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This study aims to investigate whether and how firm-specific media coverage can impact the capital flow decisions of
investors in China’s stock market. The media dataset includes articles about 42 listed financial companies that were
published in three major securities newspapers from 2004 through 2013. A multidimensional perspective analysis is
chosen to capture both the amount and content sentiment of media coverage. Specifically, the quantity model is built to
investigate the impact of article amount on capital flow, while the quality model aims to capture the difference in media
impact between positive news and negative news. In order to control the unobserved heterogeneity of firms, fixed effects
model is employed. Our empirical analysis demonstrates that media coverage can significantly influence the capital flow
decisions of investors; this holds for both the quantity aspect and the quality aspect. The quantity model shows that after
controlling for risk factors such as size and book-to-market ratio, more capital flow will be allocated to the high-return
stocks with high media coverage. The quality model finds that stocks with positive media coverage will be allocated more
capital flow than those with negative media coverage, given an identical stock return. Furthermore, a simple but effective
identification strategy is constructed to explore the mechanism behind this media coverage and capital flow relationship.
Our results suggest that the information view does not offer sufficient explanation power; instead media coverage tends to
be more about “attention-grabbing” than conveying information.

Keywords: Media Coverage, Stock Return, Capital Flow, Firm-Specific, Multidimensional, Fixed Effects Model.

Introduction of using media coverage to predict the future performance
of stocks, such as predicting the stock price (Dyck &
Social media has been widely discussed in various Zingales, 2003), return (Fang & Peress, 2009) and
research fields, such as E-commerce, finance and others. volatility (Aman, 2011). Other researchers also examine
The stock market, which is highly information sensitive, different types of media coverage such as political news
also witnesses the impact from social media (Fang & and economic news (Chan et al., 2001). All these studies
Peress, 2009). Media coverage is a feasible vehicle for proved the necessity and plausibility of media-stock
enhancing information transparency via a third party relationship studies. Some studies focus on cash flow, such
instead of merely relying on company information releases. as Solomon et al. (2014), who analyzed investors’ capital
As Sakalauskas et al. (2015) pointed out, the transparency allocation decisions in the context of mutual fund
of financial data can affect investors’ expectations and transactions. Since the investment process, in its very nature,
finally reflect in stock price. is a capital allocation decision process, topics on the
The reality of stock market activity necessitates this relationship between media coverage and capital flow are
strand of study. The media and investors represent the very important. However, previous work hasn’t fully
supply and demand sides, respectively. On the demand captured the impact of media coverage on investors’ capital
side, information asymmetry exists between listed flow decisions, in particular, at the firm-specific level.
companies and investors, even among investors. Yet the Therefore, in this paper, we seek to provide evidence in
information reflected by the stock price is insufficient to this direction by investigating the impact of media
support investors in their decision making. Faced with a coverage on capital flow, using firm-specific examples
wide variety of information such as historical price from the stock market in China.
information, publicly available information and internal The purpose of this paper is to explore the
information, the majority of nonprofessional investors are relationship between media coverage and the investors’
unable to identify and distinguish real information from capital flow at the firm-specific level. Solomon et al.
non-factual information in media reports. On the supply (2014) defined the fund flow as the percentage change in
side, the media has an edge in information disclosure, total net asset that is not driven by fund returns. In this
transmission, interpretation and other related aspects. As paper, we follow their direction and use the net assets per
Solomon (2012) pointed out, investors often use media to share to measure capital flow. We study three questions.
help them process and determine the importance of First, does media coverage of stocks affect an investor’s
information. Media can assist investors in disseminating capital allocation decision? If so, does it exacerbate or
and processing information, reducing information attenuate? Second, does the quantity of media coverage
asymmetry and market uncertainty. affect capital flow? And lastly, to what extent is capital
Existing research has largely focused on the possibility flow influenced by the sentiment of media coverage?
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In this paper, stocks in the financial sector, which are
highly information sensitive, are selected as our stock
sample. The media sample contains articles collected from
three widely circulated national security newspapers in
China: China Securities Journal, Shanghai Securities
News and Securities Times. We selected these media as
our sample for several reasons. First, these newspapers are
regulated by China Securities Regulatory Commission for
stock disclosure. Second, media coverage in these
newspapers is more relevant and contains less noise news.
Moreover, the timeless electronic version and the large
portal website transshipment make this media coverage
available to investors through online channels. In terms of
the empirical analysis, a baseline fixed effects panel model
is first introduced to explore the net impact of previous
year’s return on the capital flow in the following year, and
then we introduce a multidimensional analysis which
incorporates both quantity and quality aspects. The former
captures the amount of media coverage, while the latter
considers and measures the difference between positive
and negative media coverage (Stephen, 2008). These two
dimensions could give a relatively complete picture of the
media coverage. Another problem we are concerned with
is the mechanism behind these potential impacts. To tackle
the mechanism, we build an identification strategy. This
paper does not aim to give a complete and absolute
explanation of the information view and attention view.
What we do is to give a concise but efficient explanation
of their relative power.

