper announcements regarding corporate
age discrimination lawsuits. They found that, on average, initial
announcements led to a 2 percent decline in stock price, a $40 million
average loss in total stock value for the large firms charged (Ursel and

Armstrong-Stassen, 2005).

They further found that the stock price decreases are consistent with investor
concerns about the firms’ ability to attract and retain good employees given

the discrimination charges (Ursel and Armstrong-Stassen, 2005)

2.10 Impact of social decisions announcements on stock prices

Cook and Glass (2008) analysed the appointment of black leaders to top
corporate positions and the reaction of the stock price of the company that
appointed them; and they compared that to the appointment of white leaders.
They analysed 93 black executive appointments announcements and 350

white executive appointment announcements (Cook and Glass, 2008).
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Their key findings were that the appointment of black leaders has a
significantly negative impact on stock prices in comparison to the appointment
of white leaders to comparable positions for a period of 10 days following the

announcement (Cook and Glass, 2008).

Cook and Glass (2008) further found that that markets assess black leaders
appointed from outside the company more positively than black leaders who

were promoted from within.

Cook and Glass (2009) conducted a further, similar, study to examine the
impact that the appointment of racial or ethnic minorities into top management
positions has on a share price of a company; and they contrasted that to the
appointment of members of the racial or ethnic majority into equivalent

positions.

Cook and Glass (2009) used the event study methodology to examine 128
racial and ethnic minority males’ appointment announcements and 345 ethnic

majority males’ appointment announcements in the US.

They found that the market reaction to the appointment of minorities into
corporate leadership positions is significant and negative while the market's
reaction to the appointment of members of the racial/ethnic majority is

significant and positive (Cook and Glass, 2009).
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Cook and Glass’s (2009) findings suggest that racial/ethnic integration in
corporate hierarchies is impeded as result of investors’ reaction increasingly

drives company-level governance decisions.

2.11 Stock price reaction to natural disasters

A research that uses an event study methodology to examine the effect of
Hurricane Floyd and the associated scientific and media releases on the
market value of insurance firms was concluded by Ewing, Hein and Kruse
(2006). Their research tracked information describing the development of the
storm over time and space and used it to determine the reaction of the

financial markets as news about the storm’s characteristics changed.

Ewing et al (2006) key findings were that, overall there was a negative effect
on insurer stock price changes around the life cycle of the storm; they also
found, however, that this effect was neither constant nor was it always

negative on each day of the cycle.

2.12 Stock price reaction to Human Resource announcements

Arthur and Cook (2004) examined share price reactions to 231 work-family
human resource policies adopted by Fortune 500 companies. They studied
announcements in the Wall Street Journal between 1971 and 1996 (Arthur

and Cook, 2004).
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Their results indicate that company announcements of work-family initiatives
affect the shareholder return positively. They test, empirically, three
hypotheses concerning how the timing of work-family initiatives influences

shareholder response.

They found that a company that is the leader in announcing the first-ever
implementation of a work-family initiative was seem to realise a larger share
price increase on the announcement day compared to companies that adopt

such schemes later (Arthur and Cook, 2004).
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Chapter 3: Research Hypotheses

3.1 Introduction

The objective of the study was to determine if there is a link between press
announcements in leading South African business publication and share price

performance of the featured, Johannesburg Stock Exchange listed, company.

This chapter develops and articulates the hypotheses that the research aims
to test. These hypotheses are based on the literature review conducted in

chapter 2.

3.2  Hypotheses

There are four hypotheses that were tested. For each hypothesis a null (Ho)
and an alternative (H;) hypothesis are stated. The hypotheses are thus

defined as follows:-

e Hypothesis 1: There is a link between press announcements and
share price performance.

Ho : There is a link between press announcement and share

price performance i.e. gs1 M1 where piq is the mean of the

share price after the press announcement and p.; is the mean of

the share price before the press announcement.

Hy : There is no link between press announcement and share

price performance. i.e. u+1 U1 where U4 is the mean of the
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share price after the press announcement and p.; is the mean of

the share price before the press announcement.

e Hypothesis 2: There is a positive relationship between a positive

headline and share price performance (the converse holds that there is

a negative relationship between a negative headline and share price
performance).

Ho : There is a positive relationship between a positive headline

and share price performance i.e. 1 > p.; Where p4; is the mean

of the share price after the press announcement and ., is the

mean of the share price before the press announcement.

