HanIzNLUURIToRRNanaUUNURANNS NS Tulszme Ine

AULINENINYINS
AR)AINTUNMIININY

%sﬁﬁwuﬁ'ﬁyﬂudmﬂﬁwmmiﬁﬂmmwﬁ'ﬂqmﬂ?mﬂuﬁﬂmmﬁmiumﬁmcﬁﬂ
A1YININIEY NIATFINIFUIATUATNITAY
ANzWIdYoMansazMItyd nainsaiumIneds
Umsfnm 2553

A a & o a [
AVANTUDIPWIANINIUNNING1AY



EFFECT OF MEDIA ON STOCK RETURNS IN THAILAND

ALY ANININYINT

A Thesis Submitted in Pgrtlal Fulflllment of the Requwements

SURGL iy TimpkitiNLits

Faculty of Commerce and Accountancy
Chulalongkorn University
Academic Year 2010
Copyright of Chulalongkorn University



Thesis Title EFFECT OF MEDIA ON STOCK RETURNS
IN THAILAND

By Miss Nijjirun Teeraphantuvat

Field of Study Finance

Thesis Advisor Associate Professor Sunti Tirapat, Ph.D.

Accepted by the
Chulalongkorn University: 3
the Master’s Degree —

nf Commerce and Accountancy,

el * 1 ent of the Requirements for

= ‘79«1« I‘”""'; the F L0 mmerce and Accountancy
( ociate Proie tnop (Tar

THESIS COMI

Ly faadl i

(ﬁssuciateP‘ eSS0 S

{Assnmatc Profcssn ,.“ :{m Ph.D.

“J’f
(Wongkot Vijacksungsithi,Ph.

ﬂ‘IJEI’J'VIEWIﬁWEI'm‘i
Qﬁﬂﬁﬂﬂ‘imﬂﬁﬂﬂmﬁﬂ




iv

wwaniiesiyy Seiugiand : wonszmuvesdedenaneumuMAnningly
Yszmelne. (EFFECT OF MEDIA ON STOCK RETURNS IN
THAILAND) 0. M3nmninoiinusndn : 5. as. dud daviand, 44 mh,

wanning dofidszdninmiunisns aafinsveamsoume  (information

asymmetry) 1 1H1H i wdantrdesin lausald
¥ - -

doyatiafiinis unad a1 Taonsfinuudaszinues

HONITENUUDIVDUIVAY S Y 1vesdomisdefiuw (media

. o Y , v o

coverage) ABDHAADUWNLAGRITWY = ‘; IRANT AATITH Y UG AR ROUAENS
- T L 4 e ) 1
JinTzinisnaney (fegrgdsion) YR e s mivayuadte Tumenini
Tuszdugimani ladh "& siftoAnuIHANsYNUYEITDAD

HARBUIMUHANANTNG . FvoamsTnniztuuanareiy
oo19duF 1 lsinw nfiEs ,.“’-E'- QRERT 1 ﬁrm'uawnn::wquﬁﬂmﬂmu
A1 Tﬁuﬂ'lﬂﬁuﬂ':miriuu' E1TT ' junnIA (market factor) vuia (size
factor) 1Az B3 1A ____- uyafnme ' ket fax:tcrr}ﬁ'ﬁu‘lﬂﬂmn
59331y CAPM ud
W3IBS IUIULMANUHAINITI UV IIVDITBN AT ON T DU LAEMITVOHAIMING T
vouluan3 \Ef‘ﬁ N3 wg[:plﬁ NuMUIN HauITenun
ﬂnﬂﬂmuﬁ“ﬂv Mﬁ fomiadoRuriunld
Hnnt}mmuﬁmwﬂﬁmﬂﬂﬂwﬁumnﬂmmmuﬂﬂ11u11mwﬂunuu1ﬂuﬂﬂ

A Th G 8 iy i A s v

ln EI'H'E 1ﬂ1uuﬂﬁ1ﬂiu'ﬂﬂiuuﬂﬂ1ﬂﬁ1ﬂ 'I'-QHE'H"I'IH 'ﬂ{luﬂ!dﬂu'ﬁ"lﬂﬂ‘l.lﬂﬂﬂi =NuY aqﬁﬁna

7Y

13 ‘ﬂl Hﬂﬂﬂiﬂﬁﬂu'&'ﬁﬂﬂlﬁ

womeuimunanninelulszmpamgonimetheduda

NN MITUINTUASNITEU... muuaﬁuma :ﬂwuf:’_

A e A1 e A ETOAD 0. AN NN HAR... A 2. AIWAA—
HnrsAnur 2553.....



##5282111026 : MAJOR FINANCE

KEYWORDS : STOCK RETURNS / MEDIA / COVERAGE / NEWS /
ARTICLES

NIIJIRUN TEERAPHANTUVAT : EFFECT OF MEDIA ON STOCK
RETURNS IN THAILAND. THESIS ADVISOR : ASSOC. PROF. SUNTI
TIRAPAT, PH.D., 44 pp.

stock market. did~ can allevs ation asymmetry as well as
informational frictions to 4 CEftam exte i gcurity pricing even if it does not
provide genuine new
the effect of media &

approaches, this pap

hesis by empirically studying
on-regression and regression
expanding research within

specific geographical g & and examining the media effect

in Thai stock markel. T midih ffdec fhufd N -regression approach is a total

opposite to the regreSsi cgression approach provides a

stronger evidence to the such as market, size and book-to-

market factors are properly captisted and ¢ led'in CAPM and Fama-French three-

factor model. It is found that assi) ling strategy that takes a long position

et

on stocks with lowyr and anfon stocks with high media

coverage, stocks Bl 3 ffulod stocks with low media
coverage, even aﬂemﬂntm g ara teris% such as size and book-to-
market ratios. The resulp ii‘a total opposite E'Lhe media effect found in the U.S.

AUEINYNINYINT
RINNTUUNININY

Department : _Banking and Finance Student’s Signature 7.
Field of Study : Finance ... Advisor's Slgnatmew



Vi

Acknowledgements

This thesis would not have been completed without the help, suggestions and useful
advices from my thesis advisor, Associate Professor Sunti Tirapat, Ph,D. I’m also very
grateful to Associate Professor Sothitorn Mallikamas and Dr. Wongkot Vijacksungsithi for

their help and guidance toward to the completion of my thesis.

Importantly, 1 would like to thank my beloved family, especially my parents who
always encourage me to work hard and never give up..d would also like to thank them for not
losing faith in me although there have been many“cbstacles and difficulties to my work.
Thanks are given to my brothers'and my friends who have always kept their fingers crosses
for me. Many special thanks to.my.Classmates and staffs at Chulalongkorn Financial
Laboratory, who helped me collget the data and patiently teach me to use relevant financial

software necessary to complete this thesis.



Contents

N o151 1 = Tod (8 2= V)
ADSEraCt (ENGHISN) ... .. e

ACKNOWIEAGEMENES. .. . et e e e e e e e e

(O00] 0] 1] 1| £
Y A0 ) i 1= o] L=
List of Figures.................. . oo RIE A g ... ..

Chapter I: IntrodUCtiON... ... e it e e e e e

1.1 Background of the.Study. ... ... .ot e e e e e e e iee e
1.2 Statement of ProBEEMIS . . il i i e e
1.3 Objectives@fthe stUGY AL L. 4. h e T e
1.4 Research hyp@theseS A £ £ . wal. o i i i e,
1.5 Scope of the study .« & 0.i.0. . R A N
1.6 Motivation ant CONADULION. .. .. et s e e e e e
1.7 Organization of the study. .....\ B TP PT PP PR PPRPRS

Chapter I1: Literature REVIBW. & .. .t euviaessa st et s b eee e e e eaeeeee e eeaneea e

2.2 Practice of Thai media............ P/ P

Chapter I11: Sample and Data DESCHPLION .. it - ov

3.1 Sampleselection. ... e
3.2 Sources QrAata. .. I . . e e
3.3 Data desCripliVe . et TR e

Chapter IV: MethodolOgy . . . ... cuu et e e

4.1 Determinants of Media COVEIAgE .. . 1 i vt vuhah et et e e e

4.2 Media coverage and stoCK returns........ ... e,

4.2.1Univariate analysSiS... ... ...o.eiesmn e ee e fafe e e en e

272 Multivasiateangdlysif . | 08 AN 8o
4.2.3 Explanatoryvariables-of CAPM @and Fama-French

three-factor model........ ..o,

4.3 RODUSNESS ChECKS. ..o

Chapter V: Empirical Results and DiSCUSSION..........vuuieiue it ee e,

5.1 Determinants of media COVEIage. .. ......oueviiieiie et
5.2 Evidence of the media effect........covieiiiii i,
5.3 Media effect excluding financial firms................oocoiiii i,
5.4 Discussion of the media effect..........ccooviiiiii i e,

Chapter VI: ConCIUSION. ... ... e e e e e e e

Page

10

10
10
11

17

17
18
18
19



viii
6.1 CONCIUSION. ... et e e e e e e e e ie e e 30
6.2 Implications and suggestions for future research.............................. 40
RETEIBNCES. .. et e e e e e e 4L

BIOgraphy ... ...oe e e A4

AULINENINYINS
AR TN TN



List of Tables
Table Page
1 Newspaper StatiStiCS. .. ... ...ve i e e e 14
2 Determinants of Media COVErage..........coouveiviiieiieiieeninieniennnnn 29
3 Return of Media POrtfolios............cooviiiii i 30
4 Returns of Media Portfolios, Excluding Year 2008...................... 32
5 Media-Related Trading 1 33
6  Media-Related Trading Prc " S Characteristics. ................. 34
7 Robustness Cheeks: = T ... 35

i¥

AULINENINYINS
AN TUNN NN Y



List of Figures
Figure Page
1 Distribution of Articles. .. .....oooooin i, 16
2 4-Year Performance of SET100......ccoeiiieiieie e, 31

]

¢

AULINYNINYINT
PIAATUAMINYAE



CHAPTERII
INTRODUCTION

1.1 Background and Problem Review

The question of “What determines stock returns?” has caught the interest of both
individual investors and researchers for decades. Many researches attempt to understand
the determinants of movements in stock market prices. One of the most basic theories
goes back to the Markowitz Portfolio Selection Model, by which Capital Asset Pricing
Model (CAPM) was brought up by Sharpe (1964), Lintner (1965) and Mossin (1966).
CAPM states that system risk is-the<only factor that explains cross-sectional expected
stock returns on the assumption‘ot perfect information in a perfectly competitive market.
In later years, Fama and Frengh (2992)-introduce their prominent Fama-French three-
factor model that includes two morg explanatory variables, which are firm size and book-
to-market ratios. Carhart (1997) then adds another risk factor, which is a proxy for
momentum, to the three-factop model and propc_jsé’é a four-factor model. Since then, a
large number of studies, including megdia and st6§l2,market, are carried out to explain the

dispersion of cross-sectional stock returns.