Our main finding is that media coverage of stocks in
the preceding period has significant impact on investors’
capital flow decisions in the subsequent period. Two
specific results are as follows. First, for stocks ranked in
the top 30 % in terms of media coverage amount, one unit
change in the previous year’s return will bring a 1.1136
unit change in the following year’s capital flow, indicating
an inflow of capital by the investors. Meanwhile, for those
stocks ranked in the bottom 30 % in terms of media
coverage amount, a one unit change in the previous year’s
return will bring a relatively small total effect of 0.0644
units, which is not significant. Second, under positive
media coverage, a one unit increase in the previous year’s
return can bring a total inflow of 0.5979 units in the
following year, compared to the stocks which receive
negative coverage.

These results indicate that investors will allocate
more capital flow to past winners with more media

coverage than to identical stocks with less media coverage.

And if a past loser receives high media coverage, there
will be more pronounced reduction in its following year’s

capital flow than identical stocks with low media coverage.

On the quality side, past winners with positive media
coverage tend to attract more capital flow in the following
year than stocks with the same high return but negative
media coverage. For past losers, the reduction in the
following year’s capital flow is more pronounced with
negative news. Similarly, the reduction in the following
year’s capital flow is more pronounced in past loser stocks
with positive coverage, compared to stocks with similar
low return but negative media coverage.

The paper broadens the existing literature in two
aspects. Firstly, it supplements studies of the relationship

between the media and stock market by using firm-level
evidence from the stock market and media coverage in
China. We offer insight into whether and how media
coverage impacts capital flow in the sensitive financial
industry, using data from January 1, 2004 through
December 31, 2013. By taking the quantity and quality
dimension of media coverage into account, this study
examines the extent to which these two dimensions can
exacerbate or attenuate the basic impact. Secondly, an
identification strategy is constructed to gain understanding
of the mechanism underlying the media coverage and
capital flow relationship. To explore the relative power of
information view and attention view, the proxy of turnover
is used. Our results suggest that the information view does
not offer sufficient explanation power; instead media
coverage tends to be more about “attention-grabbing” than
conveying information.

By introducing media coverage into this study, our
results support that investors are less sophisticated than
expected; they have a tendency to invest in media-favored
stocks. Thus, it is possible that investors are not able to
capture the true value of stocks that attract their limited
attention. This raises the necessity for deeper study such as
introducing media coverage rather than traditional micro
or macro factors.

Literature Review

There is a large amount of literature on the relationship
between media coverage and multiple financial markets.
Papers related to this study are discussed below.

The literature on the impact of media coverage on
stock price, return and volatility is the foundation of media
and financial markets research, and also offers basic
guidance for our study. Pilinkus and Boguslauskas (2009),
and Zalgiryte et al. (2014) considered the relationship
between macroeconomic factors and stock price. Dyck and
Zingales (2003) found stock price reacts strongly to
media-reported earnings. Veldkamp (2006) suggested that
when the volatility of the asset market increases, news
coverage intensifies. More news coverage is correlated
with higher asset prices and higher cross-market price
dispersion. Fang and Peress (2009) found that a larger
amount of media coverage is associated with lower stock
return. They first put forward the concept of "media
effect,” which illustrates the phenomenon that stocks with
low media coverage tend to get a higher return than those
with high media coverage. Cutler et al. (1989)
documented that media coverage does not affect stock
return if no major macroeconomic events are occurring.
Chen et al. (2011) suggested that financial news in the
Wall Street Journal plays an important role in conveying
value-related information. The media coverage decreases
investors' reaction to unexpected earnings. As to the online
media literature, Bank et al. (2011) showed that search
volume boosts future returns, and more Google search
queries are associated with higher trading activity and
greater liquidity. Aman (2011) found that the amount of
media coverage is positively correlated with volatility.
More media coverage means more information, thus
smaller volatility. Other studies include (Da et al., 2011,
Dopuch et al., 1986). Those studies prove the necessity of
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media-stock relationship research. In this paper, we follow
these previous studies and adopt newspaper coverage to
specify media coverage, because it is more professional
and trustworthy to long-term investors. Electronic versions
make it compatible with online news.

