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This article studies the model of the impact of real negative news on stock prices and provides evidence using China’s A-share
listed companies as an example. It first defines the negative news of the network. Then, it constructs the negative news to the stock
price influence model, from the perspective of the theory of behavioral finance, the relationship between stock market and investor
sentiment is systematically analyzed, and the theoretical support for the research of this paper is provided according to the
definition of network negative news concept using the event study, abnormal returns test, regression analysis of the sample
selected out of the study, observation of negative news before and after the abnormal returns, and excess returns changes. Studies
have shown that negative news before 1 day and after 4 days makes stock price volatility larger, resulting in excess returns. The
network negative news on the listed company’s stock price fluctuations can cause a certain degree of impact; in the short term, the
fluctuation of the stock price of listed companies is more active. This article finds that when online media disclose negative
information on listed companies from one day before to four days later, stock prices will fluctuate greatly, generate excess returns,
and continue to make stock fluctuations more active in the short term. In addition, when studying the influencing factors of the
stock price fluctuations of listed companies, we found that stock price fluctuations are affected by the company’s performance. The
better the company’s performance is, the smaller the stock price fluctuations will be when it is affected by negative news. Finally,
we find that the higher the shareholding ratio of institutional investors in listed companies, the more stable the stock price.

1. Introduction

With the rapid rise of online media, online news and public
opinion have attracted more and more attention from
netizens. Each netizen is not only an audience of many
online media but also a disseminator and creator of in-
formation. In an increasingly diversified media environ-
ment, according to the analysis of the public’s psychological
factors, netizens are more inclined to be exposed to con-
flicting, irritating, and ambiguous negative information;
especially in today’s rapid development of the mobile In-
ternet, people’s timeliness of obtaining information and the
convenience are higher, and the negative news on the In-
ternet is getting more attention.

With the continuous improvement of my country’s
capital market and the gradual improvement of residents’
living standards, when people have surplus funds, most
people will begin to invest, and the frenzy of “all people’s
stock speculation” will unfold, making my country’s capital
market activity greatly increased. However, most investors
often lack professional knowledge, have immature invest-
ment attitudes, coupled with information asymmetry and
herding effect, and easily fall into investment misunder-
standings. With the increasingly complete market-oriented
management of Internet media and the promotion of
democratic politics, negative Internet news has developed
rapidly as an unstoppable force, impacting the traditional
communication concept based on positive reports. The
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purpose of online media to disclose negative information
about listed companies is, first, to provide assistance to
create a good market economy environment; second, to
protect the interests of small and medium investors; and
third, to inspire better and healthier listed companies’
development. But, everything has two sides, and the
disclosure of negative information about listed companies
will also have an impact that cannot be underestimated: on
the one hand, it will affect the reputation of listed com-
panies to varying degrees, causing people to lose confi-
dence in their brands, etc., thereby indirectly affecting
company performance; on the other hand, it will cause
investors and investment institutions to generate various
investment sentiments, thereby affecting stock prices. The
rise of network communication has brought great prog-
ress of mankind, especially in the field of information
communication. It has incomparable advantages and
provides many conveniences for people’s life and eco-
nomic development. However, at the same time, the
negative effect of network communication can not be
ignored, and it is easy to cause panic among investors in
the stock market because of the negative effect of network
media. Starting from the negative effect of network media,
this study better analyzes the positive function of stock
price volatility and urges investors to spread better news
through the network system.

The occurrence of negative online news is often de-
structive to the listed companies and investors involved. It
can be understood from behavioral finance that investors’
behavior and decision making are generally easily affected by
investment sentiment, and irrational investors are not a
minority in my country’s securities market. When a listed
company has negative news and is widely concerned about
and spread, investors will have negative emotions such as
panic and anxiety, which will lead to them making wrong
investment decisions under irrational circumstances. How
to deal with the impact of negative news on the company is
also a huge challenge for listed companies. Based on the
current general environment of China’s securities market,
this paper studies the impact of real negative news spread by
major online media on the stock prices of the companies
involved. The significance of the research is mainly sum-
marized as follows:

(1) From a practical point of view, Narayan [1] hand-
collected time-series data on positive and negative oil
price news from 100 news sources from around the
world, covering 59,129 news articles on oil prices.
Using time-series predictive regression models es-
timated at 45 countries, it was shown that positive
and negative news predict stock returns for at most
12 countries for which the oil price does not predict
returns. When negative news occurs, it will affect
listed companies and investors to varying degrees.
The research in this article will provide effective
solutions to investors and listed companies to deal
with emergencies in this regard. Suggestions and
measures: under the market economy, the stock
price of listed companies may be affected by many
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factors, among which the network negative news is
an important factor. Investors are increasingly re-
lying on the public opinion information obtained on
the network to assist their investment decisions;
especially, the stock price fluctuations caused by
public opinions in emergencies become more and
more obvious. Based on the network negative news
and stock price abnormal fluctuation theory concept,
using the event study method and multiple regres-
sion method, the empirical study explores the
emergency network negative news on the influence
of the listed company’s stock prices and analyzes the
listed companies and the main reasons for the
network negative news impact on stock prices and
investors in the network negative news management
measures.

(2) In terms of academic significance, Schumaker and

Maida [2] investigated stock price movements within
the minutes following financial news releases, broken
down by media outlet, time of release, and article
sentiment. They found that articles released through
WS]J, Reuters-UK Focus, NYT, and FT all experi-
enced significant positive returns, whereas articles in
Barrons, MarketWatch, Forbes, and Bloomberg
experienced significant negative returns. They found
that articles released at certain times had abnormally
high price movements associated with them, more so
than random chance. Lastly, we discovered a mi-
nority of positive news articles trending upwards and
suddenly reversing direction following a financial
news article release. In one particular case, there was
a period of several days where the release of IBM
articles triggered large price declines with steady
prices otherwise. They believe these findings could be
used by companies as a form of stock price man-
agement. The research of this article can verify
whether the negative news on the Internet will im-
pact the stock prices of related listed companies and
what factors of listed companies will cause different
degrees of stock price changes. In the past, relevant
scholars used to simply analyze the number and
headlines of news, which made the research results
have less practical value. The stock market is a
mutual game market formed by the interaction of
fundamentals, information, and capital. In this pa-
per, from the perspective of behavioral finance, event
research and multiple regression analysis are used to
study the influence factors of hearsay and the stock
price after hearsay. Due to the short development
history of China’s stock market, the investor struc-
ture is still dominated by small- and medium-sized
retail investors. Due to the limitations of their
professional knowledge, the investment decisions of
small and medium-sized retail investors still mainly
rely on the information circulating in the market.
Moreover, due to the irrationality of investors,
seemingly one piece of information can often bring a
great impact to the market.
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2. Review of the Literature

2.1. Definition of the Concept of Network Negative News.
In the news of media report, the different effects of news on all
aspects can be divided into positive and negative ones.
Compared with positive news, negative news has a negative
state; it may be more difficult to control its effect in all aspects
of transmission. Wei [3] defined the concept of negative news
in his study of negative news information: negative news
information refers to the negative change in the original fact
state. The value of negative news information itself is negative,
but not all negative news information will have a negative
impact, and it may also have a positive effect. He [4] con-
cluded the definition by summarizing and sorting out the
relevant literature of negative information in the research of
negative information: on the one hand, the reported content
of news is a negative fact, which will have a negative impact;
on the other hand, it is a nonnegative news fact, but it may be
caused by the improper way of expression. But, generally
speaking, it is mainly aimed at the real news events rather
than personal opinions or public opinions. Bai and Chen [5]
analyzed the definition of negative information in the concept
of “negative information.” Negative information refers to
information, reports, and news that are not beneficial to the
company or other relevant departments, highly dependent on
news facts, and is real rather than rumor or unconfirmed
information. As the name implies, the negative news on the
Internet refers to the real and effective negative news released
and spread through the Internet media, which will have
negative or bad influence in a certain range.