Among these studies, interest in the relation between -media and the market has
been increasing among researchers and practitioners. Mass media outlets, such as
newspapers, play an important role in distributing information to a broad audience,
especially to individual inyestors. Given, its.broad reach, mass_media is expected to also
have a significant effect-on.securities markets. The studies of thetrelationship between
mass media and stock returns are no longer based on the assumption of .a perfect market
(perfect information and, perfect competition_amang investors). Two supporting theories
are proposed. These include the information incompleteness theory as defined by Merton
(1987) and the information asymmetry developed by Easley and O’Hara (2004), which
state that information frictions exist in the market and all investors are not informed to
the same extent. The two theories are closely related to the well-known efficient-market

hypothesis (EMH). According to EMH, financial markets are “informationally efficient”,



or that prices on traded securities, such as stocks, already reflect all known information.*
These prices tend to change instantly to reflect new information. EMH states that
information flow can influence asset pricing patterns. Thus, given mass media as a tool to
broadly distribute public information, one might expect the media to have a significant

effect on security pricing patterns even if it does not deliver genuine news.

Relating to mass media, many papers study the immediate reactions of stock
market to news. For instance, Tetlock (2007) analyze the linguistic content of the media
and testifies that pessimism or negative language.in.a popular Wall Street Journal column
predicts short-term downward. pressure on overall stock.prices followed by a reversal.
Some papers such as Chan (2003).and Fang and Peress (2009) focus on the effect of
media coverage (numbers ©f newspaper articles) on stock returns. They find that by
carrying out a strategy that.goes long on stocks with no media coverage and goes short on
stocks with high media coverage and after faétoring in the risk factors such as market,
size and book-to-market, stocks with'no media c&verage offer a “no-media premium” of
8-12% annually. Stocks with lgwer media covérag'e outperform those with high media
coverage, even after controlling for commonly kﬁhown risk factors, namely market, size,
and book-to-market. Subject to this framework,'-,lj"éittempt to empirically examine the
relationship between media, specifically media coverage or.numbers of newspaper
articles, and the stock returhs-ii-Fhaitand;-th-order-io-observe whether the same “media
effect” still exists.

1.2 Statement of Problems

As we may ‘now see-that' much™attention has' been given to the effect of news
stories on stock returns. Subject to_this framework, soine paper studies<include those of
DeBondt and Thaler (1985),"Jegadeesh (1990), Lo and Mackinlay (1990),.and Jegadeesh
and Titman (1993) who show that stock returns appear to drift over 12-month period and

exhibit a reversal at weekly and three- to five-year intervals. In addition, it is also evident

! There have been several studies regarding the Efficient Market Hypothesis. See, Malkiel, Burton G.
(2003), “Efficient Market Hypothesis and Its Critics.”



that stock prices drift after important news for several months.? Other papers explore the
impact of attention-grabbing events and stock reactions, such as Barber and Odean
(2007), Meschke (2004), Brandes and Rost (2009), while others like Fang and Peress
(2009), Song (2010) and Aman (2010) focus on the effect of media coverage on the

cross-sectional expected returns.

My paper is closely related to Fang and Peress (2009) and Song (2010) who study
the effect of media coverage on stock returns. Fang and Peress (2009) observe the effect
of media coverage on U.S. stock market. Song (2040). studies the same effect in Hong
Kong stock market. Fang and Peress (2009) find that by.carrying out a strategy that goes
long on stocks with no media coverage and goes short on stocks with high media
coverage and after factoring'in the risk factors, namely market, size and book-to-market
factors, stocks with no media coverage offer a “no-media premium” of 8-12% annually.
Song (2010) finds support 0 Fang and Peress (2009) that the same “media effect”
persists: stocks with no or lew media coveragé outperform stocks with high media
coverage. The study of Fang/and Peress (2009) and Song (2010) suggest that the
underlying notion for this media effect-is'that the stock market is subject to “information
incompleteness theory” proposed by-Merton (19;87:):’2' Investors are exposed to different
extent of news and information about a stock." As a econsequence, stocks with lower
investor recognition needto-offer-high-return-to-compensate their holders for being
imperfectly diversified.

More and more studiesrare.carried out within geographical regions to contribute to
the study of media coverage and stock"returns, and none has been done in Thailand.
Moreover, it can be observed that different stock markets of different countries do not
exhibit the ‘same media-effect: Pertdining to ‘what '[Fang and. Péress,(2009) and Song
(2010), some iinteresting questions have been raised. Does the same “media effect” exist
and/or persist in the Thai stock market? How can we explain that “media effect” in
Thailand? What determines the news coverage of a firm? In order to answer these

questions, we do need empirical studies which my paper can contribute for this matter.

Z See, Kothari and Warner (1997), Fama (1998), and Daniel et al. (1998) for review on returns after various
corporate events.



1.3 Objectives of the Study

This study is carried out to investigate the effect of media coverage on stock
returns in Thailand. Using data of Thai stock market and following methodology of Fang
and Peress (2009), the purpose of this paper is as follows:

1. To examine some, if not all, determinants of media coverage.
2. To test whether the same “media effect” found by Fang and Peress (2009) in the

U.S. stock market still persists in Thailand.

3. To explain the media effect found in Thai stock market.

1.4 Research Hypotheses

To gain a better understanding of the effect of media on financial markets, I
investigate the potential relatiopship between media coverage and stock returns. The

empirical hypotheses are as follows:

H;: Media coverage is positively correlated to size and book-to-market ratios of a

company.

This hypothesis is motivated by Ren (2009).:I:—"|e observes Thai stocks in the Stock
Exchange of Thailand and concludes-that vast majority of business news as well as local
and international broker'research-and-other-reports-focus-almost exclusively on large
capitalized stocks and more speculative sectors of the iocal market. Hence, it is
hypothesized that bigger companies are more featured in the press media. When talking
about size, book-to-market is ithe,other factor, that is greatly, discussed in any literatures
concerning firm characteristics. Fama and French’'(1992)-show that book-to-market factor
is one of the strongest explanatory variables for stock #eturns and so is‘the size factor. If
book-to-market factor reactsin the sameway.as size factor, then'it is expected that book-

to-market factor would also exhibit a positive relationship with media coverage.

H,: There is a positive relationship between media coverage, or the number of news

articles, and stock returns.

One strong motivation to this hypothesis is aroused by Barber and Odean (2008)
and De Bondt and Thaler (1985) who claim that individual investors are net buyers of



attention-grabbing stocks and that investors overreact to past returns, respectively Higher
media coverage increases investor recognition and higher investor recognition leads
investors to focus on those stocks. Once more and more investors buy the stock, stock
price may rise greatly, producing great future returns. Moreover, media coverage of
companies in Thailand could highly be driven by some force such as managers’
marketing effort. This could suspiciously be the case especially in a country where
corruption is evidently present, like Thailand. McCargo (2000) believes that newspapers
in Thailand have been vehicles for political lgbbying, backstabbing and rabblerousing,
used by all manner of groups. Many newspaper companies in Thailand are independently
owned. The purpose of owning a.newspaper has been.to advance your views, to talk up
the prices of shares in companies you.own, to bring your enemies into disrepute, and to
support the interests of a politicians Given that, the companies’ managers may be willing
to pay a substantial amount offee'to newspape}" companies in Thailand to release more
news about the company. IT they are successful @nd investor recognition of the firm is
high, the firm is very likelyfo gain interest and become more popular among investors.
Once more and more investors buy the stock, the market price of that stock is likely to

increase, which in turn benefit investars-with higher return.
1.5 Scope of the Study

This paper aims te/observe the relationship between media coverage and stock
returns in Thailand. Media coverage refers to the number of newspaper articles found on
each sample firm from the chesen, time period. The term “media coverage” and “number
of newspaper articles” are used interchangeably.throughout the 'study. Observations are
159 listed companies‘on SET100 of the_Stock Exchange of Thailand during the years
2005-2008. However, | bbserve media-coverage of‘all 159 firms startiig from year 2004-
2008. The chasen time period is appropriate for SET100 was established in 2005 and
there is a limitation of data on media coverage. Two of the selected newspaper companies,
namely Post Today and The Manager, released their first publications in late 2003. All
delisted companies are excluded from the sample to limit the bias in the numbers of
newspaper articles. | do not attempt to categorize coverage as “good” or “bad”. The
reason is not only Gong (2008) found that quantity of news coverage has a greater impact



on stock price than the quality of news coverage, but also all mentions of news,
regardless of its linguistic content, contribute to and increase investor’s recognition. The
study is a case study of Thailand to empirically investigate and explain the media effect
in Thai stock market. This paper is the first to observe the effect of media coverage on

stock returns in Thailand.
1.6 Motivation and Contribution

This study is motivated by the findings o Fang and Peress (2009) and Song
(2010), relating to media coverage and stock returns. They study the same media effect
but their findings are different ameng different countries. They document the same
“media effect” in the U.S. and-Hong Kong stock markets. In U.S and Hong Kong stock
markets, stocks with no media‘coverage earn-higher returns than stocks with high media
coverage. This paper hopes tofmake fwo main contributions to the literature. Firstly, it
hopes to contribute to the rapidly, expandingfarea of research on the effect of media
coverage on financial markets in geographical r.e_gi_Qn by examining the effect of media
coverage on Thai stock market. Secondly, information flows are a key factor driving
asset pricing patterns, and thus a €ase study.of a SImple measure of such flows could have
many uses in that specific country, for instance ,Th_a’iland. By testing the effect of media
coverage on Thai stocks, I 'hope that this paper Wi-|| be useful to many Thai and perhaps
foreign financial professienals and investors, especially in asset allocation and selection

of securities.
1.7 Organization of-the;Study

There are a total of six chapters, which are organized as follows. Chapter Il is
Literature Revievs which.shows prior studies of the‘various media effecls onistock returns.
Chapter 111 is‘Sample and Data Description which describes data’s statistical information
and my developed hypotheses. Methodology is found in Chapter 1V. This chapter
explains fully in details of my methods constructed to study the effect of media coverage
on stock returns as well as the determinants of media coverage. Chapter V includes
Empirical Evidences, while Conclusion is found in the last chapter, Chapter VI.