Another strand of literature that relates to our study is
about media coverage characteristics and their impact on
the price, return and volatility. Some researchers consider
the type of news. Chan et al. (2001) examined the
influence of political news and economic news on intraday
trading activity. Using the Hang Seng Index, they find that
political news is more influential than economic news.

Other studies find evidence of the importance of
positive news and negative news. Fernandez et al. (2011)
used data from the information and communications
technology industry to examine investors' reaction to
non-financial corporate news. Suleman (2012) established
a univariate asymmetric GARCH model to study the stock
market’s reaction to different types of political news. They
report that political news that conveys good news could
increase the return of KSE100 index and reduce its
volatility, whilst negative political news will increase the
volatility and reduce the returns; the influence of negative
news is almost twice that of positive news. Chan (2003)
studied the relationship between news headlines and stock
return, and found that headline stocks show return
persistence, especially those with negative information.
However, no headline stocks manifest return reversal,
especially small stocks. Tetlock (2007) selected Wall
Street Journal columns to quantitatively study the
interaction between the media and the stock market and
found that the media's negative perceptions of stocks will
have a downward pressure on the stock price, and then
prices will reverse to the average. From the perspective of
linguistics, Tetlock et al. (2008) studied the impact of
media content on stock returns. Carretta et al. (2011)
examined Italy's major financial newspaper Il Sole 24 Ore
and found that when news is publicly available, the news
content (positive or negative) and the news tone (strong or
weak) will affect investors. The work specifies the
possibility of distinguishing between news content or
news sentiment, which is either positive or negative. This
inspired us to add media sentiment to the quality analysis
when studying the media coverage and capital flow
relationship. We adopt market-based sentiment measures
for its relevance to the stock market.

Research on the impact of media on the securities
composition is also relevant. Fang et al. (2011) analyzed
the relationship between mutual fund transactions and
mass media coverage; their results show that mutual funds
prefer to buy stocks that have received large media
reporting. Solomon et al. (2014) showed that media
coverage can affect fund constitution. The fund's cash flow
is more sensitive to the return of stocks that are highly
reported by the media, whereas the return of no media
coverage stocks does not affect capital flow. These studies
are directly related to our study. Yet they mainly focus on
the stocks in a fund, while we explore the stocks in an
industry. This paper examines the existence of media
coverage impact and also investigates the extent to which
the media-capital flow relationship varies.

When discussing the role of the media in the stock

market, two views are prevalent in the existing literature.
They may give us insight into the mechanism of the
relationship between media coverage and the stock market.
The information view or “investor awareness hypothesis”
is motivated by the model of neglected securities (Merton,
1987). It holds that in a market of incomplete information,
investors need to get news from the media. Tetlock (2011)
suggested that media coverage can accelerate the
information transmission between investors and the
company, thus reducing information asymmetry. Fang et
al. (2011) demonstrated that the media also reduces the
search costs of investors. Another hypothesis, attention
view, is motivated by the behavioral literature. It holds
that the media is ‘“attention-grabbing,” they attract
investors' attention and affect their trading activities in the
securities market. Kahneman (1973) pointed out that
attention is a scarce cognitive resource and has a
propensity to be selective. Individuals are often
susceptible to the influence of media coverage when
facing large amounts of securities. They lack both
financial expertise and time to process mass information.
Barber and Odean (2008) believed that media draws the
investors’ attention to certain types of securities and
increases their short-term demand for these stocks. Fang
and Peress (2009) pointed out that media coverage could
reduce the cost of investment and improve market
efficiency. Fang et al. (2011) suggested that institutional
investors also suffer from limited attention when choosing
stocks, even though these behaviors may be detrimental to
fund performance. Yahui et al. (2012) measured
media-induced attention and analyzed how media
coverage affects the configuration of investor attention. In
addition, researchers also differentiate the net impact of
media coverage from other factors (Kerl, Schurg, &
Andreas, 2014; Solomon, 2012; Engelberg & Parsons,
2011). This strand of study inspires us in how to explore
the underlying mechanism behind the media coverage and
capital flow relationship. In this paper we develop an
identification strategy to investigate the mechanism, using
turnover as the proxy for testing.

To summarize, previous research on the media-stock
relationship varies, yet little work has been done in
analyzing the impact of media coverage on the investor’s
capital flow decision, in particular, at a firm-specific level.
Our paper will seek to study this by investigating the
impact of media coverage on capital flow, using a
firm-specific sample from the financial industry in China.