The network negative news in this paper mainly refers
to the negative news information of listed companies that
has been officially confirmed in the financial market. This
information comes from various financial websites or of-
ficial websites, and such information may affect the stock
price of the company. In the process of using information,
accounting for the total number of investors in China stock
market with the most individual investors, due to the
structural weakness of their own knowledge and psycho-
logical factors such as cognitive biases, information access
is relatively single, information analysis ability is limited,
investors often see listed companies to disclose some im-
portant news, and once this news release, will quickly
spread in the network media. Whether the information
contained in the news is good or bad, it will influence
investors’ investment decisions intentionally or uninten-
tionally, thus leading to the stock market volatility.
Moreover, the fluctuating state of the stock market will be
transmitted to the stock market participants in the form of
information through the news media, and the stock market
participants will change their investment decisions
according to the information obtained. Especially with the
popularization of the network, more people use the In-
ternet to obtain information, which makes the influence of
Internet financial news stronger and wider. Therefore, it is
very important to study the relationship between network
negative news and stock price fluctuation and provide some
reasonable suggestions for the trading activities of stock
market participants.

2.2. Related Research Status. With the further development
of the securities market and the rapid change of the Internet
information age, people gradually pay attention to the
important influence of information on the securities market.
This has led to scholars’ research in this field, which analyzes
the impact of media information on securities trading and
prices from different levels. Rose [6] is the first to study
media information theoretically. Through analysis, he thinks
that information can cause stock price fluctuations, but it is
difficult for investors to obtain abnormal returns. Nie-
derhoffer [7] in the process of studying the impact of news
on the stock market analyzed the news headlines in the New
York Times and classified the reported important news into
several types according to the different headlines and
published contents, evaluated the impact of news headlines
on the stock market, and then, studied which major news
will have an impact on the stock market. The results show
that, on the first day of important news report, the stock
market is most affected.

Klibanoff [8] also studied the news headlines of the New
York Times, analyzed whether the news would have an
impact on the national closed-end funds, and analyzed
whether there was news or not through the changes in the
price earnings and net asset earnings of the funds.

The results show that, on the one hand, the demand of
investors will be affected by news; on the other hand, the
elasticity of asset value will also be affected by news. Takeda
and Yamazaki [9] used the event study to research NHK’s
reports. From the news-related companies reported in 190
episodes from 2000 to 2005, they screened 69 listed com-
panies as samples of research and classified them according
to industry content and ratings. The results show that the
reports of the TV station have an impact on the stock prices
of listed companies in all industries. Especially when the
content of news report involves product quality and mar-
keting, the effect on stock price is more significant. There are
also scholars who study rumors, false information, gossip,
and other aspects. Although there are many untrue events in
this information, they affect investors’ emotions and in-
vestment decisions to a certain extent, resulting in the
fluctuation of securities prices.

Davies and Canes [10] found that rumors can have a
serious impact on the stock price through the “gossip” in the
Wall Street Journal, resulting in significant abnormal stock
price volatility, and “good” news can bring significant
positive abnormal return to investors, while “bad” news can
bring negative abnormal return to investors. Smith and Syed
[11] found that the day when the rumors were announced, it
could bring abnormal returns to investors. In the study of
Kiymaz [12], it was believed that four days before the media’s
public rumors, there is a positive effect on the stock price,
and after the media’s announcement, there will be a negative
effect, but on the whole, this effect is not significant, the effect
is not obvious, and only few rumors will have an impact on
the stock price. To some extent, this kind of research also
verifies the mainstream hypothesis that the stock market has
been in a strong and effective state in the 1970s, but some
scholars still disagree with this conclusion. In the study of
Chan and Wesley [13], by analyzing the abnormal returns



when there is news or no news, the relationship between the
public listed companies’ relevant news and their stock
returns was verified, and it was found that negative news can
have a strong impact on the stock price of the company.

From the behavioral finance theory, we can know that
investor sentiment can deeply influence the investment
decision making to a great extent. As we all know, investor
sentiment is also one of the important factors that affect the
fluctuation of securities price in the securities market. If the
investor is optimistic about the securities market, the stock
price may rise; otherwise, it may fall. Baker and Stein [14]
defined investor sentiment in his research: investor senti-
ment refers to a belief about future cash flow and stock risk
that cannot be analyzed and explained with basic infor-
mation. There are many factors that affect investor senti-
ment, and negative news is also one of the important factors
that affect investor sentiment. Seasholes and Wu [15] found
that stocks with negative information do tend to increase
trading volume in the near future. Most investors are highly
dependent on the information reported by financial media.
Tetlock [16] takes the Wall Street Journal as the research
content and analyzes the sentiment of media information
from the emotional level. The empirical results show that the
higher the pessimism of media information, the greater the
possibility of stock market price decline. At the same time,
there is a high correlation between the degrees of high and
low pessimism and the trading volume of the stock market.

Tetlock and Saar-tsechansky [17] also used Harvard IV
to quantify media information into negative information
and positive information and found that if a company’s news
was reported, its stock price would react immediately. Also,
by quantifying the company’s news, using negative news
indicators to predict the company’s quarterly earnings, daily
earnings, and so on, the results show that the negative in-
formation will lead to the decrease of company income and
stock income. Some scholars use other research methods.

Catania and Proietti [18] proposed a measurement
model that considers the possibly time-varying interaction
of realized volatility and asset returns according to a bi-
variate model to capture its major characteristics: (i) the
long-term memory of the volatility process, (ii) the heavy-
tailedness of the distribution of returns, and (iii) the negative
dependence on volatility and daily market returns. They
assessed the relevance of the effects of “the volatility of
volatility” and time-varying “leverage” to the out-of-sample
forecasting performance of the model and evaluated the
density of forecasts of market volatility. Otaify [19] aimed at
examining the volatility properties of equity portfolios
sorted according to three firm characteristics: size, value, and
financial leverage. The findings indicate that the charac-
teristics-sorted portfolios (CSPs) have different degrees of
both volatility clustering and persistence. Moreover, they
document the presence of the asymmetric effect, reflecting
that bad news has a larger impact on the volatility of the
CSPs than the good news of the same magnitude.