CHAPTER II
LITERATURE REVIEWS

2.1 The Media and the Stock Market

Media literature beginning with Mitchell and Mulherin (1994) and continued as
well as extended by Klibanoff, Lamont, and Wizman (1998), Tetlock (2007), Tetlock,
Saar-Tsechansky and Macskassy (2007) have examine the relation between the media
and its effect on securities prices. Klibanoff, Lamong and Wizman (1998) shows that
country-specific news reported on New York Times” front pages reveal an effect on the
pricing of closed-end country fund. During weeks of front page news, price movements
are more closely related to thesfundamentals: They also argue that news events lead to
overreaction of some investors.Tetlock (2007) analyze the linguistic content of the media
and testifies that pessimism<or negative language in a popular Wall Street Journal column
predicts short-term downwaid presstre on overall stock prices followed by a reversal.
Tetlock, Saar-Tsechansky and Magskassy. (2008)_,' aﬁalyze firm-specific news stories and
reports that the tone of news siories captures-l-f_i‘ﬁalrd-to-quantify information” about a
firm’s true value, which immediately integrates in stdbk prices. In consistent with Tetlock,
Saar-Tsechansky and Macskassy (2007), Liu, Shériﬁéh, and Zhang (2008) also assert that
firm-specific media coverage predicts aftermarket prices for IPOs. These findings imply
that the linguistic content of information, both eptimistic and pessimistic, embedded in
news stories contributes to the efficiency of stock. prices.

In the study ‘of media.coverage and Stock returns,’my: papercis strongly related to
Fang and Peress (2009). They examiné companies=listed on the New York Stock
Exchange and 500 randomly-selected.companies listed on the NASDAG and focus on
media coverage of stocks by four American national daily publications (the New York
Times, USA Today, Wall Street Journal, and Washington Post). The study found that
investors stand to gain comparatively high returns by investing in stocks that have no
media coverage than stocks with high media coverage. Portfolios of stock with no media

coverage outperform portfolios of stocks with high media coverage by 3% annually, and



after factoring in the risk factors (market, size, and book-to-market factors), such stocks
offer a “no-media premium” of 8-12% per year.

In addition, my paper relates closely to but distinct from Chan (2003), which
examines momentum and reversal patterns following large price moves with and without
accompanying news. Firstly, using data obtained mainly from the Dow Jones Newswire,
Chan (2003) focuses on headline news, but I count articles, not necessarily headlines, in
mass-circulation newspapers and focus on coverage. Certainly, “news” and “coverage”
are different: many stocks with news (headlines in"the Dow Jones Newswire) remain
neglected by mass media. In.addition, while newswiies are released in real time and
contain genuine news, this is unlikely to be the case for mass print media due to
publication lags. Secondly, Chan(2003) observes market reactions to news in the time
dimension and the difference between winners and losers, Wwhereas this paper examines

the cross-sectional differences beiween stoeks with and without coverage.

The study is also related to Barber and O_de_:_an (2007), who show that individual
investors are net buyers of attention-grabbing s_t(_)cks, or stocks that appear in the news.
They argue that individuals face difficulties wh(;:h"ct_)oosing which stocks to buy from a
large pool of candidates; thus attention-grabbing fstp_cks such as those in the news are
more likely to enter their choice set. Individuals’ buying pressure temporarily pushes up

the prices of attention-grabling stocks, but such pressure subseguently reverses.

Other relating media literatures include those of analyst forecasts. Diether, Malloy,
and Scherbina (2002)decument.that stocks with-high analyst,coverage yield lower future
returns. Kelly and Ljungqvist (2007) and Kecskes and 'Womack' (2008) find support for
Diether, Mallow, and Scherbina. They report that firfits that_experience an exogenous
reduction in analyst caverage have higher required rates:of return, as well as less efficient
pricing and lower liquidity and assert that firms that experience a drop in analyst
coverage have higher ongoing rates of return, respectively. Khorana, Mola and Rau (2007)
claim that firms are more likely to lose analyst coverage if they have lower institutional
ownership. The companies that lose analyst coverage are more likely to be de-listed
although they may not have significantly worse operating performance than other

companies in the same industry.



2.2 Practice of Thai Media

Pravichai (2009) states that Thailand has a well-developed media sector,
especially by Southeast Asian standards. The Thai media is considered relatively free,
although the government continues to exercise considerable control especially over
broadcast media. Print media in Thailand are not subject to close government supervision.
Readers have a choice of numerous papers, ranging from mass-circulation dailies, like
Daily News and Thai Rath, to newspapers Specializing in coverage of political and
business, like Krungtep Turakij and Thann Setiakij. The mainstream print media are
represented by Thai Rath and Daily-News, which together account for half of Thailand’s
newspaper sales. Because both papers-Wwere founded while the country was still under
military rule, they had to cultivate'0ood relationships with the army and elite bureaucracy.
This has led them to develop an editorial outlook that tends to'lean in favor of the status-
quo. This is consistent with McCargo (2000), who believes that newspapers in Thailand
have been vehicles for politigal lebbying; backsiébbing and rabblerousing, used by all
manner of groups. The purpose 0f owning a newspaper has been to advance your views,
to get your voice heard, to talk upthe prices of shéres in companies you own, to discredit
your enemies, to promote the interests.of a friendlyj'bolitician. These findings imply that
news appear in the papers.could be ceftainly be influenced by certain forces from certain

groups.

Findings of Pravichai/(2009) have also implied that Thai people tend to read less
compared to people in the U.Si" He interviews 2,246 people in Thailand and find that only
23.3% of the total sample read newspapers everyday, spending ‘approximately 16 to 20
minutes each day. Only 6.4% read more than one hour. Most people read just one
newspaper. Only 2.4% tead more than 3 newspapers: Also, Thai peopie seem to be more
interested in entertainment news much more than investment and business news. While

only 8.9% read about investment and business, 20.3% read entertainment news.



CHAPTER 11
SAMPLE AND DATA DESCRIPTION

3.1 Sample Selection

The sample consists of all companies listed in SET100 of the Stock Exchange of
Thailand from January 1, 2005 to December 31, 2008. However, media coverage of each
sample firm is collected from January 2004 to December 2008. Companies that are
delisted and underwent acquisition are excluded from the.sample to ensure unbiasness in
the numbers of news articles. A _high-number of news articles may only be induced in
certain periods, such as finangial distressed: periods, for delisted companies. The total
number of the companies in the sample sums up to 159 companies. These are from eight
major industries: Agro & Food, /Consumer Products, Industrials, Property and
Construction, Resources, Sefvices, and Technology.

3.2 Sources of Data

Information on stock returns; market cabﬁifal.i__zations, book-to-market ratios, and
stock prices are obtained from Thomson Reuter_b_ataStream. Newscenter, an online
database that provides the full texts of many news éohrces, Is.used to quantify the amount
of media coverage of each.stock, restricting the media sources.to four major Thailand’s
local newspapers. The selected papers are Bangkok Post, Post Today, Thann Settakij, and
The Manager. These newspapers are chosen acgording to their characteristics: (1) They
are published daily'(2) They contain mostly business news and reports on the financial
markets of Thailand(3) They are distributed to all six regions in Thailand. The full
company names dre ‘used. as the search-criteria. The searchis carried aut ifi both Thai and

English charagters. To assure accuracy of the search, common terms such as “v5im”,
“wmwu”, and “siia” or terms referring to “Co.”, “Corp.”, Inc.”, Ltd.” and “Grp.” are

excluded. Each month, news articles are carefully counted for each firm. To obtain a
time-series of coverage of a specific company, | take the weighted sum of articles

published about each company in each month.
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Newscenter may currently be the most effective news database for Thailand.
However, there appears to be some disadvantages. Unlike LexisNexis, which is an online
database used to collect news articles by Fang and Peress (2009), it does not propose a
“relevance score system” that systematically measures the quality of the match between
an article and the indexing word. Hence, human classification approach is carried out in
the news collecting process. That is, each article must be carefully examined and browsed
through to categorize whether the news found is purely the news of the firm, and not

names of other entities.

In addition, | do not attempt 1O categorize whether the article in primarily about
the company. All mentions of @ company’s name in the news are relevant to the overall
measure of media coverage.”AllLmentions of ‘a company’s name in an article, regardless
of its linguistic content, centributete investor’s recognition of the company. Hence,
articles that contain the names of the company: in the headlines.or in any paragraphs of an

article are collected.
3.3 Data Descriptive

Following exactly the criteria-described abo@, each company has at least one or
more news articles during January 1,-2004 to December 31, 2008 collected from Bangkok
Post, The Manager, Post Today;-ahd-Fhahi-Settakij—Fable-d-provides summary statistics
on newspaper coverage of media coverage patterns of the sample stocks. Several
interesting observations can be made about the media coverage patterns of sample stocks
from Table 1. First, the breath; of-caverage differs considerably-across newspapers. Panel
A presents yearly fraction‘of'medta coverage of each newspapers ‘in‘percentage. Coverage
is calculated by dividing the number of articles collectéd from each newspaper each year
by the total number of articles collected fromall newspapers each year; and.multiply it by
one hundred. It is observed that Post Today and The Manager have the most
comprehensive coverage, featuring 39.1% and 27.4%, respectively, while Bangkok Post
and Thann Settakij have less coverage, 20.3% and 13.1%, respectively. Second, the
statistics in Panel B reveal that coverage is highly skewed. The average number of
articles published about a stock in the sampling years is 938, while the median is 442, and

the maximum is 8472. Coverage of each newspaper is also highly skewed. Panel C
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analyses summary statistics of media coverage by each newspapers. For Bangkok Post,
the average number of articles published about a stock is 184, while the median is 93, and
the maximum is 1505. For The Manager, the average number of articles published about
a stock is 262, while the median is 112, and the maximum is 2501. For Post Today, the
average number of articles published about a stock is 367, while the median is 144, and
the maximum is 3685. For Thann Settakij, the average number of articles published about

a stock is 123, while the median is 58, and the maximum is 852.