Data and Descriptive Statistics

1. Stock selection

Stock market investors prefer to deal with firm-level
information, rather than industry information (Peng &
Xiong, 2006). Since the financial industry is proficient in
information disseminating and processing, it is a suitable
sample for an information-related study. In this paper, we
select stock data from financial firms. Data is collected
from the RESSET/TB, a comprehensive financial research
database in China.

Based on the Industry Classification Guidelines for
Listed Companies (2012 Revision), we selected financial
sector stocks listed in the Shanghai and Shenzhen Stock
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Exchange. According to this standard, the financial
industry contains four subdivision industries: Monetary
and Financial Services, Capital Market Services, Insurance
and other financial Industry. To obtain a valid sample, we
exclude stocks listed less than two years and those with
missing data. According to previous stock market studies,
the B shares and H shares are ruled out. B shares aim at
the investors outside mainland China and are subscribed
by the according currencies. H shares are issued to Hong
Kong investors and subscribed by the Hong Kong dollar.
As a result, these two types of shares are unique in aspects
of information disclosure requirements, the policy
environment and freedom of market, as well as the
composition and maturity of investors. Finally, we get a
sample of 42 financial companies that matches our media
coverage date range of January 1, 2004 through December
31, 2013. We use yearly data because the capital allocation
is a long-term investment process, and the stock market
undergoes both ups and downs during the sample period,
thus it is biased against the various market conditions.

2. Media sample

Our media sample contains three widely circulated
national security newspapers in China: China Securities
Journal, Shanghai Securities News and Securities Times.
These three newspapers are the designated information
disclosure media by China Securities Regulatory
Commission (CSRC). Media coverage in these
newspapers is professional, objective and highly related to
the stock market. Investors can subscribe to these
newspapers either on their official website or offline.
Further, their media coverage is also shared by major
Chinese portals such as Sina, Sohu and Nete. Therefore,
the media sample guarantees the breadth and timeliness of
media coverage.

3. Media articles

For each stock, we use newspaper articles as the
proxy for its media coverage. We match the stock sample
and the media coverage as follows. We use the full
company name and its shortened form as keywords to

search for firm-specific articles. To get a valid media
coverage sample, we first rank the search results by the
degree of relevance during the time period. Then we
exclude articles that are unrelated to the company's actual
activities or do not contain depth reports and exclude
stocks that are mentioned less than three times between
January 1, 2004 through December 31, 2013. The media
article dataset is obtained from CCND, a full-text database
of China's major newspapers. Articles in the database
come from more than 700 kinds of publicly published
major newspapers since 2000. The database is updated by
the CNKI Center website and database exchange service
center daily.

We construct a measure to capture media coverage.
Considering the possible different scope of these
newspapers, we choose the circulation of each newspaper
in 2013 as weight. The media coverage adjusted by the
circulation is defined as follows.

3
MedCover, = » W, NumMed,, (1)

j=1

MedCover, represents the number of media articles
about stock i during period t. Wmedj denotes the circulation
of newspaper j in 2013. NumMed,, represents the amount

of media coverage about stock i during period t by
newspaper j. j = 1 denotes China Securities Journal, j = 2
denotes Securities Times, j = 3 denotes Shanghai
Securities News, respectively.

4. Summary Statistics

After matching the media coverage with stock data,
we get our total sample. Table 1 reports summary statistics
for our main variables. As can be seen, the average
number of media articles per stock during the sample
interval is 21.2996, with a standard deviation of 26.4796.
The stock gets a mean return of 0.2615 % and a standard
deviation of 1.0773. The mean of net assets per share
equals 4.8644, indicating that one share holds the capital
value of 4.8644, with the standard deviation being 3.4363.

Table 1
Summary Statistics for Variables (2004—2013)

Variables Description Mean Std. Min. Max.
MedCover Number of articles per stock per year 21,2996 26,4796 0,0000 281,0000
Ret Yearly logarithmic return 0,2615 1,0773 -0,7691 10,8524
Naps Net asset per share (yuan/share) 4,8644 3,4363 -3,3400 22,7400
Volat Yearly volatility based on return 0,4926 0,7652 0,1133 9,5351
Volum Trading volume (in shares) 9,28e+09 1,08e+10 1,66e+08 7,97e+10
BM Book-to-market ratio (%) 0,4778 0,2847 0,0103 1,4712
Mktvalue Market value (yuan) 9,28e+09 1,08e+10 1,66e+08 1,13e+12
Size log of tradable market value (yuan) 24,7315 1,4627 20,9665 28,0700
Turnover Turnover ratio (%) 5,4195 1,2308 0,7034 7,8770
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Figure 1. Distribution of Media Coverage

Note: to give a relatively complete description of the media coverage for samples, Figure 1 reports the media coverage up to April 30, 2014. The main
analysis is still from January 1, 2004 through December 31, 2013.