H; : There is a negative or no relationship between a positive
headline category and share price performance i.e. g1 H.1 Or
M« M1 Where pyg is the mean of the share price after the press
announcement and ., is the mean of the share price before the

press announcement.

e Hypothesis 3: The impact of an announcement on a share price
performance depends on the market capitalisation of the company

Ho : The impact of an announcement on a share price

performance depends on the market capitalisation of the

company

27



H; : The impact of a press announcement on share price
performance does not depend on the market capitalisation of

the company

e Hypothesis 4: The impact of an announcement on share price
performance depends on the JSE sector the company is in.
Ho : The impact of an announcement on share price

performance depends on the JSE sector the company is in.

Hy : The impact of an announcement on share price
performance does not depend on the JSE sector the company

isin

28



Chapter 4: Research Methodology

4.1 Introduction

This chapter provides a detailed methodology that was used to test the set of
hypotheses described in chapter 3. This chapter defines the unit of analysis,
describes the data identification (i.e. population and sample size) and
selection process (sampling methods) and the provide details of the statistical

techniques that is used to analyse the data.

4.2 Rationale for Methodology

This research concerns itself with evaluating share price performance of JSE
listed companies which are subjects of newspapers’ front page stories. The
share price performance is analysed as a result of some event. This naturally
requires a study of historical events i.e. contents of a newspaper front page
story at a particular date, share price performance prior and post the date of

the newspaper front page story.

This chapter provides a detailed methodology that is used to test the set of
hypotheses described in chapter 3. This chapter defines the unit of analysis,
describes the data identification (i.e. population and sample size) and
selection process (sampling methods) and the provide details of the statistical

techniques that is used to analyse the data.
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The research, therefore, warrants the use of a research method known as
secondary data analysis. Zikmund (2003) defines secondary data as

follows:

“Data that have been previously collected for some purpose other than the

one at hand”

The research conducted a quantitative analysis of previously collected data
that was publicly available i.e. archived newspaper articles and market share
data. The newspaper that was used for the research was the Business Day.
Historical share price movements were obtained from a database known as

McGregor BFA.

The Business Day is South Africa’s leading publication of business news. The
newspaper is published daily between Monday and Friday, by BDFM
Publishers (Pty) Ltd. BDFM is also a publisher of Financial Mail, The

Weekender and Bignews, and is owned by Avusa Limited.

McGregor BFA is an online provider of stock market, basic research data and
news to South Africa’s financial sector and the corporate market. Market

share price data is made available via a web based user interface.
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4.3 Data collection process

4.3.1 Business day article data collection process

Copies of the Business Day newspaper articles were collected from their
archives in their head office. The newspaper articles were collected for the
period 2002 and 2007. The 2008 period was purposefully left out due to the
volatility in the South African stock exchange as a result of the recessionary

economic environment.

A total of 257 Business Day newspaper articles were collected covering
companies in period between 2002 and 2007. There are two main reasons for
the low number. The first reason is that the Business Day often does not
cover company specific news as feature stories (“Front page headlines”),
opting for economic or sports headlines. The second reason is that headlines
featuring new listing were not considered since they have no historical share

price data.

From the 257 feature stories, a total of 164 companies were featured. Some

companies were covered more than once in the 6 year period.

4.3.2 Feature story classification
The contents of the feature stories were analysed and the headlines classified
in a five point scale:-

e Category 1 = very positive,

e Category 2 = positive/optimistic,
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Category 3 = neutral,
Category 4 =negative, and

Category 5 = very negative

This study used a similar method of classification to that of Arnold et al (2007).

Although Arnold et al (2007) conceded that the determination of whether a

story was positive or negative seems to be very subjective exercise. Arnold et

al (2007) used a pattern to classify cover headlines. This paper followed a

similar pattern to classify the headline stories (Arnold et al, 2007):

Category 1: Company A “is” or “has done” something very innovative
or profitable (very positive headline). Example of such headlines
includes announcements of increased headline earnings or disposing
of an asset or investment where the selling price was greater than the

purchase prices.

Category 2: Company A “plans to do” or “is in the process of doing”
something innovative for the future, but will it is unclear if it will work
(optimistic headline). Examples of such headlines include expansion
to new markets. Launch of new products and announcements of a

Black Economic empowerment (BEE) deal.

Category 3: The headline does not give particular opinion or view point
as to whether Company A is good or bad (companies are identified on

the headline, but the headline story gives no indication of a positive or
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negative angle to the feature i.e. neutral headline). Example of such
headlines includes resignation of a critical staff member when the

company is performing well.

e Category 4: Company A has experienced “poor performance,” but the
end of the poor performance may be near (pessimistic past but a
turnaround is predicted i.e. negative headline). Example of such
headlines includes announcements of decrease headline earnings or
disposing of an asset or investment where the selling price was less

than the purchase prices.

e Category 5: Company A is doing very poorly, or a scandal has
occurred (pessimistic headline, sometimes implying a future

management change and/or litigation).