Third, overall newspaper coverage is surpriSingly low among SET100 stocks,
which are large stocks. Panel.D.analyses fraction of imedia coverage by each industry
group. Sample firms are grouped iaio eight main industry groups. These include Agro &
Food, Consumer Products, Finanelals, Industrials, Property & Construction, Resources,
Services, and Technology.-/Among the 'sample stocks, stocks of financial and property &
construction industry groups reveal ‘the mast coverage of news articles, with the
percentage of 40.9% and 17.7%, respectively. Figure 1 represents distribution of media
coverage among all 159 firms. Media coverage of each firm in our sample firms ranges
from 63 to 8472 newspaper articles ‘from 2004 to 2008. Bangkok Bank, Siam
Commercial Bank, Krungthai Bank, iKasikorn Bénl;;" and Thai Military Bank, out of all
firms in the sample, have. the most news coverage of 8472 articles, 7210 articles, 6910
articles, 6099 articles, andt 4549-articles;-respectively—Fhitikorn Public Company Limited
has the least coverage of 63 articles. Other industries in the sample stocks, including
Agro & Food, Consumer Products, Industrials, Resources, Services, and Technology,
have coverage of 2:2%p 0.2%, 2:7/%;) 10.8%; 14:196,) and 21.3% crespectively. Panel E
shows descriptive statistics of media coverage by each industry ‘group and supports that

coverage is highly skewed, even among each industry group,

From a@bservation, it seems that companies with higher book-to-market ratios tend
to have more news coverage, while those with smaller market capitalization or size tend
to have lower news coverage. In addition, there is a considerable overlap in different
newspapers’ coverage. This overlap together with the low marginal contribution of
widely circulated newspapers such as our four sample newspapers indicate that even
though the focus is only on four newspapers, the data collected is a representative of
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newspaper media. Finally, media coverage has a persistent phenomenon. Stocks with
low media coverage in a given month continue to have low media coverage the following
month, while stocks with high media coverage continue to have high media coverage.

Persistent is even stronger among smaller stocks.

AULINENINYINS
RN TAUNIINGIAE
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Table 1: Newspaper Statistics

This table presents summary statistics for media coverage collected on 159 firms listed on SET100
between January 2005 and December 2008 from four newspapers: Bangkok Post, The Manager, Post
Today and Thann Settakij. Articles of all sample firms are collected from 2004 to 2008. Panel A
shows fraction of media coverage (%) of all firms by each newspaper each year. BP represents
Bangkok Post. MNG refers to The Manager. PT is Post Today, and TSK is abbreviated for Thann
Settakij. The row “All Years” refers to the total number of articles collected on all firms from 2004 to
2008. Panel B shows descriptive statistics for all newspaper articles collected on sample firms each
year. Minimum number, mean, median, maximum number and standard deviation are tabulated. Panel
C also provides descriptive statistics. It analyses each newspaper individually and yearly from 2004 to
2008. Panel D analyses fraction of media coverage (%) by industries. Panel E presents descriptive
statistics of media coverage by each industry group.

Panel ATFractionsof Caverage of Each Paper

Fraction of Coverage

Year Observation Jotal Coverage (%)
BP MNG PT ISK
2004 159 18793 N 24.58 20.79 41.31 13.31
2005 159 24709 2853 28.38 37.07 12.99
2006 159 38759 i 18.46 28.57 40.25 12.72
2007 159 36378 19.15 28.50 38.73 13.62
2008 159 33582 hd \17%6 30.59 38.40 13.34
All Years 159 149221 i 20.28 27.37 39.15 13.19

Panel B: Desgriptive Statistics of Media Coverage

Year Observation Total Min ~ Mean Median Max S.D.
2004 159 18793 @7 118 52 1399 190
2005 159 21709 (O 136 55 1277 207
2006 159 38759 2 243 107 2196 373
2007 159 36378 8 228 108 2023 330
2008 159 33582 5 211 93 1900 313
All Years 159 149221 063 938 442 8472 1370

Panel C: .Descriptive Statistics by Newspapers

Bangkek Post

Year Observation Total Min Mean | | Median Max S.D.
2004 159 4620 0 29 12 303 47
2005 159 4678 0 29 11 321 49
2006 159 7155 0 45 18 771 87
2007 159 6966 0 43 21 350 65
2008 159 5932 0 37 18 355 60
All Years 159 29351 2 184 93 1505 287

The Manager

Observation Total Min Mean Median Max S.D.
2004 159 3908 0 24 10 267 41
2005 159 6161 0 38 16 360 61
2006 159 11073 1 69 29 634 108
2007 159 10368 2 65 29 629 99
2008 159 10272 0 64 25 678 108

All Years 159 41782 16 262 112 2501 406
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Post Today
Observation Total Min Mean Median Max S.D.
2004 159 7763 0 48 19 688 92
2005 159 8048 0 50 19 538 88
2006 159 15599 0 98 41 992 159
2007 159 14091 0 88 38 897 142
2008 159 12897 0 81 33 763 128
All Years 159 58398 6 367 144 3685 591
Thann Settakij
Observation Total Min Mean Median Max S.D.
2004 159 2502 0 15 6 141 24
2005 159 2822 0 17 8 145 27
2006 159 4932 0 31 14 218 47
2007 159 4953 0 Bl 15 269 47
2008 159 4481 0 28 12 210 39
All Years 159 19690 2 123 58 852 176
Panel D.Fraction of Caoverage by Industries
Observation Jiotal Articles Fraction of Coverage (%)
Agro & Food 8 149221 3330 2.23
Consumer i
Products 2 149221 290 0.19
Financials 28 149221 61105 40.95
Industrials 16 149221 4061 2.72
Property . 4
&Construction 46 149221 26400° 17.69
Resources 18 149221, 16091 10.78
Services 24 149221 210713y, 14.12
Technology 17 149221 16867 11.30
Panel E: Descriptive Statistics of Coverage by Each Industry
Obseryvation Total Min Mean. [ Median Max S.D.
Agro & Food 38 3330 35 416 232 1495 479
Consumer
Products 2 290 100 129 129 158 41
Financials 28 61105 63 2180 1165 8472 2406
Industrials 16 4061 85 253 163 593 175
Property
&Construction 46 26400 66 572 365.5 2389 499
Resources 18 16091 104 891 494 4002 985
Services 24 21077 95 916 621 3787 1027

Technology oy 16867 70 989 450 4016 1282
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Figure 1: Distribution of Articles

This histogram shows distribution of media coverage of 159 firms listed on SET100 from January
2004 to December 2008 from four newspapers: Bangkok Post, The Manager, Post Today and Thann
Settakij. The articles of sample firms are collected from 2004 to 2008. The number of articles ranges
from 63 articles to 8472 articles. The first 5 firms with the lowest number of articles are Thitikorn Plc.,
Tycoon Worldwide Group Plc., Thai Yuan Metal Plc., KCE Electronics Plc., and Polyplex (Thailand)
Plc. The last 5 firms with highest number of articles are TMB Bank, Kasikorn Bank, Siam
Commercial Bank, KrungThai Bank, and Bangkok Bank.
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CHAPTER IV
METHODOLOGY

4.1 Determinants of Media Coverage

Following Fang and Peress (2009), | explore what drives media coverage (the
determinants), through regression setting. The dependent variable is the dummy variable
for media coverage (MEDIA). It is equal to 1 if &stock has media coverage of more than
the median number during the year and zero It sioCk-has newspaper coverage less than
the median number during the year. For example, in year 2004, Bangkok Bank has 1076
newspaper articles, while Thitikern has only 16 newspaper articles. The median number
of newspaper articles is then galculated for all 159 firms in 2004, and is equal to 55.
Hence, dummy variable is equalto 4 for Bangkok Bank and zero for Thitikorn in the year
2004. Explanatory variables include firm size, book-to-market ratio (B/M), price and
past return. Like Fang and Peress (2009), Fama-Macbeth regression method is applied,
and Newey-West procedure withione lag Is qééd to adjust the standard errors for
autocorrelation since media coverage: is persistehit. 'Fg_ur regressions are examined, adding

more factors to each regression.