Figure 1 reports detailed information about media
coverage. It illustrates the annual amount of media
coverage across the three newspapers. Shanghai Securities
News ranked first, followed by the China Securities
Journal and then the Securities Times. Further, the trend of
media coverage per stock resembles an inverted U-shaped
curve, peaking between the years of 2005 and 2008. Year
2005 witnessed the split-share structure reform. Large-cap
stocks such as Bank of China, Industrial and Commercial
Bank of China and other super stocks were first issued in
2005, which enhanced the financing and resource
allocation function of the capital market. The RMB
exchange rate formation mechanism reform in 2007 also
restored investor confidence and boosted the development
of the capital market. All the above factors lead to a large
amount of media coverage.

Empirical Model

Two empirical issues are of concern. One issue is the
existence of media coverage-capital flow effect from both
quantity and quality dimensions (in other words, the
impact of media coverage on the investors’ capital flow
decision). Another issue is identifying the mechanism
behind the media-capital flow effect, in other words the
information or attention view. To answer these questions,
we establish an empirical model as follows.

Flow, = a+ gret, , + B, X, ret, , + gVolat,
+p,logVolum; , + S, Size, + S, BM, + &,

In Equation (2), the dependent variable is Flow, ,

defined as the net assets per share in year t. It is used to
capture the capital flow as defined earlier, because the net
assets per share is a direct measure of the value of the
assets that are held by investors.

The independent variables include stock return,
volatility and trading volume at year t-1. X, represents

a series of media-related independent variables; the

interaction term X, ret, _, is used to capture the impact of

@)

it-1
media variables on the investors’ allocation of capital flow.
This interaction term is the variable of interest in our
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empirical study. Detailed information on X; ., will be

introduced to the model gradually in the following
empirical tests. As other controls, BM, and Size, are

introduced to control for the potential book-to-market
effect and size effect, respectively. Size, is computed by

the log transformation of tradable market value for stock i
at year t-1; it represents the stock size.

Media Coverage and Capital Flow

In order to study the impact of media coverage on
capital flow, the baseline model, which documents the
main effect, is established first. Then we go a step further
to take into account the quantity and quality dimensions of
media coverage in our analysis. Our results demonstrate
the importance of introducing different media dimensions
into the media coverage-capital flow relationship study.

1. Baseline Analysis

Since it is commonly agreed that investors often
allocate their capital flow according to the past
performance of stocks, we establish a baseline model to
capture the net effect from the stock return at year t-1 on
the net asset value per share at year t. Media-related
factors will not be considered in Equation (2).

Column (1) of Table 2 reports a significant positive
correlation between stock return and capital flow. A one
unit increase in standard deviation of return at previous
year t-1 will bring a 0.3738 % increase in capital flow in
the following year t. Volatility has negative impact on
future capital flow, which indicates that the greater the
fluctuation of return in the previous year, the more risk the
investors have to bear in the following year, thus the
smaller the capital flow. Trading volume also has a
negative relationship with the following year’s capital
flow.

For stock size, each additional one unit increase in
the stock size at year t-1 will bring a 0.5261 unit increase
in capital flow in the following year t. The book-to-market
ratio is positively correlated to capital flow, with a
coefficient of 4.5213 and is significant at the 5 % level.
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This indicates that for those “value stocks” holders, the
capital flow will increase in the following year. These
results also demonstrate the importance of controlling for
firm-specific fixed effects that might stem from the stock
size and book-to-market ratio factors.

In summary, the baseline model shows that investors
tend to allocate their following year’s capital flow
according to the previous year’s stock return, which we
call “capital flow effect” in this paper. Specifically, the
higher the previous year’s return, the higher the net asset
per share in the following year. That is, investors tend to
allocate more capital to past winners (stocks with high
return in the previous year), and vice versa. This is a
benchmark for the below empirical research.

2. Media coverage and investor’s capital flow

Media coverage could be described both qualitatively
and quantitatively. The quantitative dimension focuses on
the amount of media coverage, while the qualitative
dimension emphasizes the content sentiment it conveys.
Neither can be ignored (Stephen, 2008). Therefore, in this
paper we will analyze the impact of media coverage on the
investor’s capital flow from these two dimensions, which
we call “media coverage-capital flow effect” for short.