In the research field in China, there is little research on
the relationship between media news and stock market. In
the existing literature, most scholars focus on media in-
formation, including positive information, negative
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information, real information, and false information. Few
scholars classify them, so they cannot know more clearly
which kind of information affects the stock price. Negative
news is one of the important reasons that affect the fluc-
tuation of stock price. Deng [20] studied the stock price
changes of food and medicine listed companies in China’s
A-share market caused by negative public opinion. Based on
261 listed companies in the food and medicine sector, an
empirical study on public opinion events of 41 listed
companies involved in food and medicine industry was
conducted. The results showed that, on the day of public
opinion event, the sample has significant negative abnormal
returns, and the performance of stock price from the rep-
utation and response attitude of listed companies is ana-
lyzed. In the food and drug industry, when the reputable
companies are impacted by a public opinion event, the
fluctuation range of stock price is smaller than that of the
companies with poor reputation.

Liu et al. [21], through the empirical study of event
study, found that, with the day when the hearsay was re-
leased as t=0, investors can obtain positive abnormal
return in the time window (-2, 3), but in the long run,
hearsay news cannot bring any excess return to investors.
Zhu [22] used the event analysis method to study 77 public
opinion events. Through calculating the daily excess return
rate in the event window, he concluded that, on the day of
the public opinion event and two days after the event, the
impact of the public opinion event on the stock price of
listed companies was more obvious. Shi and Xu [23] listed a
share in Shanghai and Shenzhen stock markets 119, and the
results show that the negative public opinion events have a
strong impact on the stock price of listed companies, which
is mainly reflected in the sharp decline of the stock price
and the negative abnormal rate of return. In addition, this
study also studies whether the response attitude of listed
companies has an impact on the stock price volatility
Through the analysis of the relationship between the three
response attitudes of listed companies (interim report,
earnings management, and omission) and stock price, it is
found that the adoption of interim report can help to re-
solve various understanding deviations of the public, but
the impact on reputation cannot be eliminated in a short
period of time; also, the omission response also cannot
avoid the abovementioned problems; comparatively
speaking, earning management activities can inhibit stock
price. The price fluctuation plays a positive role.

Xue et al. [24] showed that, in stock market of some
Western countries, most of the investors in the company are
easily affected by negative media reports, resulting in a large
number of selling off of the shares of listed companies in the
stock market, which will eventually lead to bankruptcy of the
company. Rao et al. [25] used the listed companies in China’s
A-share market from 2000 to 2007 as the research samples
and explored the impact of the investor’s attention on stock
returns through empirical tests from two perspectives of
“excessive attention to weakness” and “limited attention.”
The results show that the higher the attention of the report,
the worse the stock return of the listed company, and finally,
the investors’ return is affected.
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In a word, through the review of the relevant literature
across the world, we can see that most of the domestic and
foreign related research is also focused on the impact of
sudden positive or negative, real or false information on the
stock price of listed companies, and this information is not
classified in the selection of impact information. The re-
search results also directly or indirectly show that the in-
formation has an impact on the stock price of the companies
involved. After the emergence of various kinds of infor-
mation on the listed companies, investor sentiment will be
affected in the short term, investors will make wrong in-
vestment decisions, and then, the company’s stock price
volatility will be affected, also affecting the company’s
performance. In the long term, negative information will
reduce investors’ confidence in listed companies. In this
case, investors tend to reduce the investment risk, they will
avoid the stock of such companies, and then, the stock price
will be affected.

From the literature analysis, we can see that any useful
conclusions have gathered the careful research of scholars. It
is a step-by-step process from the issue to the corresponding
theory, sample selection, data collection, and empirical
analysis. In many studies, it is found that the combination of
qualitative and quantitative methods and the combination of
theoretical and empirical methods make the research results
more convincing. Only by selecting samples, collecting data,
and then, conducting empirical tests can the research be
more meaningful and more aptly reflect the principle that
“Practice is the sole criterion for testing truth.” The research
of this paper is also from the perspective of theory and
empirical research in combination. In today’s network era,
the popularity of intelligent terminals provides a more
convenient channel for the dissemination of news reports.
The function of news will be further strengthened with the
development of media, so the influence of news will be
turther expanded, and it is of great significance to study the
influence of network negative news on the current society.
According to the content of the report, we can analyze the
impact of financial news in the economic field on China’s
stock market. The publicity and promotion role of financial
news and other public media is becoming increasingly
important in today’s society, and news will have a certain
impact on the stock price through evaluation and publicity.
In the rational financial market, the impact of an event will
be quickly reflected on the stock price, and the impact of the
event will be measured by the change of the stock price in the
short term. Therefore, the comparative advantage of the
event study method lies in its simple and clear logical clues in
the research process, that is, whether the occurrence of an
event affects the time-series price problem, and the degree of
this impact can be measured by the excess return to
calculate.

Some achievements have been made in the research and
review of network negative news events at related research
status. However, the concept, functional types, and char-
acteristics of network negative news events are similar, but
they are repetitive and not deep enough. Secondly, it mainly
analyzes the network negative news at different levels, with
few theoretical and empirical studies. Finally, with more

personal point of view analysis, the theoretical analysis
perspective is less. The event research method is used in this
study to select a specific event according to the research
purpose, to study the changes of sample stock returns before
and after the event, and then, to explain the impact of
specific events on the changes of sample stock prices and
returns. It is mainly used to test the price changes before and
after the event or the degree of price response to the dis-
closure of information. The event study method is based on
the efficient market hypothesis; that is, the stock price re-
flects all known public information. Because investors are
rational, investors’ reaction to new information is also ra-
tional. Therefore, the abnormal return can be obtained by
excluding the normal return estimated by assuming that an
event does not occur in the actual return of the sample stock.
The abnormal return can measure the degree of abnormal
reaction of stock price to the event or information
disclosure.

Few scholars have classified the related research status,
so it is impossible to know which kind of network negative
news has an impact on stock price. There are great differ-
ences between China and foreign research in the number of
documents, naming methods, research topics, theoretical
perspectives, research paradigms, and methods. In terms of
research topics, China and foreign scholars, respectively, pay
attention to management response, negative news events on
the Internet, and overview research; in terms of theoretical
perspective, Chinese scholars mostly apply communication
and public opinion theory and crisis management theory
and foreign scholars mainly use social movement theory,
discourse, and dialogue theory; in terms of research
methods, Chinese scholars mainly use speculative methods
and foreign scholars mainly use empirical methods. The
differences of this study and the limitations of domestic and
foreign studies are different.