MEDIA = B + Br(Size) + &; (1)
MEDIA = By + B (size) + P2 (B/M) + g; 2)
MEDIA = Bo.+ B1 (Size) +B..(B/M) + B3 (price) + e (3)

MEDIA = 3 #IB; (size) + B2 (B/M) + B3 (price) + B4 (past return) + e 4

MEDIA is a dummy variable for media coverage, equaling'1 1f stock has a
number of newspaper articles equal to or more than the median number during the year
and zero if lower. Size is defined as the natural log of the average market capitalization of
equity over the previous calendar year. B/M refers to the natural log of book-value of
equity over market value of equity as of the previous year end. Price is the price of stock
measured each year. Past return is the stock’s total return measured each year.
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4.2 Media coverage and Stock Returns

This section examines the effect of media coverage on Thai stock market. Each
month, sample stocks are sorted into groups of media-sort portfolios. Details are provided
in the following sub-sections. | investigate the media effect controlling for both firm
characteristics and risk factors following methodology used in Fang and Peress (2009).
First, raw returns is examined in univariate analysis, and then abnormal returns is

examined using multivariate analysis to account for risk factors.
4.2.1 Univariate analysis

To examine raw returns, eachrmenth, all sample stocks are sorted into three media
portfolios: low, medium, and high. Noie here that in Fang and Peress (2009), stocks are
sorted into portfolios of nos 40w, andhigh media coverage. However, for the case of Thai
stock market, sorting stocks.ntono, low, and high media coverage is not an appropriate
method. In some months, therg'is none or.enly: oné stock not featured in the press media.
This then leads to extreme loss of gain of the porifolio in that month, which could
generate a bias in the resulting retirn on-portfolio.Hence, in my study, stocks are sorted
into portfolios of low, medium, and-high media é6verage each month by the median
numbers of coverage. First, median of coverage 1S calculated. This can be referred to as
the initial median. Then, mediafs-are-catcutated-agaifi-foi-the-two groups separated by the
initial median. These medians are referred to top and bottom-medians. Finally, stocks are
sorted into portfolios of low, medium, and high according to the top and bottom medians.
Portfolios are equally weighted-and~average monthlysreturns~are- calculated for each
portfolio from the stock prices obtained from Datastream. Repeating the methodology
each month from _2004-2008, 60 monthly returns fromeach of the media portfolios are
presented. Then'an averageis taken on allxmonthly returnsfor comparison across all

media portfolios.

The media effect observed could be driven by other factors such as firm
characteristics, namely size and book-to-market ratios. This could really be the case if
size and book-to-market ratios are positively correlated to media coverage. Moreover,
Banz (1981), Basu (1983) and Keim (1983) provide empirical evidence to show that on
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average, small size firms yield high stock returns than large size firms. Hence, it is
necessary to investigate whether the resulting media effect is robust after controlling for
size and book-to-market ratios. Size is measured as the market capitalization of equity
over the previous calendar year. Book-to-market ratio is book-value of equity divided by
market value of equity, as of the end of previous year. | repeat the univariate and
multivariate analyses described above with slight alterations to control for size and book-

to-market ratios.

Similar to earlier analyses, sample stocks.are'sorted into media portfolios of low,
medium, and high. However, to.control for firm characieristics, stocks are double-sorted:
first by firm characteristics and second by the amount of media coverage. This double-
sort is done separately for firm size and booksto-market ratio. For example, for firm size,
stocks are first divided equally into terciles of small, medium; and big according to their
market capitalization. Then,sStogks within each size-based tercile are sorted into three
media portfolios of low, medium, and high‘media Coverage, using the median numbers in
the same manner as before. Finally, equal-weighted average return is then computed for
all media portfolios grouped by size. This double-sort is carried out in the same manner

for book-to-market ratios.
4.2.2 Multivariate analysis

This section examines whether the media effect observed in the univariate
analysis exists after controlling for risk factors, namely market, size, and book-to-market
factors. Using a zerossum trading strategy ithat.takes adong-pasition on stocks with low
media coverage and.a Short“position’ on” stocks” with high media“coverage, the return
differential between low media coverage stocks and high media coverage stocks can be

examined through'a time-series regression setting.

To create long-short portfolios of stocks, each month all sample stocks are sorted
into three media portfolios of low, medium, and high in the same manner as univariate
analysis. The portfolios are equally weighted, held for one month, and rebalanced
monthly. The return on a long-short portfolio is computed using stock prices in the next

month. After being rebalanced monthly, time-series returns for the long-short portfolios
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are yield. These returns are then regressed on three risk factors: the market factor (RM-
RF), the size factor (SMB), the book-to-market factor (HML). CAPM and Fama-French

three-factor models are examined, and regression equations are as follows:
Model 1: CAPM
Rp - Rf = o + B1(Rm-Rf) + ¢ (5)
Model 2: Fama-French three-factor model
Rp - Rf = o + B(RM-RT) + B, (SMB)=* B3(HML) + e (6)

Rp refers to return onportfolio; while Rf is return on"1-month T-Bill. Rm-Rf refers
to the market return minus return on 1-maonth T-Bill. SMB denotes the return of a
portfolio of small stocks minus the return of a portfolio of large stocks. HML indicates
the return on a portfolio of stocks with highesi;:book—to—market ratio minus the return of

portfolio of stocks with low book-to-market ratio.

Alphas and p-values from regfessing_ the resulting time-series of zero-sum
investment portfolio returns on CAPM, Fama-French, three-factor model are tabulated. If
the return difference between low and high mediéqur_tfolios is fully explained by known

factors, then the estimated alpha is expected to be ihsignificant.

Abnormal returns -are also examined In multivariate setting, with firm
characteristics such as size and book-to-market are controlled. To control for firm
characteristics, stocks are double-sorted, insthe: same, manner, as- before. Long-short
portfolios are created as‘explained above: The long‘and-short legs of the portfolio invest
an equal amount in each underlying stock, and portfolios are rebalancéd’monthly. Time-
series returnsiare gbtained and are then regressed on three| risk_factors:' market, size, and
book-to-market factors. Again, two models (CAPM and Fama-French three-factor models)
are examined. Alphas and p-values from regressing the resulting time-series of long-short

portfolio returns on CAPM and Fama-French three- model are recorded.
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4.2.3 Explanatory variables of CAPM and Fama-French three-factor model

The construction of explanatory variables of CAPM and Fama-French three-factor
model is repeated after Fama and French (1992). The three important variables to be
constructed are Rm-Rf, SMB, and HML. Rm-Rf refers to the market return minus return
on 1-month T-Bill. SMB denotes the return of a portfolio of small stocks minus the return
of a portfolio of large stocks, and HML indicates the return on a portfolio of stocks with
highest book-to-market ratio minus the return of portfolio of stocks with low book-to-

market ratio.

Constructing SMB and HMi=-are not as simple as the Rm-Rf. First, stocks are
ranked on size or their markeirCapitalization. Median number is used to split sample
stocks into two groups: small.and big: Secondly, the size-sort portfolios are grouped into
three book-to-market-sort porti6lios: Jow, medium, and high. The result is six portfolios
of size/book-to-market-sort. These are S/L,S/M, S/H, B/L, B/M, and B/H. Finally, SMB
is the difference, each month, hetween the simple_ average of the returns on the three
small-stock portfolios (S/L, S/M, and S/H), and the-simple average of returns on the three
big-stock portfolios (B/L, B/M, and B/H). Similéflils,;:HML is the difference, each month,
between the simple average of returns on the two _h_igh book-to-market portfolios (S/H,
B/H) and the average of the returns on the two IoW book-to-market portfolios (S/L, B/L).
SMB is meant to imitate the risk factor in returns related to size while HML is meant to

imitate the risk factor related to book-to-market.
4.3 Robustness Checks

In this section, robustness check is conducted to the results presented in Table 4
and Table 5. In“particular, this s to, alleviate the concern'that the meédia‘effect could be
driven by sector or industry bias. Financial firms are suspected to have a significant effect
to the media effect documented. Their coverage is suspiciously high. They have the most
coverage among all industries. One possible reason is some banks do release daily reports,
for example reports on the foreign exchange rates. To check that the results are not driven
by the financial sector, financial firms are excluded from the sample, and the same

method in multivariate setting is repeated, to account for risk factors.



CHAPTER V
EMPIRICAL RESULTS AND DISCUSSION

5.1 Determinants of Media Coverage

Results in Table 2 support my hypothesis (H;) that size and book-to-market ratios
are positively correlated to media coverage. The magnitude of the coefficient for size
factor gradually decreases as more factors are/added to the regression, and remain
statistically significant at the significance level of.4%. The p-value is, in fact, zero for
size factor. The regression result imphes that media coverage and size moves in the same
direction, and size has a very_ strong coerrelation to media coverage. In other words, the
bigger the size, the more coverage afirm has. Similarly for book-to-market ratios, the
magnitude of the coefficient i$70.0034 and-is statistically significant at 1% significance
level. The p-value is 0.009. The magnitude decreases to 0.003 and is significant at 1%
level when price and past reitirn are added to the equation. The result reveals that book-
to-market ratio also moves in the same direction _aé {media coverage. Price and past return
are not significant in the regression, The magr;i:t-ﬂd’__e of R-squared increases gradually
from 0.073 to 0.077 as more factors are added. It can be concluded that value stocks or
high book-to-market firms and firms that are Iargé i;1 size are more likely to be featured
in the media. This result'supports by hypothesis and Is consistent with Fang and Peress
(2009).

5.2 Evidence of the-Media Effect

Average monthly returns for the three media portfolios of low, medium, and high
are tabulated in“Table 3. Painel A‘shaws|the [average ‘mofithly- returns, of stocks that are
sorted by media coverage. The average monthly returns for portfolios of stocks with low,
medium, and high coverage are -0.25%, -0.58%, and -1.05%, respectively. The negative
monthly returns show that there is no profit across all three media portfolios. Instead, all
media portfolios are at loss. However, the difference between return on low media
portfolio and high media portfolio (low minus high) is 0.8% per month, which

corresponds to a loss differential of approximately 9.6% per year. Hence, stocks with low
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media coverage seem to have some kind of premium, which could be referred to as a
“loss premium”. The positive difference of 0.8% between returns of low and high media
portfolios suggests that even though stocks with low media coverage do not yield any

profits, they generate a loss lower than stocks with high media coverage.

However, this media effect could be an effect of other factors, namely size and
book-to-market ratios. This could really be the case as result in Table 2 suggests that
media coverage is highly and positively correlated to firm size and book-to-market ratios.
Panels B and C of Table 3 show that the resulting media effect is still robust, even after
controlling for size and book-to-market ratios. It can-be.observed that by controlling for
size and book-to-market, the"media-pertfolios also give negative monthly returns. The
difference between returns'on lew media partfolios and high media portfolios remain
positive across all portfolios: There is a robust “loss premium™ related to stocks with low
media coverage, even holding firm characteristics constant.: The return differences in
Table 3 suggest that the media effect is stronge-'r- in stocks lower in size and book-to-
market ratios. The loss premium of portfolio of small stocks is 0.28% per month, while
the loss premium of portfolio of large stocks is'{).—iG% per month. The loss premium of
portfolio of low book-to-market stocks-is 1.32% per month, while the loss premium of
portfolio of high book-to-market stocks is 0.17% per month. At this point, it can be
concluded that stocks with-tow-media-coverage-outperforin stocks with high media
coverage by 9.6% annually,-assuming that there are no factors that could affect the cross-

section of returns.