4.3.3 Market share price data collection process
For each headline story the following data was collected, using the online
McGregor BFA databases, and recorded on a Microsoft excel spreadsheet:-

e Date on which the headline was published

* Name of the company featured

e Market capitalisation of the company feature

e Daily share price of the company for the period of 120 business days

prior to and 120 business days after the publishing date),
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4.4 Unit of analysis, Population and sample design

The unit of analysis in the research is a company and the unit of
observations is the share price (Zikmund, 2003). The dependent variable is
the share price movement and the independent variable is the event
covered in the Business Day newspaper article on a particular company on a

particular date.

The population in the case of this research are the 400 companies listed on
the main board of the Johannesburg Stock Exchange. The 164 companies
featured in the business day between 2002 and 2007 were therefore a
sample for the research. The sampling method was therefore determined by

“natural selection” i.e. “the newsmakers got media coverage”.

4.5 Limitations of the sample design

There are three major limitations in the sample design:-

e Due to time constraints the report only studied the Business Day to
source cover pages for analysis. This inherently limits the research to
just news covered by the Business Day and ignores other newspaper
that could have had a “better” story. It was also not possible to cover
the size of the whole population (i.e. 400 companies), which given time
could have been possible.

e The sampling is determined by “newsmakers” which limits the size of
the sample as “newsmakers” tend to be the same companies. This
explains the repeat coverage of companies in the sample (i.e. 167

companies were covered in 257 headlines).
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e The sampling is based on business day news selection and is non-

probabilistic.

4.6 Data analysis methods

4.6.1 Describing and understanding the data

Data on share price, dates, company name, sector, and market capitalisation
were recorded and cleaned in an Excel spreadsheet. Plotting and statistical
analysis of data was done using Stata version 10 (Stata Corporation, Texas,

USA) software.

Movement of share prices before and after the press announcement was
initially investigated by plotting the share prices for all the companies in the
sample across the whole period before (and on) the day of announcement.

The same was repeated for the period on and after the day of announcement.

The graphs were then visually inspected to determine if there were any major
changes in the movement of share prices before and after the day of

announcement.

Descriptive statistics for market capitalisation was computed and used to
describe the distribution of market capitalisation in the sample. Average share
price were computed for each company across the whole period before and

then after the announcement.
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4.6.2 Overview of hypothesis testing

The appropriate test for this purpose is a matched pairs t-test. This test
assumes the data is normally distributed. Normality will be investigated by the
use of histograms and also by comparing means and standard deviations.
Log-transformation of data can be used to make the data approximately

normal.

For all the statistical tests, two-sided tests will be carried out at 10% level of
significance. P-values will be used to make conclusions on whether or not the
null hypothesis should be rejected. The golden rule is that the null hypothesis
is rejected when the p-value is less than the level of significance (0.1 in this

case).

4.6.3 Testing Hypothesis 1

A statistical test was used to test if there is a significant difference between
the average share prices before and after the announcement. This test was
carried out as a way of testing Hypothesis 1. The appropriate statistical test
for this purpose is matched-pairs t-test but since it assumes that the data is
normally distributed, the alternative non-parametric Wilcox on matched-pairs

test was used in the case where the data is skewed.
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4.6.4 Testing Hypothesis 2

Pearson’s correlation was used to measure the strength of the linear
relationship between headline categorization and average share price thereby

testing Hypothesis 2.

Correlation is a measure of the strength of the linear relationship between two
variables. It ranges from -1 (indicating perfect negative linear relationship)
through 0 (no linear relationship) to +1 (perfect positive linear relationship).
The computer output includes the p-values corresponding to each correlation

computed.

4.6.5 Testing Hypothesis 3

Hypothesis 3 infers if before-and-after differences in share performance are
related to the level of market capitalisation. Market capitalization will first be
categorized into low (market capitalization less than median) and high (market
capitalization greater than or equal to the median). Matched-pairs t-tests will
then be done for the low and high groups separately with respect to the

difference in share performance before and after the announcement.

4.6.6 Testing Hypothesis 4

Hypothesis 4 was tested using one-way Analysis of Variance (ANOVA). One-
way ANOVA is used to test for the difference in means between more than
two groups. A post-hoc test is usually carried when there is a significant

difference between groups. This is to determine exactly which combination of
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group means differ. However, in this case the post-hoc tests were not carried
out as the number of sectors in the sample was too many thereby making

such comparisons almost impossible as there will be too many combinations.