1) Quantity model: the quantity model aims to
analyze the influence of the number of media coverage
articles on investors’ capital flow decisions. We construct
relative media indicators to capture the distribution of the
amount of media coverage.

The stocks are first split into three media portfolios
according to the absolute number of media articles,
including low media coverage (bottom 30 %), middle
media coverage (middle 40 %) and high media coverage
(top 30 %). Then, two dummy media coverage variables
are constructed.

1 HighMed
Med1=( ighMe ], Med2=[l LowMedJ,

0 others 0 others
In particular, the interaction term Med,ret;, ,
captures media coverage-capital flow effect for stocks
with high media coverage, and Med,ret; , captures the

effect for those low media coverage stocks. The results of

the quantity model are reported in column (4) of Table 2.
Column (4) of Table 2 shows that the coefficient of

Med,ret,,, is 1.0401 and it is statistically significant at

the 1 % level. In contrast, the coefficient of Med,ret;, ,

is not significant with a value of -0.0091. Coefficients of
interaction terms demonstrate that for stocks in the top
30 % of media coverage, a one unit change in the previous
year’s return will bring a 1.1136 (0.0735 + 1.0401) unit
change in the following year’s capital flow, indicating an
inflow of capital by the investors.

Meanwhile, for those stocks in the bottom 30 % of
media coverage, a one unit change in the previous year’s
return will bring a relatively small total effect of 0.0644
(0.0735- 0.0091) units, but this effect is not significant.
Meanwhile, consistent with the baseline analysis, stock
size is positively related to net asset per share, which
indicates that larger size stocks will attract investors to
allocate more capital. “Value stocks” (high book-to-market
ratio) will bring an increase in the investors' net assets per
share.

Table 2

Quantity Results for Media Coverage and Capital Flow

In{j/grrJie;tﬂ:nt Dependent Variable
() @ (©) 4)
Baseline High media | Low media | Quantity
ret; 0.3470** 0.0703 0.4731* 0.0735
2.0200 0.3700 2.4800 0.3100
Med,ret, - 1.0449%** 1.0401%**
- 3.1900 2.8100
Med, ret; ., - -0.4709 -0.0091
- - -1.4900 -0.0300
Volat, -0.4432* -0.2728 -0.1794 -0.2675
-1.7100 -1.0500 -0.5700 -0.8600
Volum, -0.4166** -0.3692* -0.3851* -0.3644*
-1.9700 -1.7700 -1.8200 -1.7400
Size, 0.5261*** 0.4874*** 0.5077*** | 0.4861***
3.1400 2.9500 3.0300 2.9300
BM, 4.5213*** 4.5741*** 4.6515*** | 4.5823***
7.4500 7.6800 7.6300 7.6100
Intercept -0.8700 -1.0804 -1.3063 -1.1631
-0.1700 -0.2100 -0.2500 -0.2200

Note: *** indicates the significance at the 1% level;** indicates
significance at the 5% level;* indicates significance at the 10% level.

To summarize, after controlling for firm-specific
fixed effects factors such as the stock size and
book-to-market ratio, our quantity model demonstrates
that investors tend to allocate more capital flow to stocks
with a high previous year return, and this effect is mainly
driven by stocks with higher media coverage. In other
words, high return stocks with large media coverage
attract more capital flow than identical stocks with similar
high return but less media coverage. Similarly, if a low
previous year return stock gets high media coverage, there
will be more pronounced reduction in its following year’s
flow than identical stocks with similar low return and low
media coverage.

2) Quality model: the quality dimension, which
captures media content sentiment such as positive news or
negative news, is also introduced into our empirical
analysis.

According to literature, there are two main types of
proxy for media content sentiment: market-based and
content-based (Doran et al., 2012; Das & Chen, 2007;
Pang et al., 2002). The former is based on stock return.
The latter is usually constructed from the linguistics
perspective by using text mining techniques. To determine
the media content sentiment, Tetlock (2007) computed the
percentage of words that reflect "positive news" and
"negative news" in a text. We argue that the market-based
measurement is more in line with the needs of this paper.
One reason is that the market-based measure could reflect
the objective behavior of market participants directly,
while the content measure heavily depends on specific
classification algorithms or subjective judgments. If the
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current return is positive, it means that the media conveys
positive news, otherwise the media coverage conveys
negative news. Another reason is that the market-based
measurement reflects the value of media coverage by
evaluating stocks” current performance with the
expectations of the market, which is a relative indicator.
But the content-based measure identifies the media
content sentiment by analyzing individual articles in
isolation.