This unprofitability, of media-sort ' portfolios observed in the non-regression
approach could be explained by the global financial crisis in 2008. In 2008, stock markets
around the world have fallen; and ‘severall financial institutions have cellapsed. The crisis
has lead to a significant damage to Thailand’s economic position and the stock market. In
addition, the anti-government protests and political turmoil have worsened economic
position of Thailand as there has been a subsequent fall in tourism and foreign investment.
National income of Thailand relies heavily on tourism, and in 2008, Chomthongdi (2009)
states that the number of tourists fell by 21%. Moreover, he also asserts that political
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situations in Thailand have led to a poor response with no clear direction of Thai
authorities to the global financial crisis.

Figure 2 represents a 4-year performance of SET100 November 2005 to
November 2010. It can be seen that, beginning in late 2007 and throughout 2008, there
was a steady decline in the SET100 stock market. It is assumed that the sharp decline in
2008 leads to the poor performance with negative returns found in the three media
portfolios. To prove this, | perform a quick test by eliminating year 2008 from the study
and compare the returns on three media portfolios Trom.2004 to 2007. Results in Table 4
confirm that the loss is triggered.-when year 2008 is.ineluded in the analysis. Most
portfolios are not at loss when year2008 is excluded from the sampling years. Panel A
shows the average monthly returns ofF stocks that are sorted by media coverage. The
average monthly returns for stocks with low, medium, and high media coverage are
0.66%, 0.19%, and -0.22%,.respectively. The difference between returns of low media
portfolio and high media pertfolio™ (low minué high) 1s 0.88% per month, which
corresponds to a return premium of 10.56% pér-year. Panel B and C confirm that the
media effect is still strong when firm charactéifistics such as size and book-to-market
ratios are controlled. The differences between re'-tu}'r']"s of low media portfolios and high
media portfolios remain positive for-alf portfolios, except. for portfolio of high book-to-
market stocks. The media—effeci—is—sironger—among—siocks with lower market
capitalization and book-to-market ratios.

In addition, risk factors that are known toyaffect the cross-section of stock returns
are taken into account to_observe whether the same ‘media effect exists. Table 5 shows
result of multivariate analysis that regresses the time-series returns of long-short
portfolios on,CARPM and-Fama-French-three-factor model, to centrol for market, size, and
book-to-market factors. The alpha from CAPM is -0.23 or -23%. The magnitude of alpha
decreases as more risk factors are added into the regression model. The alpha from Fama-
French three-factor is -25%. The alphas from both CAPM and Fama-French three-factor
model are negative and remain statistically significant at the significance level of 1%. R-
squared increases from 13% to 30% as more risk factors are added to the regression
model.
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The result in Table 5 does not provide a strong support to the media effect
observed in the univariate analysis. After risk factors are taken in account, the result of
the media effect is reverse. There are no excess returns found from this media trading
strategy that takes a long position on stocks with low media coverage and a short position
on stocks with high media coverage. Table 6 records the resulting media effect after
controlling for firm characteristics and the risk factors, and provides a strong support that
no excess are found from this media trading strategy, even after controlling for firm
characteristics. Alphas are significant and negative across all media portfolios grouped by
size and book-to-market ratios. The negative alphas-suggest that returns of the long-short
portfolios are lower than the expecied return at beta of 1, and are primarily driven by the
long positions in the stocks with low media coverage. It must be that stocks with high
media coverage outperform these with low media coverage, after factoring in the various
risk factors. Comparing both.media effecis from univariate analysis and multivariate
analysis, the media effect observed in multivariate analysis provides stronger evidence.
This is because risk factors,/namely market, size, and book-to-market factors are being
controlled in the multivariate analysis. These are factors that are empirically proven to be
affecting the cross-section of stock returis. Univéfi;':ttg analysis examines only raw returns
and does not take into account of other factors. In.conelusion, low coverage stocks do not
give excess returns and do.not outperform high covérage stocks, even after controlling for

firm characteristics and risk‘factors. My hypothesis is, hence, supported.
5.3 Media Effect Excluding Financial Firms

Robustness ¢heck is conducted to-alleviate theiconcern that the media effect could
be driven by sector or industry bias. Financial firms are suspected to have a significant
effect to the, media effect, documented. These ‘firms are ‘highly cowéred in the news
because some‘banks do release daily reports, such as reports on their foreign exchange
rates. As a result, financial firms have the most coverage among all industries. Results in
Table 7 confirm that the media effect that high coverage stocks outperform low coverage
stocks is still robust and is not affected by financial sector bias. The media trading
strategy still generates significant and negative alphas. The negative alphas suggest that
returns of the long-short portfolios are lower than the expected return at beta of 1, and are
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primarily driven by the long positions in the stocks with low media coverage. There are
no excess returns found to low media coverage portfolios in Thai stock market, even after
controlling for financial sector bias, firm characteristics and the commonly known risk

factors.
5.4 Discussion of the Media Effect

This section discusses the possible causes of the media effect. Unlike the U.S.
stock market, the study shows that the media effect.found in U.S. stock market is reverse
in Thai stock market. In Thai stack market, stocks-with low media coverage do not give
excess returns. Stocks with high.imedia coverage outperform those with low media
coverage. The documented media effect speaks strongly against the perfect market model,

where market is informationally efficient, Malkiel (1992) states that:

“A capital market is said to be efficient itit fully and correctly reflects all relevant
information in determining‘Security prices: Fo"r-mally, the market is said to be efficient
with respect to some information ‘set if security. prices would be unaffected by
revealing that information to all participant'sl.fMoreover, efficiency with respect to an
information set implies that it is“impossible fd }ﬁ'ake economic profits by trading on
the basis of that information set.™ 44

In a perfect market,/the amount of media coverage Is not relevant because media
coverage does not reveal any information about the firms. Arbitrage opportunity or the
opportunity for easy money «cannot exist in ayperfect market. Any coverage-related
premium represents an arbitrage opportunity that.investors whom are rational can quickly
spot, seize, and eliminate. The result from the study provides that there is a coverage-
related premium to stocks withi-high media‘coveragel As a result, this-study; of the media
coverage andsstock returns do not give a strong support to the perfect market model.
There seems to be an arbitrage opportunity and a coverage-related premium to stocks

with high media coverage Thai stock market.

Furthermore, the opportunity for easy money could be explained by the
recognition hypothesis and behavior finance theory. Barber and Odean (2007) study
investors’ reaction to news media and find that investors are more likely to buy than sell
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attention-grabbing stocks. Attention-grabbing stocks, for instance, are stocks that are
frequently featured in the news media, including the print media. Investors who overly
rely on familiarity in making investment decisions would actively react to media
attention.® Newspaper articles increase investors’ recognition and familiarity of a stock
even if they are not informative. All mention of stocks in the news increase investors’
recognition of those stocks. If these investors over-weight those recognized and
familiarized stocks in their portfolios, prices of those stocks are likely to rise relative to
those that are not frequently featured in the medias Furthermore, some studies, such as
Coval and Sumway (2005) and Tetlock (2007), stggest.that investors overreact to media
attention. Investors often react posiitvely to good news and negatively to bad news. As a
result, people buy the stocks with pesitive news, driving up the stock prices. Returns on
those stocks are driven up asprices of these stocks increase relative to those that are not

featured in the media.

The media effect has led us tothink that thé print media in Thailand may not be as
active as the media in the U.S. The /Thai media is unable to keep managers from secretly
keeping negative news of their firms.«Note that the media effect documented in Thai
stock market is reverse to the media éffect observéd:t:)"y Fang and Peress (2009) in the U.S
stock market. In Thailand, stocks with high media coverage outperform those with low
media coverage. If the media-effeci-is-a-resuti-of-overreaction of investors to positive
news, then it is very likely-that the managers try to keep negative news away from the
print media. This could really be the case, especially for country like Thailand, where
corruption is evidently present. World, Assaciation ©f INewspapers«2009) confirms these
influences on Thai media."While 'U.S. 'newspapers have detached stance towards politics,
that Thai newspapers.are_generally_ or explicitly supportive of particular‘political parties.
According to. World "Association: of <Newspapers (2009),..U.S. inewspapers pride
themselves on their independence from political dispute. Journalists are trained to seek
objectivity in their reporting and are warned against taking positions on issues, persons,
or events they cover. U.S. newspapers observe strict separation between news and

editorial pages and maintain a strict separation of powers between the newsroom and

¥ See, Huberman (2001) for review on types of investors.
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business office. Their separation of powers is meant to express papers’ editorial
independence and to avoid even the appearance of influences on the paper from
advertisers or political parties. Hence, news articles released about each company are free

from any influences of the powerful forces.

In contrast to the U.S. media, Thai media is not as independent. Many news media
take a strong position towards one political party. Lewis (2006) studies media and
cultural politics in Malaysia, Singapore, and Thailand. He states that Thai media has been
greatly influenced by politics. For example; in+2002, ex-Prime Minister Thaksin
Shinawatra acquired the only.non-state-owned broadcaster ITV. Many ITV employees
were subsequently fired if they do.net.econform to take a more pro-government and non-
critical position. A Thai radio statien that included news broadcasts critical of the ex-
prime minister was prohibited by the government anddenied access to Nation
Multimedia Group, one of Fhailand’s few independent news sources. It was suspected
that ex-Prime Minister Thaksin instructed compéhies to spend their advertising budgets
on only friendly publications. Many powerful bﬁsinessmen were friendly to the ex-prime
minister. Grammy Co., Ltd., for example, ac’@ired Matichon newspapers, and also
transformed it to a more pro-government and in(’)ﬁ-—critical position. These situations
suggest that content of the news colld greatly be influenced by some powerful sources. It
could also be suspected thai-powerful-managers-are-abie-to-control of both the quantity
and the quality of the news released about their firms. As a result, more good news is
perhaps released more frequently than bad news in the Thai print media. This, in turn,
allows investors to redctypositively torthe news,buy, therstocksand:drive up the prices of

those stocks, resulting in"higher future retarns.
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Table 2: Determinants of Media Coverage

This table represents the regression results of determinants of media coverage. Fama-Macbeth
regression method is applied, and Newey-West procedure is used to adjust the standard errors for
autocorrelation since media coverage is persistent. The dependent variable is a dummy variable for
media coverage. It is equal to 1 if the stock has number of articles higher than the median of number
of articles of all 159 firms listed in SET100 from 2005-2008 in that year and zero if the stock has
newspaper coverage lower than the median number. Four regressions are examined, adding more
factors to each regression. Size is defined as the natural log of the average market capitalization of
equity over the previous calendar year. B/M refers to the natural log of book-value of equity over
market value of equity as of the previous year end. Price is the price of stock measured each year. Past
return is the stock’s total return measured each year. R-squared is shown in the last row of the table. P-
values are in parenthesis. *,** *** indicate that the coeffigient is statistically significant at 10%, 5%
and 1% levels, respectively. From the table below, it.can.be observed that media coverage is highly
positively related to size and book-to=market ratios.