38



Chapter 5: Results

5.1 Introduction

In this chapter the research results are consolidated and presented. The
presentation includes descriptive and analytical results from the statistical
analysis. The statistical analysis was conducted to test the four hypotheses

defined in chapter 4.

5.2 Descriptive statistics for the data

Recall that the headlines were categorised into a five point scale:-
e Category 1 = very positive,
e Category 2 = positive/optimistic,
e Category 3 = neutral,
e Category 4 =negative, and

e Category 5 = very negative

The table below describes the data (i.e. feature stories and share prices)

breakdown into categories:-

Table 5.2-1: Descriptive statistics for feature stories

Headline Category Number of observation in the
dataset
Category 1 75
Category 2 95
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Headline Category Number of observation in the

dataset
Category 3 19
Category 4 50
Category 5 21
Total 257

5.3 Descriptive statistics for market capitalisation

The descriptive statistics were computed using Stata version 10 and the
following output was obtained. Stata was the software used for all the

statistical analysis. The table below summarizes these results:

Table 5.3-1: Descriptive statistics for market capitalisation

Statistics Result

N 257
Mean 24.3463
Standard deviation 56.0858
Minimum 0
Maximum 396
First quartile (25" percentile) 0.9
Median (50™ percentile) 5
Third quartile (75" percentile) 18

For the 257 companies, the mean market capitalisation is 24.35 (i.e. R 24

billion) and the standard deviation is 56.09. The minimum is 0 and the
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maximum is 396. The first quartile (or 25" percentile) is 0.9 and the third

quartile (or 75" percentile) is 18. The median is 5.

5.4 Market Capitalisation skeweness
Since the mean (24.3463) is less than the standard deviation (56.0858), it

implies that the market capitalisation distribution is skewed and the percentiles

indicate that the data is skewed to the right.

In other words, the majority of the market capitalisation values are smaller.

Below we did a statistical test for skeweness of the distribution of market

capitalisation but first we plot a histogram.

Histogram for marketcap

T I T T
0 100 200 300 400
Market Cap (Rb)

Figure 5.4-1: Market Capitalisation Histogram
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The skeweness of the distribution of the market capitalisation can be clearly
seen on the histogram. Most of the values are small. Below is the output, from

Stata, for the statistical test of skeweness.

Skewness/Kurtosis tests for Normality

Variable | Obs  Pr(Skewness) Pr(Kurtosis) adj chi2(2) Prob>chi2

_____________ A e

marketcaprb | 257 0.000 0.000 . 0.0000

The skeweness is confirmed by all the p-values for skeweness, kurtosis and
joint (both skeweness and kurtosis) that are less than 0.001 indicating a high

statistical significance at 0.1%.

5.5 Descriptive statistics for share price movement

Average share prices were computed for each company over the 120 days for
both before and after the announcement. Below, the Stata statistical software
output for the descriptive statistics (means and standard deviations) for the
share prices before and after the announcement is given. The analysis was
categorized further into 90 days, 60 days, 30 days, and 5 days before and

after the announcement.

tabstat bef_avgl20-aft_avgl20, stat(mean sd)

stats | bef_~120 bef a~90 bef _a~-60 bef_a~30 bef avg5s aft_avgs
_________ e ———————————————————————————————_——
mean | 3343.895 3342.412 3329.987 3176.951 3181.612 3691.002

sd | 5684.138 5811 5883.828 5311.896 5380.078 7217.388
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stats | aft_a~-30 aft_a-60 aft_a-90 aft_~120

_________ A
mean | 3640.23 3491.977 3455.309 3437.755

sd | 6816.32 6167.596 6047.578 6021.913

The table below summarises the results:

Table 5.5-1: Descriptive Statistics for Share price Movements - Means

(SD)
Days Before After

120 days 3343.895 3437.755
(5684.138) (6021.913)

90 days 3342.412 3455.309
(5811) (6047.578)

60 days 3329.987 3491.977
(5883.828) (6167.596)

30 days 3176.951 3640.23
(5311.896) (6816.32)

5 days 3181.612 3691.002
(5380.078) (7217.388)

The average share prices are in the range from 3176.951 (in cents) (30 days
before announcement) up to a maximum of 3691.977 (5 days after the
announcement). This seems to indicate that the movement of share prices 30

days before the announcement was very low and they shot to their high 5
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