3. Methodology

3.1. Data Source. The data sources of this paper are as
follows: the company’s negative news is obtained from
Hexun, Netease, Sina News, Fenghuang finance, and other
websites, respectively; the stock exchange price, market
index, financial report, and other relevant data of listed
companies are mainly obtained from guotai’an, tonghua-
shun, and other databases. In this study, the sampling
software is programmed in C++ language. First, a string one-
dimensional data group is used to save the negative news
name, then a string two-dimensional array is used to save the
website name, an int array is used to save the number of
negative news websites, a string three-digit array is used to
save the name of listed companies, and an int two-di-
mensional array is used to save the number of listed
companies. It is traversed eight times; in each traversal,
negative news websites are extracted with random numbers,
listed companies are extracted from negative news websites
with random numbers, and then, the extracted content is
output. The main industries are pharmaceutical
manufacturing, environment, food, securities, automobile,
electrical equipment, and chemical equipment. Among



them, there were 52 listed companies in regulatory inquiry,
36 listed companies in shareholder crisis, 33 listed com-
panies in regulatory punishment, 34 listed companies in
business crisis, 25 listed companies with sharp decline in
market value, 23 listed companies with declining perfor-
mance, and 15 listed companies filed for investigation. The
path analysis of network negative news on abnormal stock
price fluctuation is shown in Figure 1.

3.2. Sample Selection. The selection of relevant samples is as
follows.

3.2.1. Selection of Negative News Samples on the Internet.
Firstly, the negative network news is obtained from the data
sources described above. The sample range is 2019/01/01 to
2019/12/31. The characteristics of the company are con-
trolled, but this study is to analyze the samples pointed out
by the Securities Regulatory Commission that there is
negative public opinion of the company and sort out the
listed companies involved in the relevant negative indicators
from 2019. Empirically, the negative data information of the
news is relatively objective. The screening principles of the
negative network news are as follows:

(1) The negative news events about the listed company,
or the negative news events that have been proved to
be true, which lead to the fluctuation of the stock
price of the company concerned

(2) Negative news events with a clear release date

3.2.2. Sample Selection of Listed Companies. The A-share
(Shanghai Stock Exchange and Shenzhen Stock Exchange)
listed companies involved in the selected negative news
events are taken as the primary sample, and then, they are
screened again. The principles are as follows:

(1) Excluding the shares of new listed companies be-
cause the price performance of new listed companies
has unstable factors, and these shares have overre-
action after some stimulation, so they are eliminated.

(2) Excluding the stocks suspended due to other major
events within the time window set by the event study
method.

(3) Excluding financial stocks and ST stocks: in general,
there are many unstable factors in financial stocks,
and their stock price fluctuations will be very fre-
quent. In addition, the data research is not mean-
ingful, so it should be excluded; while ST stocks are
generally stocks that investors are keen on specu-
lation and their stock price data are not represen-
tative, they should also be excluded.

(4) Excluding stocks that have other events during the
negative news.

(5) In order to ensure the sample quality, the stocks with
incomplete trading data within 10 trading days be-
fore the occurrence of negative news shall be
excluded.
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3.2.3. The Sample Ratio Selection of Individual Stock Fi-
nancial Data. The data mainly include the company’s
performance (expressed by ROE and EPS), the concentra-
tion of shares in circulation (the proportion of the first major
shareholder’s shares H1 and the Hirschman index of the
proportion of the first five shareholders’ shares (HHI5)),
institutional investors” shareholding ratio (INV), corporate
reputation (REP), and other ratios mainly based on the fi-
nancial statements of the previous period before the oc-
currence of negative Internet news. In the part of sample
collection, samples were collected according to the negative
indicators, regulatory inquiry, shareholder crisis, regulatory
punishment, business crisis, sharp decline in market value,
performance decline, and more than 30 times in case filing
and investigation counted by the Securities Regulatory
Commission in 2019.

3.3. Event Study. Fama’s [26] event study methodology has
been extensively used in finance and accounting research.
This method concentrates on measuring abnormal perfor-
mance of financial assets caused by a special event. Although
event study methods are well developed and often used to
test financial theories for the US and other well-established
stock exchanges, there is some concern regarding efficiency
when applied to small stock exchanges dominated by thinly
traded stocks (i.e., stocks that do not trade every day). In
small stock markets, there are hardly continuous daily price
data for many shares. Event study is also widely used in the
field of behavioral finance and accounting; because of its
clear thinking and clear logic, event study has been used by
many scholars and gradually become popular, becoming a
classic research tool. The whole process of event study
mainly includes the following steps, and the specific oper-
ations are as follows:

(1) Event selection

The key to the event study method is to make clear
the types of relevant events and information to be
studied and to determine the time range of influ-
encing stock price changes. The basic premise of
event study is that the market is effective; that is, the
current stock reflects all stock market-related stock
price information. Therefore, in the process of
selecting research events, we should first select the
events that occur independently during the obser-
vation period, so as to avoid the situation that other
events in the observation period lead to the inter-
ference of research results and inaccurate research
conclusions.

(2) Time window selection

There is no specified mode for the selection of time
window range. In the application of event study, we
can choose at will which depends on the research
situation. Before determining the time window, the
event date should be determined first. After the event
date is determined, the event window should be
determined. The event window can be divided into
long-term event window (-30, 30), (—60, 60), and
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Path analysis of network negative news on abnormal fluctuations of stock price

Research Design

M Data Source

B Sample Selection

(1) Selection of negative
news samples on the internet
(2) Sample selection of listed
companies

(3) The sample ratio selection
of individual stock

financial data

Research Method
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FIGURE 1: Path analysis chart of network negative news on abnormal fluctuation of stock price.

(—180, 180) and short-term event window (-1, 1),
(-3, 3), (=5, 5), (=10, 10), etc. The time window is
divided into estimation window, event window, and
postevent window.

As for the selection of time window, Ren [27] se-
lected [-120, 20] as the time window of the whole
event study when studying the impact of environ-
mental events on the stock price. Taking [-120, —20]
as the estimation window and [—-20, 20] as the event
window, the study found that the stock price began
to react within 2 to 3 days after the event, with a short
duration, and the abnormal return rate began to
recover to be positive after 3 to 4 days. Liu [21] made
an empirical analysis of the impact of hearsay on the
stock price by using the event study method, taking
the day when the hearsay was released as t=0. In the
time window [-2, 3], hearsay can bring abnormal
return rate to investors, but in the long run, hearsay
cannot bring any abnormal return rate to investors.
After comprehensive consideration, this paper takes
the release date of negative news on the Internet as
the event day t=0 and chooses the first 10 trading
days and the last 10 trading days as the time window
of this study, namely, [-10, 10]. If the time window
selection is too long, there may be other interference
factors, resulting in low accuracy of settlement re-
sults; if the time window selection is too short, the
data may be limited, and the results will also be
affected, so it is necessary to obtain the stock yield
and corresponding market index yield data of the
first 10 trading days and the next 10 trading days
before the negative news release date.

(3) Sample selection

When selecting samples, it is necessary to select
stocks that may be affected by events, some events
may only affect one stock, and some events may
affect an industry sector. Therefore, when selecting
samples, it is necessary to consider the industry
restrictions, the availability of data, and the limit

standards of samples to improve the quality of
research.