Dependent Variable: MEDIA

Constant 0.4642 04615 0.4554 0.4578

[0]*** 0] L [O]%** [O]*+*

Size 1.79E-06 1 80E-06" 1.58E-06 1.56E-06

[0]*** [O]*** 2 ::- [0]*** [0]***

B/M " 0.0031 ' We0.0031 0.003
= [0-009]** [0:0069]** [0.0145]*

Price I 4 0.0006 0.0005
- - [0.2038] [0.2326]

Past return -3 ] -3 -0.0047
- - - [0.7857]

R-squared 0.073 0:074 0.076 0.077
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Table 3: Returns of Media Portfolios

This table presents average monthly returns on portfolios of stocks sorted by media coverage and firm
characteristics. Sample firms are firms listed on SET100 from 2005 to 2008. However, media
coverage is collected from 2004 to 2008 from four newspapers: Bangkok Post, Post Today, The
Manager, and Thann Settakij. Media coverage is measured by the number of newspaper articles
written about the firm. Average return numbers are in percentage. Panel A provides average monthly
returns of sample firms divided into three media portfolios of low, medium, and high. Panel B
presents average monthly returns of stocks sorted by size and media coverage. Panel C presents
average monthly returns of stocks sorted by book-to-market ratios and media coverage. The median is
used to divide stocks into different portfolios. Equal weighted average return is computed for each
portfolio using stock prices in the next month. The column “Low-High” indicates the difference
between average returns of low media portfolio and high media portfolio. T-stat for Low-High is also
tabulated. The row S.D. is standard deviation of returns of each.portfolio.

Average'menthly return

Panel AxMedia coverage
Low Medium High "z & ' Low-High t-stat for Low-High
All Stocks -0.25 -0,58 F1.05== 0.80 1.35
S.D. 7.09 6.75 7.35 M 4\ As8
Rangl B: Size
Low Medium , High~ 204 Low-High t-stat for Low-High
Small 0.22 -1.12 040644, 0.28 0.43
S.D. 8.25 6.93 p73 -, 508
Medium -0.88 -0.51 4:79 - <20 .91 1.56
S.D. 6.27 6.49 841 _ . 4.47
Large -0.63 -0.72 =@ 79/ A6 0.34
S.D. 7.10 6.83 6.93 3.62
Panel B: By book-to-market
Low Medium High Low-High t-stat for Low-High
Small -0.14 -0.79 -1.46 1.32 2.04
S.D. 5.83 6.14 7.36 5.02
Medium -0.6 -0.37 -0.91 0.31 0.64
S.D. 7.51 6.79 741 3.81
Large -0.77 -0.83 -0.94 0.17 0.31
S.D. 8.22 8.13 826 4:46
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Figure 2: 4-Year Performance of SET100

This graph plots stock market index return to demonstrate 4-year performance of SET100 from April
2005 to April 2009. It can be observed that stock market declines steadily throughout year 2008 due to
the Financial Crisis in 2008, in which many banks have collapsed. It could be suspected that year 2008
was the reason behind the unprofitability of the media portfolios in univariate analysis.
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Table 4: Returns of Media Portfolios, Excluding Year 2008

This table presents average monthly returns on portfolios of stocks sorted by media coverage and firm
characteristics. Sample firms are firms listed on SET100 from 2005 to 2007. However, media
coverage is collected from 2004 to 2007 from four newspapers: Bangkok Post, Post Today, The
Manager, and Thann Settakij. Media coverage is measured by the number of newspaper articles
written about the firm. Average return numbers are in percentage. Panel A provides average monthly
returns of sample firms divided into three media portfolios of low, medium, and high. Panel B
presents average monthly returns of stocks sorted by size and media coverage. Panel C presents
average monthly returns of stocks sorted by book-to-market ratios and media coverage. The median is
used to divide stocks into different portfolios. Equal weighted average return is computed for each
portfolio using stock prices in the next month. The column “Low-High” indicates the difference
between average returns of low media portfolio and high media portfolio. T-stat for Low-High is also
tabulated. The row S.D. is standard deviation of returns of each.portfolio.

-,

Avegage monthly return

PanelfA: Media coverage
Low Medium High™ = Low-High t-stat for Low-High
All Stocks  0.66 0.19 022 S VN\ORS 1.22
S.D. 5.03 4.62 5.58—=% 4.95
PahelB:'Size .
Low Medium High < “< Low-High t-stat for Low-High
Small 0.97 -0.4 #0.28" ZIe 0189 0.92
S.D. 5.92 5.28 1o 518
Medium -0.06 0.18 -1.13 = 1.0/ 1.66
S.D. 4.29 437" Y6097 48
Large 0.38 0.21 707, <) bidiie.2 1 0.39
S.D. 4.33 4.42 ~ 510 " 3.64
rRanelB. By book-to-market .
Low Medium High Low-High { t-stat for Low-High
Small 0.84 -0.19 -0.84 1.68 2.75
S.D. 4.19 4.19 5.74 4.25 -
Medium 0.51 0.52 -0.19 0.70 1.31
S.D. 5.19 5.32 5.17 3.71
Large -0.19 -0.12 0.15 -0.34 -0.54
S.D. 5.74 5.47 6.68 4.44
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Table 5: Media-Related Trading Profits

This table examines profitability of a trading strategy that longs stocks with low media coverage and
shorts stocks with high media coverage. The dependent variable is the time-series returns of long-short
portfolios. Each month, stocks are sorted by media coverage. Media coverage is the number of
newspapers articles published about a stock. Median is used to group sample stocks into three media
portfolios of low, medium, and high. Portfolios are rebalanced each month and are equally weighted.
Time-series returns are regressed on the two models: CAPM and Fama-French three-factor model.
Rm-Rf is the market return, minus return on 1-month Thai Treasury Bond. SMB is return of a
portfolio of small stocks, minus the return of a portfolio of large stocks. HML is return on a portfolio
of stocks with high book-to-market ratio, minus_return on a portfolio of stocks with low book-to-
market ratio. P-values are shown in the parenthesis; *; **, *** indicates that the coefficient is
statistically significant at 10%, 5% and 1% levels, respectively. R-squared are shown in the last row.

Modet i« Model 2:
CARM FF 3-Factors

Rm-Rf 00095 - 0.0147 0.014102

[08780] ; [0.2671] [0.2468]

SMB = | 0.01741 0.011036

& * 0.2671] [0.6303]

HML -- -- -0.00968

% ’ - [0.5038]

Intercept -0:2293 < -0.225 -0.2526
[0.004 1]+ [0.0051]%** [0.0008]***

Observations 60 60 60

R-Squared 0.0134 0.0216 0.03
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Table 6: Media-Related Trading Profits by Firm Characteristics

This table examines profitability of a trading strategy that longs stocks with low media coverage and
shorts stocks with high media coverage. The dependent variable is the time-series returns of long-short
portfolios. Panel A presents profitability of the media trading strategy in subsamples of firms sorted by
size. Panel B shows profitability of media trading strategy in subsamples of firms sorted by book-to-
market ratios. Each month, stocks are sorted into media portfolios of low, medium, and high using the
median. Then, stocks in each media portfolio are sorted again by size or book-to-market ratios. The
portfolio then takes a long position on stocks with low media coverage and short position on stocks
with high media coverage. Portfolios are equally weighted and rebalanced monthly. Numbers shown
in the table are alphas from regressing the time-series returns of long-short portfolios on CAPM and
Fama-French three-factor model. P-values are shown in the parenthesis. *, **, *** indicate that the
coefficient is statistically significant at 10%, 5% and 1%.levels, respectively.

Panel A:|By size

CAPM FF 3-Factor
Small
-0.1081 o -0.0719
[0.52] . [0.754]
Medium
-0.3486 v 10,5212
[0.0064]*+* - [0.0171]*
Big e
-0.2582 -0.3387
[0.0018]*** T [0.0046]***
Panel B: By book-to-market
CAPM FE3-Factor
Low
-0.2162 -0.2606
[0.0012]*** [0.0037]***
Medijum
-0.2516 -0.3957,
[0.0042]* [0.0296]**
High
-0.3354 -0:12924

[0.0009]** [0.0138]*
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Table 7: Robustness Checks

This table examines profitability of media trading strategy that longs stocks with low media coverage
and shorts stocks with high media coverage, after excluding financial firms from the sample. The
dependent variable is the time-series returns of long-short portfolios. Panel A presents profitability of
the media trading strategy in subsamples of firms sorted by size. Panel B shows profitability of media
trading strategy in subsamples of firms sorted by book-to-market ratios. Each month, stocks are sorted
into media portfolios of low, medium, and high using the median. Then, stocks in each media portfolio
are sorted again by size or book-to-market ratios. The portfolio then takes a long position on stocks
with low media coverage and short position on stocks with high media coverage. Portfolios are
equally weighted and rebalanced monthly. Numbers shown in the table are alphas from regressing the
time-series returns of long-short portfolios on CAPM and Fama-French three-factor model. P-values
are shown in the parenthesis. *, **, *** indicate that the'coefficient is statistically significant at 10%,
5% and 1% levels, respectively.