This paper defines a dummy variable to capture the
media content sentiment. If the media conveys positive
news, the Sentimed value is 1, and if the media coverage
passes negative news, the dummy variable value is O,

thuS sentimed :[1 posinews, ret > Oj. The interaction term

0 others,ret<0
Sentimedret; ,_, captures the impact of media coverage on

the capital flow from the quality dimension. Results are
illustrated in column (3) of Table 3.

Table 3
Quality Results for Media Coverage Sentiment and Capital
Flow
Independent Dependent Variable
3
Bagtlel)ine Sengizr?nent S_engir?nent
with control
ret, 0.3470** 0.2599 -0.9454
Sentimedret; 0.1661 1.5433*
Volat; -0.4432* -0.6253** -0.6471**
Volum, , -0.4166** -0.0790 -0.4034*
Size, 0.5261*** 0.4926***
BM, 4.5213%** 4.8049%**
Intercept -0.8700 6.8163 -0.6480

Note: *** indicates significance at the 1% level;** indicates significance
at the 5 % level;* indicates significance at the 10 % level.

Column (3) of Table 3 show that with all variables
included, the coefficient of the interaction term is 1.5434,
and it is significant at the 10 % level. This indicates that
under positive media sentiment, a one unit increase in the
previous year’s return can bring a total inflow of 0.5979
(-0.9454+1.5433) units in the following year. The
coefficients on size and book-to-market ratio variables are
both positive at the 1 % significance level.

To summarize, our quality model shows that after
controlling for firm-specific characteristics such as stock
size and book-to-market ratio, investors tend to allocate
more capital flow to stocks with a high previous year
return and this effect is remarkable under positive media
sentiment. In other words, stocks with high return and
positive media coverage tend to attract more capital flow
in the following year, when compared to identical stocks
with similar high return but negative media coverage.
Similarly, the reduction in the following year’s capital
flow is more pronounced in stocks with low return and
positive coverage, compared to stocks with similar low
return but negative media coverage.
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The Mechanism behind the Media Coverage
-Capital Flow Relationship

So far, this paper has proved the impact of media
coverage on the investors’ capital flow, which we call
media coverage-capital flow effect in this paper. Next we
examine the mechanism behind this effect. To give a
concise and efficient explanation of the mechanism, an
identification strategy is constructed.

The idea of identify is as follows. Firstly, proxies for
plausible views in theory are proposed, and then we
examine the relationship between these proxies and the
media coverage-capital flow effects. If the view can
explain the media-capital flow effect, then the proxy
should correlate with the effect; otherwise there won’t be a
significant relation. In this sense, if the capital flow
allocation reaction to media coverage is strongly driven by
the information view, then the media coverage-capital
flow effect should be significantly correlated with the
proxy of information view. On the other side, if the
investors’ flow allocation reaction to media coverage is
driven by attention or other unknown drivers, the above
effect may not significantly correlate with this proxy.

As shown in the literature review, two plausible
views may explain the underlying mechanism. One
possibility is limited attention and the other is the
information view. Hou et al. (2009) and Kerl et al. (2014)
selected trading volume as a proxy for investors’ attention;
Solomon et al. (2014) used turnover to measure the
efficiency of information. Trading volume and turnover
are consistent in spirit. So in this paper we follow these
studies and choose turnover as the proxy for the
information view. For one thing, turnover could reflect the
frequency of the capital flow, which is closely related to
our study of investors’ capital flow decisions. It also
reflects the effectiveness of information. For another, a
high turnover indicates a lower effectiveness of media
information, which may stem from the lack of valid
information in media coverage or be due to the fact that
investors fail to fully understand and use the information
contained in the media coverage. Under both conditions
investors tend to convert their stocks frequently.

Turnover is added to  Med,ret;, ,and Med,ret,

examine whether information view can affect the media
coverage-capital flow relationship. The model is reported
in Equation (3).

it-1 to

Flow, = o + gyret, , + f,Med,ret; , +
p;Med,ret;  , +S,TurnMed,ret, _, +
psTurnMed,ret, , + gVolat,
+pgNolum, _, + g,Size, + 5,BM, + ¢,
According to Equation (3), if the coefficient of
TurnMed,ret; ,, or TurnMed,ret;, , is significant, then

the difference between a high turnover and low stock
turnover has a significant impact on the investors’ capital
flow decisions. Thus, the information view cannot be
rejected. Otherwise, a non-significant coefficient
indicates that there is not sufficient support for the
information view. The results are presented in column (2)
of Table 4.
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As can be seen from column (2) of Table 4, as
to TurnMed, ret; , , and TurnMed,ret,_,, coefficients are

not significant. This suggests that turnover does not have
a significant impact on the media coverage-capital flow
effect. In other words, the information point of view fails
to explain the relationship between media coverage and
capital flow. This may be due to the fact that investors
don’t respond to information that is contained in media
coverage, or the media coverage simply plays an
attention-grabbing role rather than offering valuable
information to investors.