(4) Selection of a normal return model

The normal rate of return is the sample expected rate
of return in the future event window without any
event impact. To estimate the impact of a certain
information disclosure on the stock price, first of all,
we predict the future income level and establish the
expected model. At present, the most commonly
used models in the research are as follows:

According to the market adjustment model, the
return of all sample stocks is the same as that of the
market index corresponding to the same period; that
is, the expected rate of return in the event window
can be expressed as follows:

ER, =R,,, (1)

where ER,;, is the expected yield of the i stock in the T'
period and R, is the real yield of a market index in
the T period. In China, the Shanghai Composite
Index, Shenzhen Composite Index, and A-share
composite index are usually used to replace the
market index.

The mean adjustment model assumes that the ex-
pected rate of return of the sample stock in the event
window is a constant, and this constant is equal to
the average value of all the rates of return of the
sample stock in the past period of time, that is, in the
estimation window; the market model is a combi-
nation of the mean adjustment model and the
market adjustment model, which considers both the
historical data and the future data of the stock, and
the market model considers that there is a linear
relationship between the future yield (normal yield)
of a security in the window and the market yield in
the same period. Therefore, the model for calculating
the normal rate of return is as follows:

ERy = a; + iR, + &, (2)



where, dependent variable ER;, refers to the yield of
stock I in period T, independent variable R, is the
yield of the market index in period T, «; is the in-
tercept of the individual stock regression model, f3; is
the regression coefficient of the individual stock
regression model, and ¢, is the residual term of the
regression model, which is assumed to be normal
distribution.

However, the three models have their own advan-
tages and disadvantages. When we study daily data
and monthly data, the market model will be more
effective. However, for the abovementioned situa-
tion, the market adjustment model may also obtain
better results. Chen and Chen [28] used 951 com-
panies listed in the Shanghai and Shenzhen stock
markets from 1990 to 2000 as research samples to
test the effectiveness of the abovementioned three
models. The results proved the limitations of the
market model and the market adjustment model. All
have certain advantages in the Chinese stock market,
but it is easy to reject the original hypothesis when
using the market model to study the Chinese stock
market. It is easy to fail to achieve the expected effect
when using the market model to study the situation
of small stock price response, and the application
process of the market model depends on the selec-
tion of estimation window. The stability of data in the
estimation window seriously affects the goodness of
fit of OLS regression. Only when the goodness of fit is
high, it has the ability to interpret. In the research of
Chen and Jiang [29], it was believed that there are
systematic risks that cannot be ignored in China’s
securities market, so using the mean adjustment
model to study China’s securities market also fails to
achieve the desired results. According to the needs of
the research purpose, this article selects a market
adjustment model to study the impact of negative
online news on the stock prices of listed companies.

(5) The abnormal return estimation calculates the daily

data of the agnominal return rate in the event window:
ARy = Ry = R, (3)

Here, AR;, is the abnormal yield of the ith stock in
the Tperiod, R, is the actual yield of the ith stock in
period T, and R, is the real yield of market index
(Shanghai Composite Index and Shenzhen com-
posite index are used in this paper) in the T period.

Calculation of the Average Agnominal Return
(AAR): the purpose is to investigate the abnormal
return of the sample stock. The Average Agnominal
Return of the sample data is the weighted average of
the abnormal return of all the sample stocks, namely,

1 n
AAR, =~ Y AR,. (4)
i=1

Among them, AAR, is the Average Agnominal
Return of all samples in time ¢ in the event window.
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The purpose of calculating CAR (Cumulative Av-
erage Return) is to investigate the cumulative effect
on time series. After calculating the Average
Agnominal Return, we calculate the average Cu-
mulative Average Return as follows:

123
CAR(, )= ). AR, (5)
tl

In the abovementioned formula, CAR, , , indicates
that the stock is in (¢;, t,) Cumulative Average
Return during the period.

(6) The significance test of abnormal return shows that
the cumulative average return can be divided into
positive and negative.

If the cumulative average return is positive, it means
that the investigated event has a positive impact on
the stock price; if the cumulative average return is
negative, it means that the investigation incident had
a negative impact on stock prices. But, this is not
sufficient. Only when the positive or negative impact
reaches a certain level of significance can we make a
conclusion, so we need to test the significance of
cumulative average return. There are two methods to
test abnormal return or cumulative abnormal return;
one is the parametric test, and the other is the
nonparametric test. The parametric test usually re-
fers to the mean t-test, which tests the difference
between the mean value of abnormal return and 0. If
the p value is less than 0.05, the abnormal return is
not equal to 0, which means the significance test is
passed; that is to say, the event has an impact on the
stock market. If it fails to pass the significance test,
i.e., p value is greater than 0.05, then there is no
significant difference between the mean value of
abnormal return and 0, and the event has no impact
on the stock market. The Wilcoxon signed rank sum
test is often used in the nonparametric test, which is
suitable for samples with unknown distribution form
or distribution type, but its test efficiency is lower
than that of the parametric test. Therefore, when we
test the significance of abnormal returns, we should
first consider the parameter test.

3.4. Regression Analysis

3.4.1. Research Hypothesis. The results obtained by using the
event study method can only prove whether the Internet
negative news has an impact on the stock price fluctuation of
the involved company, but how will it affect it? Therefore,
this paper uses the regression analysis method, from the
perspective of companies involved, to investigate which
factors will affect the stock price volatility.

There are two important factors in stock market, which
are listed companies and investors. The performance of
companies is one of the most concerned factors. When
negative news events occur in listed companies, it is easy for
investors to be affected in varying degrees and cause them to
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have psychological effects of anxiety, thus resulting in
pessimistic psychology and affecting investment decisions.
In this situation, investors will have a pessimistic mood
about the future earnings of enterprises, and the general
investors tend to reduce the risk. At this time, if the com-
pany’s performance is still good, it can bring emotional
comfort to investors, ease the panic psychology so that
investors will not be able to sell the stock instantaneously,
and reduce the fluctuation of stock price. Zhang and Shen
[30] found that negative news does not have a significant
impact on stock returns under the optimistic state of the
market; the market with widespread pessimism loses its
value discovery function, and the abnormal rate of return
continues to decline; the negative impact of stabilizing
sentiment on the market lasted for 12 days, followed by signs
of value recovery of yield recovery. Therefore, Hypothesis 1
is proposed.

Hypothesis 1. When the listed companies burst out the
network negative news, the performance of the companies
involved is significantly related to the stock price
movements.

In China’s securities market, shareholders can be
roughly divided into three categories: major shareholders of
tradable shares, institutional investors, and retail investors.
When the listed companies burst into negative news, the
behavior of shareholders easily causes the fluctuation of
stock price, and the behavior of shareholders is based on
their psychological expectation and a series of complex
external environments to make investment decisions, and
these decisions are generally produced in a short period of
time. From the perspective of shareholding ratio, what can
have a significant impact on the stock price volatility should
be known. Therefore, to some extent, the ownership
structure of tradable shares can also play a certain role in
stabilizing the trend of stock price. If the shareholding ratio
of major shareholders of a certain stock is highly concen-
trated, the control over the trend of stock price is more
effective; on the contrary, if the ownership structure of a
stock is more dispersed, the large shareholder will control
the stock price trend and lower the control effect of price
movements. Therefore, Hypothesis 2 is proposed.