Panel’A¢ By media coverage

CAPM EF 3-Factor
-0.295 -0.3857
[0.046]** [0.0827]*
Panel B: By size
CAPM EF 3-Factor
Small. ¢
-0.3125 -0.3328
[0.0417]* [0.1237]
Medium* =
-0.3737 -0.3487
[0.0010]*** [0.0062]***
Big
-0.3303 -0.3808
[0.0053]*** 10.0612]*
Panel C: By book-to-market
CAPM FFE 3-Factor
Low
10.278 -0.3725
[0.0357]** [0.0037]***
Medium
-0.3796 -0.4529
[0.0089]*** [070694]*
High
-0.3897 -0.3689
[0.0026]*** [0.0891]*




CHAPTER VI
CONCLUSION

6.1 Conclusion

Mass media is an important tool in disseminating information to the public. This
role of media has the effect of reducing information asymmetries, increasing transparency,
and providing useful information to various stakeholders. Given this, one might expect
the mass media to impose a significant effect on sectrities markets. Interest in the relation
between the news media and the-market has been inereasing among researchers. This
paper aims to contribute to this-strand of research by examining the relation between
media coverage and stock rettrns«in: Thailand. The paper hopes to contribute to the
rapidly expanding area of researchion the effect on media coverage on financial markets.
Information flows are a keysfactor driving aééet pricing patterns, and thus a simple
measure of such flows could have many uses. Stock prices are based on forecasts of
future performance, and optimal  forecasts require weighing both hard and soft
information about the company, the industry and the overall economy. Given the many
factors that must be weighed, it is difficult to find a quantifiable measure of the market’s
consensus at any one time, or of how that consehsys changes over time. One possible
measure, however, is based on media attention, since -financial journalists are
professionals that attempt'to reflect and report (and perhaps shape) this consensus. Thus,
it is not surprising that so smuch attention recently has been.given to the media and its

effect on the financial markets.

The paper is strongly related to Fang and Peress (2009), who study the effect of
media coverage.on stock, returns in.the U.S., Fang-and, Peress (2009).finds a no-media
related premium of 8-12% “annualy,” suggesting that“stocks-with RO’ media coverage
outperforms those with high media coverage in the U.S. stock market. However, the
media effect is hypothesized to be reversed for Thai stock market. The main reason for
this is because media in Thailand and the U.S., each, has its own unique aspect. Thai
media is generally or explicitly supportive of particular political parties, while U.S. media
pride itself on their independence from political fray. Media in Thailand could

suspiciously be affected greatly by the powerful forces, and might not be able to prevent
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powerful managers from secretly keeping negative news about their companies. More
positive news implies better performance of that company. Hence, stock price of the firm

rises, offering higher future returns.

There are two main objectives to this paper. Following methodology of Fang and
Peress (2009), the first objective is to examine some determinants of media coverage in
Thailand, such as firm size, book-to-market ratios, past returns, and prices. The second
objective is to examine the effect of media coverage on stock returns in Thai stock
markets, and to prove the hypothesis that the media _effect found by Fang and Peress
(2009) in the U.S. stock market.is-reverse in Thai stock.market. That is, in Thai stock
market, media coverage and stockereitins are positively correlated. Stocks with high
media coverage offer higher returps than stocks with low media coverage. Sample
consists of companies listeaon SET100 of the Stock Exchange of Thailand from January
2005 to December 2008. Haweyver, news articles are collected on these sample stocks
from January 2004 to December 2008 from four éelected local Newspapers in Thailand,

namely Bangkok Post, Post Today, Thann Settakij'and The Manager.

Firstly, to examine determinanis.of medil'i E:oyerage following methodology used
by Fang and Peress (2009), Fama-Macbeth (19_7_3)_ regression is carried out, using
Newey-West adjusted standard errors for autoéorrelation since media coverage is
persistent. Dependent variable is media coverage or the number of articles published
about a stock in a given year. Size and book-to-market ratios are found to be positively
correlated to media coverage,swhile past return and prices are not significant. Secondly,
univariate and multivariate analyses are carried out to examine the.media effect in Thai
stock market. In univariate analysis, average monthly returns for stocks that are sorted by
media coverage ‘ere compared. Each,month, stocks are‘divided into threg media portfolios
of low, medium, and high media coverage, using the median. Equal-weighted average
returns are computed for all portfolios, using individual stock prices in the next month.
When these returns are compared, it can be observed that all media portfolios are not
profitable. However, there is a “loss premium” of 9.6% annually related to low media
coverage stocks. This “loss premium?” still exists after controlling for firm characteristics,
such as size and book-to-market ratios. Multivariate analysis is then carried out to test
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whether this low media-related premium exists after controlling for the risk factors that
are known to affect the cross-section of stock returns. In multivariate analysis,
profitability of a trading strategy that longs stocks with low media coverage and shorts
stocks with high media coverage is observed. Each month, stocks are sorted by their
media coverage into three media portfolios of low, medium, and high, using the median.
Both the long and short positions are equally weighted, held for one month, and
rebalanced monthly. The resulting time-series returns on the long-short portfolio are
regressed on CAPM and Fama-French three-factormodels, to control for market, size,
and book-to-market factors. Negative and signifieant alphas from CAPM and Fama-
French three-factor models indicaie that there are no excess returns associated to the
media trading strategy. The resulting negative alphas are primarily driven by the long
positions in the stocks with low media coverage. Hence, after factoring in the risk factors,
it is found that stocks with high media coveraige seem to outperform stocks with low
media coverage. The media effect is robust; even after controlling for firm characteristics
and financial sector bias. The'two analyses offer two different results of the media effect
in Thai stock market. Because risk factors are takén into account, multivariate analysis
offers a stronger evidence of the media effect iisidoguments. The hypothesis that media
coverage and stock returns are positively correlated is supported.

Explanation to the media-effeci-found-in-Thai-siock-market, after controlling for
firm characteristics and risk factors, can be related to the investors’ recognition theory,
behavior finance theory and other significant influences on the Thai media. In the
investors’ recognition: theony context; there; are=studies;y foryinstance Barber and Odean
(2007), that observe that investors buy “attention-grabbing” stocks."Mass media plays an
important role of information provider, either by distribution or redistributing information
from other sources tol the public. If investors buy andcover-weight stacks that they are
familiarized in their portfolios, prices of these stocks are likely to increase relative to the
prices of other stocks. As a result, stocks that have higher media coverage give higher
future returns than those that have lower media coverage. For behavior finance theory,
studies suggest that investors overreact to media attention. Investors often react positively

to good news and negatively to bad news. This has led us to think that the print media in



39

Thailand may not be as active as the media in the U.S. As a result, the media is unable to
keep managers from secretly keeping negative news of the firms.

To expand the discussion of Thai media and U.S. media, World Association of
Newspapers (2009) has documented that Thai newspapers are generally or explicitly
supportive of particular political parties. Take The Manager, for instance, it is owned
independently by the leader of a group of political protestors who refer themselves as
“Yellow”. Moreover, ITV was acquired by ex-Prime Minister Thaksin Shinawatra, and
was transformed to take a more pro-government.and non-critical position. Thos that did
not were asked to leave the.company. Matichon, 0o, was transformed after being
acquired by Grammy Co., Ltd. Ali~these instances suggest the media in Thailand can
easily be influenced and ruled by ihe powerful businessmen and politicians. If news
content released by the Thai'megia gould be greatly influenced by some powerful forces,
then powerful managers arg'suspected te have control over: the quality (content) and
perhaps the quantity of the news relgased about fﬁeir firms. There is extensive evidence
from the behavioral finance literature of overreaction. Many studies document that
investors tend to overreact to media attention. Ifl':'investors react positively to good news,
the media effect found in Thai stock market may imply that media cannot prevent
managers from secretly keeping negative news about their firms. As a result, more good
news is perhaps released more-frequently-than-bad-news-in-the- Thai print media. This, in
turn, allows investors to react positively to the news, buy the stocks and drive up the

prices of those stocks, resulting in higher future returns.

The media effect found in Thal and U.S. stock markets may. be different but they
speak strongly against the perfect market model, where market is informationally
efficient. In‘a perfect imarket, prices fully reflect all!information ‘avaiable and arbitrage
opportunity does not exist. The media effect suggests that there is coverage-related
premium to the amount of media coverage of stocks. This premium represents an

opportunity for easy money, in which rational investors are quick to spot and seize.
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6.2 Implications and Suggestions for Future Research

Practical implication of the results is that coverage by mass media can play a role
in alleviating information problems even if it does not give genuine news. Further, this
implies that companies’ media relations activities can affect their cost of capital.
Managers may want to release more news to increase recognition to investors that prefer
to over-weight familiarized stocks. Also, many firms in Thai stock market are still left
without analyst coverage. The result suggests that mass media may offer a supplement, or
perhaps a substitute, to the traditional channelsof eorperate information such as analyst

coverage.

In addition, the result gi«this.study has led to an interesting question, which can be
useful for future research of this areas That-s, can media be a return factor? In a perfect
market, the amount of media goverage is not relevant because media coverage does not
reveal any information about the firms,; and ekisti-ng risk factors fully explain the cross-
sectional pattern of returns. Result of the media efft_e_ct speaks strongly against the perfect
market model. From the market factor of CAPM fo size and book-to-market factors of
Fama-French three-factor model to the momentHrﬁ,ajactor of Carhart four-factor model,
media factor can perhaps add to the commonly kngwn risk factors to help explain the
cross-sectional pattern of returns. There are two -main points' on the media factor that
should be taken into account. First is quantity of the news or coverage. Second is quality
of the news or the linguistic content of the news. More and more studies are carried out to
observe the effect of media caverage on stock regurns. It would be interesting to observe
whether the media effect. exists when linguistic.contents of the news are controlled. If
both coverage and content factors significantly affect the stock returns, it would also be
interesting t0, bbserve whather guantity (media‘coverage) of quality (content) has a more

significant impact on stock returns.
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