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ABSTRACT

ThisarticleanalyzestheeffectsofrumorandofficialrumorclarificationonChinesestockreturns
underdifferentrumorconditionsusinganeventstudy.Theresultsarebasedonasampleof832rumor
clarificationannouncementsfromChinaListedCompaniesspanningtheperiodof2015to2017.
Theresultsshowthattheaveragecumulativeabnormalreturnaftertherumoreventissignificantly
positiveinthepositiverumorsampleandneutralsample,andsignificantlynegativeinthenegative
rumorsample.Aftertheclarificationannouncements,wefindtheannouncementseffectiveforthe
positiveandneutralrumorsample,butnotinthecaseofthenegativesample.However,bycomparing
differentclarificationtimesofeachsample,wefindthattheearliertheclarificationtimeis,thesmaller
theimpactonthecompaniesinpositiveandnegativerumorexamples.
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Event Study, Rumor Clarification, Rumors, Stock Price

1. INTRodUCTIoN

Itisdifficulttodisputethatrumorshaveanimportantinfluenceoncorporatevalue,namelystock
prices.Phraseslike“StockXsoaredamidstrumorsof...”canbereadorheardalmostdailyinthe
popularmedia.Inrecentyears,theInternethasprovenaproductiveincubatorofrumors(VanBommel,
2003). Investors exchange information in chatrooms, newsgroups, and message boards. Rumors
canalsospreadthroughwordofmouthornewsletters.Kapfererdefinesarumorastheemergence
andspreadingofinformationinasocietalorganismthateitherhasnotbeenyetpubliclyconfirmed
orbeendeniedbyofficialsources(Kapferer,1996).Atthesametime,theinfluenceofrumorson
thecompanyhasalsobeenincreasinglyconcernedbyresearchersandpractitioners.Therumorsof
listedcompaniescausedabnormalvolatilityinstockprices(LimandKong,2004),increasedthe
operatingriskoflistedcompanies(Kiymaz,2002),andhadacertainimpactonthestabilityofthe
securitiesmarket.

Foralongtime,limitingthespreadofrumorsinonlinesocialnetworks(OSN)hasbeenan
importantbutdifficultproblemtobeaddressed.Therearemainlytwowaystosolvethisproblem
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currently1)blockingrumorsatthemostinfluentialusersorcommunitybridges,or2)spreadingtruths
toclarifytherumors(Wenetal.,2014).Bothmethodsclaimtohavebetterresultsaccordingtotheir
ownconsiderationsandenvironments.However,formostcompanies,itistheeasiestandquickest
way topublishrumorclarificationsannouncements,aswellas the lower technical requirements.
Previousstudieshaveshownthatrumorscanhaveabigimpactonthemarket,resultinginabnormal
fluctuationsinstocksandyieldpositiveabnormalreturns(YangandLuo,2014).However,theexisting
researchseldominvolves theperformanceof thecompany’sstockpriceafter theclarificationor
denialofrumors.Thisstudythereforeattemptstoinvestigatethevalidityofthestockmarketafter
thecompanyclarifiestheannouncement.

Empirical research shows that stock prices react differently to company news accordingly
concerningcorporateormarketconditions(BelowandJohnson,1996;DockingandKoch,2005;
Lee,Kuo,andYen,2011;MianandSankaraguruswamy,2008).Inrecentyears,agrowingnumber
ofresearchersarebeginningtopayattentiontotheimpactofnewsonthecompany,suchasreducing
informationasymmetrybetweenshareholdersandfirmstoimprovetheefficiencyoffinancialmarkets.
Meanwhile, the financialmarket isan idealplace for rumorsand theirdissemination forseveral
reasons:thenumberofparticipantsislimited,theactorsareallexpertsinthefieldandfloodedwith
news,timeiscrucial,andafinancialriskisalwaysinvolved(Schindler,2003).Asaresult,research
onrumorsandrumorrestrictinginthefinancialmarketshasbeenincreasinglyconcernedbyscholars.

Forthefollowingthreereasons,ourresearchfocusesonadevelopingcountry,China.First,the
securitiesmarketinChinaisfullofrumorswhichareeasiertocollect.Therearealargenumberof
speculatorsinChina’sstockmarketandtheybelievetherearealotofinformationleakageandinsider
transactionsinthestockmarket;therefore,itisreasonablefordomesticinvestorstotakerumorsinto
accountintheirequityinvestmentdecisions,incontrasttoinvestorsinmarketswhereinformation
leakageisstrictlyforbidden.Inaddition,inthecaseofasymmetricinformation,speculatorshavean
incentivetoinfluenceinvestors’decisionsbycreatingandspreadingrumors.

Second,startingin2007,theChinaSecuritiesRegulatoryCommission(CSRC)issuedanewrule,
theAdministrativeMeasuresonInformationDisclosurebyListedCompanies,whichappliestoall
firmslistedontheShanghaiStockExchange(SHSE)andtheShenzhenStockExchange(SZSE).It
stipulatesthatallthelistedcompaniesshouldpromptlyclarifyrumorannouncementwhenthereare
rumors.Theimplementationofthisnewrulesandregulationsprovidesanidealwaytoobservethe
influenceofrumorclarificationontheperformanceofthecompany’sstockpriceusingevent-analysis.

Third,thispaperextendstheanalysistotheChinesestockmarket,whichisdifferentfromthe
otherdevelopedcountries’stockmarket,includingbothShanghaiandShenzhenStockExchanges
andprovidesnewinsightsintodevelopingequitymarkets.Thereareonlyafewinstitutionalinvestors
inChina’sAmarketswithalargenumberofindividualinvestors(Green,2003).Oneofthebiggest
problemsfacingtradersislackoftransparency.Thecorporateannouncementrequirementsoflisted
companiesinChinaareneitherperfectnorwelldeveloped,andsignificantlylesscomprehensive
compared with the financial markets of developed countries. Therefore, the trading behavior of
investorsinChinafinancialmarketisinconsistentwiththoseinotherdevelopedmarkets.Byfollowing
themarketconsensus,investorscanmakeinvestmentdecisionsaccordingtootherswhomaybemore
awareofthedevelopmentofthemarket.GiventhegrowingsignificanceofChina’sstockmarket,
alongwithitsuniquemicrostructurefeaturesandtraderscopingwithaCommunist(butincreasingly
marketoriented)government,itisimportanttounderstandhowtradersinChinesemarketsinthis
processoftransitionbehave.

Ourpaperconcentratesontheeffectofrumorclarificationaswellastherumorsthemselves;
thisisquitedifferentfrompreviousresearchthatfocusessolelyonrumorsorrumorclarifications.
Theefficientmarkethypothesis(EMH)suggeststhatstockpricesinstantaneouslyreflectchanges
infundamentals.Accordingly,weexpecttofindexplicitevidencethatwhenrumorsturnouttobe
false,stockpricesplummetrightaftertheannouncement.However,applyingtheEMHtoinvestigate
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