Hypothesis 2. When the listed companies burst out the
network negative news, the concentration of shares in cir-
culation of the involved companies is significantly related to
the stock price changes.

For a company, corporate reputation is like an intangible
asset, more like a commercial reservoir, which can effectively
alleviate the adverse impact of certain “events” on the
company to a certain extent. Fombrun [31] believes that the
company reputation is positively correlated with the com-
pany’s stock returns. On the contrary, Debondt [32] thinks
that there is no obvious relationship between the company’s
reputation and its stock price, and the company with good
reputation does not necessarily have a high return. There-
fore, different scholars hold different opinions on whether
the company’s reputation will affect the stock price. When a
listed company breaks out negative news, does the

reputation of the company affect the fluctuation of stock
price? Therefore, Hypothesis 3 is proposed.

Hypothesis 3. The reputation of the companies involved is
significantly related to the change of stock price when the
listed companies have sudden negative network news.

Qi et al. [33] selected A-share listed companies listed on
the Shanghai Stock Exchange from 2001 to 2004 as samples
to empirically test the relationship between the shareholding
ratio of institutional investors and the fluctuation of stock
prices. The research results show that the shareholding ratio
of institutional investors has an obvious negative effect on
the abnormal volatility of stock price. He et al. [34] also
studied the viewpoint of whether institutional investors can
stabilize the stock market. The empirical test results show
that the impact of institutional investors’ shareholding ratio
on the stock market does not reach a consistent conclusion,
which shows that institutional investors sometimes have
positive effects on the stock market and sometimes have
negative effects. Although the abovementioned scholars
have not reached a unified view on whether institutional
investors have an impact on stock prices, we can see that
institutional investors do have more or less impact on stock
prices, whether positive or negative. Therefore, Hypothesis 4
is proposed.

Hypothesis 4. When the listed companies burst out the
network negative news, the proportion of institutional in-
vestors in the companies involved has a significant effect on
the stock price changes.

3.4.2. Variable Selection and Definition. As the content of
this study is the impact of Internet negative news on stock
prices, how to define its impact? Therefore, this paper uses
the market adjustment model of event study to quantify the
impact of network negative news on stock price, calculates
the cumulative average return (CAR) within the time
window of network negative news influence, and takes the
cumulative average return (CAR) within the time window as
the dependent variable of the regression model. In the re-
search of Tao and Liu [35], they also believed that, in the
event of an emergency, there will be more or less impact on
China’s stock market, but the shareholding ratio of insti-
tutional investors and the top five major shareholders of
tradable shares can effectively increase or reduce the fluc-
tuation of stock price to a certain extent. Therefore, this
paper establishes a regression model based on the inde-
pendent variables of the listed company’s performance
(expressed by ROE and EPS), the concentration of shares in
circulation (H1 and hhi5 of the largest shareholder), INV,
and REP. Asthana et al. [36] found that, with the exception
of Deloitte & Touche, clients of the other Big 5 auditors
experienced share price declines during one or both win-
dows following negative disclosures about Andersen. This
paper examines whether the relevant variables of listed
companies have an impact on the abnormal volatility of
stock prices and explains the regression results. The selection
and definition of variables are shown in Table 1.
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TaBLE 1: Selection and definition of variables.
Variable Definition Quantitative method Unit
code
Dependent . t, N
variable CAR Cumulative average return Zt, ARy %
EPS Earnings per share Net profit/general capital Yuan/share
ROE Return on equity Net profit/net assets %
H1 Shareholding ratio of the largest Stock ownership/total shares outstanding %
Independent shareholder
. HHI5 Herfindahl-Hirschman index Sum of squares %
variable .
. The number of company violations is taken from )
REP Corporate reputation . Times
the natural logarithm
INV Institutional investor shareholding Institutional investor holdings/total share capital %

ratio

3.4.3. Model Establishment. According to the hypothesis of
this paper, the Cumulative Average Return (CAR) is used as
the explanatory variable of the regression model, and EPS,
ROE, H1, HHI5, and INV are used as explanatory variables.
The following models were established:

CAR; = o + 3, EPS; + B,ROE,; + 3;H1; + f,HHI5;

(6)
+ BsLnREP; + BINV; + ¢,

where ¢; is expressed as a random disturbance term and i is
the number of samples of listed companies.

4. Empirical Results and Analysis

4.1. Market Effect Analysis of Negative News of Listed
Companies

4.1.1. Data Processing

(1) Data Extraction in Time Window. Taking the release date
of negative news of listed companies as the center, the daily
return rate of individual stocks, the daily trading volume of
single stock, and the corresponding daily return rate of market
index of 10 trading days before and after the event date are
extracted from the downloaded yield sample database from
2018 to 2019. The sample stocks selected in this paper are listed
in Shenzhen Stock Exchange and Shanghai Stock Exchange, so
we choose the market index corresponding to the daily yield
data of Shenzhen Stock Index and Shanghai Composite Index.
In addition, considering the data requirements of regression
analysis later in this paper, only one data is retained if there are
more than two events in the sample. Through the above-
mentioned screening, 218 valid samples were obtained.

(2) Calculation of Abnormal Return. According to the re-
search model selected in this paper, the abnormal return,
average Cumulative Average Return, and Cumulative Average
Return in the time window are calculated. The abovementioned
operations are completed in the database with SQL statements.

4.1.2. Descriptive Analysis

(1) Abnormal Rate of Return (AR) Analysis. This paper selects
the daily returns of listed companies on the day of negative

news, that is, the ten trading days before and after the ¢ day.
The time window of the event study is [T —-10, T+ 10]; we
calculate the abnormal returns of individual stocks within
each trading day and then conduct descriptive statistical
analysis on the daily abnormal returns of all sample stocks
within the time window. Table 2 shows the results of de-
scriptive statistical analysis on the daily abnormal returns of
all sample stocks within the time window.

Table 2 shows the maximum value, minimum value,
mean value, and standard deviation of abnormal return rate
of listed companies on the date of occurrence of negative
news events and 10 days before (T—10) and 10 days after
(T'+10). On the day of negative news (T), among 218 listed
companies, 87 listed companies have negative abnormal
return s, and 131 companies have abnormal returns greater
than 0. This shows that the outbreak of network negative
news on the stock prices of listed companies is not only
necessarily a negative effect but also has a positive effect.
According to the standard deviation, the fluctuation of the
first day (T'+ 1) and the second day (T +2) after the event is
obvious, which indicates that the risk on the first day (T'+ 1)
and the second day (T + 2) after the event is more significant
than that in other times.

From the results shown in Table 2, it can be seen that the
average abnormal yield of the stock showed a downward
trend from the day before the negative news release day (t — 1)
and did not rise until the third day (T + 3) after the negative
news release day, which seems to indicate that the stock
market has already reacted to the negative news events of
listed companies The municipal company responded to and
dealt with the negative news events. But, do the negative news
events of listed companies have a significant impact on the
stock price? It may not be meaningful to judge the reaction
degree of stock price only by the analysis of abnormal return.
Therefore, the following is an analysis of Average Agnominal
Return (AAR) and Cumulative Average Return (CAR).