Table 4

Turnovers and Media-Capital Flow Effect

Independent Dependent Variable
(@) @
Baseline Turnover interactions
Coefficient | Z Stat | Coefficient | Z Stat

ret 0.0735 0.3100 0.0778 0.3300
Med,ret; 1.0401*** | 2.8100 -0.5099 -0.1700
Med,ret; , , -0.0091 -0.0300 -0.0653 -0.0200
TurnMed,ret; 0.2453 0.5300
TurnMed,ret; 0.0151 0.0300
Volat;, -0.2675 -0.8600 -0.3157 -0.7400
Volum, -0.3644* | -1.7400 | -0.3836* | -1.8200
Size, 0.4861*** | 2.9300 | 0.4916*** | 2.9500
BM;, 4.5823*** | 7.6100 | 4.5494*** | 7.3700
Intercept -1.1631 -0.2200 -0.8388 -0.1600

Note: *** indicates significance at the 1% level;** indicates
significance at the 5% level;* indicates significance at the 10% level.

Meanwhile, as Fang et al. (2011) pointed out,
“professional investors are subject to limited attention,
and such behavior harms their investment performance.”
So even if media coverage doesn’t contain real
information, it can divert the attention of investors and
increase their demand for these stocks, thus resulting in
more capital flow into the higher media coverage stocks.
The attention view may therefore provide a relatively
reasonable explanation for the above media-capital flow
effect.

Conclusions

The stock market never stops chasing information,
which is dominated by the media. Based on a dataset
which contains 42 listed financial stocks and three widely
circulated security newspapers in China, this paper
investigates the existence of the impact of media coverage
on capital flow and offers an analysis of the underlying
mechanism. Our main findings are as follows.

Firstly, media coverage has significant impact on
capital flow. As to the quantity aspects, for stocks ranked
in the top 30 % of media coverage groups, a one unit
change in the previous year’s return will bring a 1.1136
unit change in the following year’s capital flow, indicating
an inflow of capital by investors. Meanwhile, for stocks
falling into the bottom 30 % of media coverage groups, a
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one unit change in the previous year’s return will bring a
relatively small total effect of 0.0644 units, and this effect
is not significant. These results indicate that investors tend
to allocate more capital flow in the following year to
stocks with high previous year returns. This effect is
prominent in the high media coverage portfolios and still
holds after controlling for the firm-specific fixed effect
caused by firm characteristics such as stock size and
book-to-market ratio.

Secondly, as to the quality aspect, under positive
media coverage, a one unit increase in the previous year’s
return can bring a total inflow of 0.5979 units in the
following year, after controlling for the firm-specific fixed
effect of stock size and book-to-market ratio. This result
provides evidence that investors tend to allocate more flow
to stocks with high previous year returns, and this effect is
remarkable when the media coverage is positive. A
reduction in the following year’s capital flow is more
pronounced in past loser stocks with positive coverage,
compared to stocks with similar low return but negative
media coverage.

Thirdly, the empirical results of our identification
strategy document that the information view doesn’t have
significant explanatory power, whilst the attention view
may shed light on the mechanism of the relationship
between media coverage and capital flow.

Overall, this paper has several implications for stock
market participants and market efficiency. Contrary to the
view that investors use the information contained in media
coverage, the results imply that investors’ propensity to
allocate more capital to high media coverage stocks may
be more related to the attention-grabbing function of
media coverage. Thus, it may impede the efficiency of the
stock market. Also, investors should be more rational
when selecting stocks and investigate fundamental
operation conditions of the targeted firms instead of
following the media, if their time and capacity allows.
Nevertheless, firms can benefit from media exposure,
especially positive exposure, to attract more investors.

There are some limitations to this study. Though the
sample newspapers we select are consistent with internet
news content and have an edge in conveying more
professional as well as less noisy coverage than their
internet counterparts, a more comprehensive sample that
includes a variety of mass media, such as newspapers,
internet and other public channels, could be adopted to
address this issue better. The study may be improved if a
detailed time frequency dataset is available. Moreover, this
study only used market-based measures of media
sentiment for clear analysis; further studies can use both
market-based and content-based measures of media
sentiment to verify the media sentiment measurement.
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