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Highlights

e Disseminated additional news via Twitter, expands market participants' access to
information as a complementary information

e Datafrom US S&P 500 Firms, for 2016-2019 and has been analyzed.

e Thereisasignificant relationship between the tones of disseminated earnings news via
Twitter and the stock abnormal bid-ask spreads.

e There is asignificant relationship between tweets about earnings news and the stock
abnormal bid-ask spread.

e The Disclosur environment on social media may be used by firms for strategic news
dissemination

e Itisimportant to inform shareholders about firms’ disclosure policies on Twitter.

Abstract

In the present study, has been investigated, the relationship between the tone
of disseminated earnings news by firms via Twitter social media and the reaction
of the capital market. For this purpose, has been extracted, data from US S&P 500
companies, for 2016-2019 and has been analyzed. The results showed that there
was significant relationship between the tone of disseminated earnings news on
Twitter and the stock abnormal bid-ask spreads. Also, the results showed that
there is a significant relationship between earnings tweets containing original and
existing news and the stock abnormal bid-ask spread. Disseminated additional
news through social media by companies, expands market participants' access to
information and be used as a complementary source of awareness in capital
markets. Despite the role of social media as complementary awareness resources,
this environment can be prone to strategic news dissemination by companies, and
vigilance by users of this environment should be considered.
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Introduction

The approval of regulation by the Securities and Exchange Commission
(SEC) enhances the credibility of social media platforms as reliable and
legally recognized sources of information.The disclosure of earnings-
related information through Twitter can contribute to increasing the level
of information available to users.This study examines the role of earnings-
related news disseminated by firms via Twitter in influencing market
reactions, which are proxied by abnormal stock returns, abnormal trading
volume, and abnormal bid—ask spreads. This investigation is important for
explaining the role of social media as a complement to traditional financial
reporting. In the present study, the content of earnings-related news
disseminated by firms on Twitter and its relationship with market variables
is investigated. In other words, this study examines whether the content of
earnings-related news posted on firms’ official Twitter accounts is capable
of influencing market reactions.

Hypothesis 1: The tone of earnings-related news disseminated by firms
on the Twitter social media platform is associated with abnormal stock
returns.

Hypothesis 2: The tone of earnings-related news disseminated by firms
on the Twitter social media platform is associated with abnormal trading
volume.

Hypothesis 3: The tone of earnings-related news disseminated by firms
on the Twitter social media platform is associated with abnormal bid—ask
spreads.

Bartov, Faurel, and Mohanram (2019) investigate the impact of
Twitter news on earnings and return predictability and classify
Twitter-based news posted by market participants into two
categories: original news and existing news. They find that both types
of news are informative in predicting firms’ earnings and returns.
Accordingly, the present study analyzes the tone of earnings-related
news disseminated by firms on Twitter by distinguishing between
original and existing news and examines their relationship with capital
market reactions.
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Hypothesis 4: The tone of earnings-related news containing original
and existing information disseminated by firms on Twitter is associated
with abnormal stock returns.

Hypothesis 5: The tone of earnings-related news containing original
and existing information disseminated by firms on Twitter is associated
with abnormal trading volume.

Hypothesis 6: The tone of earnings-related news containing original
and existing information disseminated by firms on Twitter is associated
with abnormal bid-ask spreads.

Methodology

The empirical analysis employs multivariate regression models. The
regression specifications for testing the hypotheses are developed based
on, and adapted from, Bartov et al. (2019).

Dependent Variables

Abnormal Stock Returns (ABRETURN): Abnormal stock returns are
calculated as the difference between the absolute value of the size-adjusted
three-day return during the event window and the mean of the absolute
size-adjusted three-day returns during the estimation window, divided by
the standard deviation of the absolute size-adjusted three-day returns in the
estimation period.

Abnormal Trading Volume (ABTURNOVER): This variable is
computed as the difference between the three-day trading volume during
the event window and the average three-day trading volume during the
estimation window. Three-day trading volume is calculated as the ratio of
three-day trading volume to shares outstanding.

Abnormal Bid-Ask Spread (ABSPREAD): This variable is defined
as the three-day bid—ask spread during the event window minus the average
three-day bid—ask spread during the estimation window. The bid-ask
spread is calculated as the difference between the highest and lowest prices
divided by the average of the highest and lowest prices.
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Independent Variable

Tone of Earnings-Related Tweets (TONE): Content analysis is based
on the number of negative words in each tweet. The weighted sum of
negative words during the estimation period is multiplied by —1 and
divided by one plus the total number of positive and negative words in the
tweets.

Subsequently, the overall tone variable is decomposed into original
news tone and existing news tone.

Control Variables: Uninformed Investors (UNSOPHI), Firm Size
(SI1ZE)Growth (GS), Market-to-Book Ratio(MTB), Leverage (LEVE),
Firm Age (FIRMAGE), Loss (LOSS)

Data

Twitter data include the textual content of firms’ tweets and the number
of followers, which are used to weight tweet tone. Initially, all tweets
posted by sample firms between October 2015 and March 2020 were
extracted, resulting in approximately 510,000 tweets. Tweets posted during
the estimation window—defined as the 58-day period prior to the earnings
announcement (days —60 to —2)—were then selected, reducing the sample
to 179,495 tweets. Finally, earnings-related tweets were identified using
textual analysis based on the keyword list provided by Bartov et al. (2019),
yielding 9,145 tweets.

Market data, including stock prices, high and low prices, trading
volume, and stock returns, were manually collected from the relevant
website. Earnings announcement dates were identified for each firm and
fiscal period, after which market data were extracted for both the
estimation window and the three-day event window surrounding the
earnings announcement.

Sample Selection

The sample consists of 374 large firms listed on the New York Stock
Exchange and NASDAQ over the period 2016-2019. All sample firms
maintain official Twitter accounts and joined Twitter no later than
November 2015.
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Results

The empirical results indicate no significant relationship between the
tone of earnings announcement tweets disseminated through firms’ official
Twitter accounts and abnormal stock returns. Similarly, no significant
association is observed between tweet tone and abnormal trading volume.
However, the findings show that as the negativity of earnings-related
tweets increases, abnormal bid-ask spreads decrease. Moreover, no
significant relationship is found between the negative tone of earnings
tweets containing existing news and abnormal returns. The results further
indicate that neither original nor existing earnings-related tweet tone is
significantly associated with abnormal returns. Conversely, increased
negativity in original earnings-related tweets is associated with a reduction
in abnormal bid-ask spreads, a finding that also holds for existing-news
tweets. These results are consistent with Blankespoor et al. (2014) but are
inconsistent with the findings of Bartov et al. (2019).The significant
relationship between the tone of original earnings announcement tweets
and market liquidity measures suggests that the dissemination of additional
information through social media enhances market participants’ access to
information and may serve as a complementary informational source in
capital markets.
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