(2) Average Agnominal Return and Cumulative Average
Return (AAR and CAR) Analysis. Average Agnominal
Return (AAR) is the average value of all sample stocks in
each trading day before and after the occurrence of negative
news. Descriptive statistical analysis is conducted on the
average abnormal return and cumulative abnormal return
within the time window, and the overall change of all sample
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TaBLE 2: Descriptive analysis of abnormal returns.

Time (day) Number of samples Maximum Minimum Average Standard deviation
T-10 218 0.1433 -0.0771 0.0030 0.0259
T-9 218 0.1082 —-0.0989 0.0004 0.0285
T-8 218 0.1566 -0.1155 0.0011 0.0262
T-7 218 0.1339 —-0.0758 0.0037 0.0278
T-6 218 0.1031 -0.1157 0.0013 0.0243
T-5 218 0.1102 -0.1155 0.0005 0.0280
T-4 218 0.1235 —-0.1155 -0.0002 0.0285
T-3 218 0.0968 -0.1026 0.0010 0.0291
T-2 218 0.1726 -0.1051 0.0018 0.0295
T-1 218 0.1179 -0.1016 0.0003 0.0305
T 218 0.0746 —-0.1035 —-0.0025 0.0308
T+1 218 0.0953 —-0.0925 -0.0051 0.0304
T+2 218 0.1000 -0.0782 -0.0044 0.0307
T+3 218 0.1051 —-0.0685 -0.0017 0.0293
T+4 218 0.1080 -0.0912 0.0036 0.0307
T+5 218 0.0899 —0.1148 —0.0009 0.0272
T+6 218 0.1179 -0.0800 0.0030 0.0277
T+7 218 0.1151 -0.1150 0.0036 0.0271
T+8 218 0.0999 -0.1264 -0.0009 0.0260
T+9 218 0.1001 —-0.0942 —-0.0034 0.0261
T+10 218 0.0963 -0.0760 -0.0003 0.0238

stocks in the time window is observed. The statistical analysis
results are shown in Table 3.

It can be seen from Table 3 and Figure 2 that, on the day
(T) of negative news of listed companies, the cumulative
average return changed from 0.0655 on the trading day
before the event date to —0.5413, and on the day after the
event (T+2), the negative cumulative abnormal return
dropped sharply to —1.1075, with a decrease rate of 104.6%.
Within the 21 trading days of the time window, the cu-
mulative average return of 9 trading days is negative, mainly
distributed in the negative news day and the trading day after
the negative news event. Therefore, it can be explained that
when the negative news event occurs in the listed company,
it has a certain effect on the fluctuation of its stock price, and
we can also see that the negative news events have a negative
impact on the stock price.

4.1.3. Significance Test of Abnormal Return Rate. The
abovementioned results almost show that, from T—-2to t+4
after the outbreak of negative news of listed companies, the
volatility of stock price is large, and there are obvious
negative abnormal returns. Therefore, the abnormal return
data of two trading days before and four trading days after
the outbreak of negative news events are selected, and the t-
test is conducted to obtain the time window [T —2]. The
significant coefficient values and T values of each stock
trading day in T + 4] are seven groups, as shown in Table 4.

It can be seen from Table 4 that the significant coeflicient
value of T+ 1 is 0.015, which is significant at the 0.05 level,
and the significant coefficient value of T+ 2 is 0.018, indi-
cating that it is significant at the 0.05 level. On the day of the
outbreak of negative news events, the abnormal returns are
not significant, which indicates that there is a lag period for
investors’ acceptance and understanding of such emer-
gencies, which does not show immediately. Two days after

TaBLE 3: Cumulative abnormal return.

Time (day) Average Cumulative abnormal return (CAR)
T-10 0.0030 0.6510
T-9 0.0004 0.0869
T-8 0.0011 0.2446
T-7 0.0037 0.8022
T-6 0.0013 0.2877
T-5 0.0005 0.1007
T-4 —-0.0002 -0.0523
T-3 0.0010 0.2182
T-2 0.0018 0.3833
T-1 0.0003 0.0655
T —0.0025 —0.5413
T+1 —0.0051 -1.1075
T+2 -0.0044 -0.9572
T+3 —-0.0017 -0.3599
T+4 0.0036 0.7827
T+5 —-0.0009 -0.2017
T+6 0.0030 0.4558
T+7 0.0036 0.7765
T+8 —-0.0009 -0.1967
T+9 —-0.0034 —-0.7320
T+10 —0.0003 -0.0723

the outbreak of the event, there is a significant abnormal
return, which shows that the outbreak of negative news
events makes the daily activity of the stock market signifi-
cantly increased, and finally, there is an obvious abnormal
return. However, after the third day of the event, the ab-
normal return is not obvious, which means it is very likely
that the impact of the stock market on negative news events
has gradually weakened, and there is no obvious correlation
between them. It shows that although negative news will
cause abnormal stock price fluctuation in a short period of
time, after the occurrence of negative news events, general
companies will try their best to rescue or reduce the harm
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FiGgure 2: Fluctuation chart of cumulative abnormal return.
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TABLE 4: T test of abnormal return rate.
Time (day) Means (AR) Significance T value
T-2 0.0018 0.382 0.876
T-1 0.0003 0.880 0.151
T —-0.0025 0.184 -1.333
T+1 —0.0051 0.015 —2.441**
T+2 —0.0044 0.018 —2.390**
T+3 —0.0017 0.350 -0.936
T+4 0.0036 0.062 1.878*

EEI

, * indicate significance at 0.05 and 0.1 levels, respectively.

caused by negative news events so that their stock prices
return to stable.

4.2. Analysis of Influencing Factors of Stock Price Fluctuation of
Listed Companies. Through the use of event study to study
the unexpected network negative news events of listed
companies, the research results show that the negative news
of listed companies has a significant impact on the stock
price fluctuation, but how does it affect it? The stocks issued
by listed companies and the investors who buy stocks
constitute the most important two factors in the stock
market, namely, investors and listed enterprises. Investors
will have different investment bases when buying the stocks
of listed companies, but most rational investors will pay
attention to all aspects of information given by listed
companies and then make investment decisions based on
important information. What information of the listed
companies will affect the investors’ investment decisions
and, thus, affect the abnormal fluctuation of the stock price?
Therefore, on the basis of using event study to get the re-
search results, this paper conducts regression analysis on the
relevant information of listed companies again, trying to test
which factors affect investment decisions and stock price
fluctuations. The regression model established in this paper
is obtained by event study. Cumulative Average Return
(CAR) was selected as the dependent variable, and the return

on equity (ROE), earnings per share (EPS), the largest
shareholder’s shareholding ratio (H1), the shareholding
ratio of the top five circulating shareholders (represented by
HHI5), institutional investors’ shareholding ratio (INV),
and corporate reputation (REP) were selected as indepen-
dent variables for regression analysis, Table 5.

The adjusted R square is used to judge the goodness of fit
of the regression model. The closer to 1, the better the fitting
effect is. Zhao [37] showed that if the R square of a model is
very small, it does not necessarily mean that there is no
relationship between the data. The larger the R square, the
better the fitting because R square is only the proportion of
the sum of regression squares to the total sum of squares.
However, it is generally accepted that the adjusted R square
of the economic model is greater than 0.2, so the fitting result
of the model can be considered acceptable. From Table 5, we
can see that the adjustment of R squared is 0.291, which
indicates that the fitting effect of the model is better. The F
value was 15.832, which was significant at the 0.01 level,
indicating that the model fitting was established.

According to the overall research results in Table 5, the
return on equity (ROE), earnings per share (EPS), and the
shareholding ratio of institutional investors (INV) are sig-
nificant at the level of 0.05, the shareholding ratio of the top
five circulating shareholders (HHI5) is significant at the level
of 0.01, and the shareholding ratio of the largest shareholder
of circulating shares (H1) is significant at the level of 0.1.
However, rep is not significant. Generally, ROE and EPS can
represent the company’s performance. When a listed
company has a sudden negative news event, it easily affects
the investor’s sentiment and makes the investor fall into
anxiety in the short term, which will produce a negative
effect and affect the investment decision making. In this
situation, investors will be pessimistic about the company’s
future earnings to reduce risk. At this time, if the company’s
performance is still good, it can bring emotional comfort to
investors, ease the panic psychology so that investors will not
be able to sell the stock instantaneously, and reduce the
fluctuation of stock price. From Table 5, it can be seen that,
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TABLE 5: Regression analysis of cumulative abnormal return.

Regression coefficient T value Significance

Constant 0.0348 1.2001 0.2315
EPS -0.0387 —2.1565** 0.0322
ROE —0.1506 —2.0002** 0.0468
H1 -0.2105 -1.6737* 0.0957
HHI5 0.4766 3.4833*** 0.0006
LnREP —-0.0109 —1.3683 0.1727
INV —0.0867 —2.0190** 0.0447
F 15.832***

Adj-R> 0.291

VIF 1.356

sk ok
>

,and * indicate significance at 0.01, 0.05, and 0.1 levels.

in other words, when the ROE and EPS of a listed company
are higher, the volatility of stock price will be smaller after
the occurrence of negative news, which indicates that the
listed company with good performance can give investors a
signal of safe investment and make them more willing and
confident to continue to hold stocks. Therefore, compared
with the listed companies with poor performance, the stock
price fluctuation of good performance listed companies is
relatively small when affected by negative news.

It can be seen from the regression analysis results in
Table 5 that the shareholding ratio of the largest shareholder
(H1) and the shareholding ratio of the top five shareholders
(HHI5) are significant, and the significance of the share-
holding ratio of the largest shareholder of the circulating
shares is lower than that of the top five shareholders. When
the negative news of listed companies breaks out, the be-
havior of shareholders easily causes the fluctuation of stock
price. The behavior of shareholders is based on their psy-
chological expectation and a series of complex external
environments to make investment decisions, and these
decisions are generally produced in a short period of time,
and it should be the major shareholders and institutional
investors who can have a significant impact on the stock
price fluctuation. Therefore, to some extent, the ownership
structure of tradable shares can also play a certain role in
stabilizing the stock price trend. If the shareholding ratio of
the major shareholders of a certain stock is highly con-
centrated, the control over the stock price trend is more
effective; on the contrary, if the ownership structure of the
circulating shares of a certain stock is highly concentrated,
the control of the stock price trend is more effective. The
more dispersed the ownership structure of the stock, the
lower the control effect of large shareholders on the stock
price trend.

Institutional investors generally have higher investment
professional knowledge and strong analytical ability.
Therefore, when encountering unexpected negative news of
listed companies, they are more likely to use effective in-
formation to analyze and make better investment decisions,
instead of following blindly and other irrational behaviors.
According to the results of regression analysis in Table 5,
there is a negative correlation between the shareholding ratio
of institutional investors (INV) and cumulative abnormal
returns; that is, the higher the shareholding ratio of
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institutional investors is, the more stable the stock price
fluctuation is and the smaller the fluctuation range of stock
price is, and it can stabilize the stock price fluctuation to a
certain extent.

According to the regression analysis results in Table 5,
the significance of REP of listed companies is not obvious.
This may also be due to the variable of corporate reputation.
From the perspective of investors, it is not easy for investors
to quantify corporate reputation. Therefore, in investment
decision-making activities, the company’s reputation is not
taken into account too much, and what are the listed
companies that often have all kinds of major events can be
concerned by investors. In the regression analysis of this
paper, the number of violations of listed companies is used
to quantify the reputation of companies. When negative
news occurs in listed companies, in the case of sudden and
short term, the number of violations of listed companies is
generally not easy to be concerned by investors. Therefore,
this move may lack persuasion.

First of all, we use event study to study the negative news
to determine whether the occurrence of negative news events
has a significant impact on the stock price of listed com-
panies. The results show that negative news can have a
significant impact on the abnormal volatility of stock prices
of listed companies. Secondly, the regression analysis
method is used to analyze the influencing factors of stock
price. The results show that the company performance, the
proportion of the first major shareholder of tradable shares,
the proportion of the top five major shareholders of cir-
culating shares, and the proportion of institutional investors
have a significant correlation with cumulative abnormal
return, while the reputation of listed companies is not
significant. From the results of regression analysis and
combined with the research hypothesis, Hypothesis 1,
Hypothesis 2, and Hypothesis 4 have been verified, while
Hypothesis 3 has not been verified.

5. Conclusions and Suggestions

5.1. Research Conclusion. This paper defines the occurrence
of network negative news of listed companies and selects
A-share listed companies listed on Shanghai Stock Exchange
and Shenzhen Stock Exchange as research samples. By using
the event study, selecting the time window of event study,
the corresponding calculation and significance test are
carried out. The research results are obtained and then
combined with regression analysis for further research, and
finally, the following conclusions are drawn:

(1) Internet negative news can affect the stock price
fluctuation of listed companies. From the research
results of the event study method, the stock price
volatility is more serious after the occurrence of
negative news in listed companies, which indicates
that the occurrence of negative news has a certain
impact on investors and, therefore, proves that the
stock market is highly sensitive to sudden negative
news events. Negative news has positive and negative
effects on stock price.



14

(2) Internet negative news makes the stock price of listed
companies more active in the short term. The results
of the research on the negative news events of listed
companies through the event study show the neg-
ative news events of listed companies from T-1
before the occurrence of negative news to the four
trading days after the occurrence of negative news
T+ 4; in this period of time, the stock price volatility
is the most active state, and the fluctuation range is
large, which indicates that the negative news has a
relatively serious impact on the listed companies in
the short term, which makes investors panic, and
finally causes the stock price to become more active
in the short term.

(3) The performance of listed companies has a signifi-
cant impact on stock price volatility. From the results
of the event study and regression analysis, we also
know that when the negative news occurs in the
listed companies, the higher the return on share-
holders’ equity and earnings per share is, the less the
volatility of the stock price is. This shows that the
better performance of listed companies, because of
their better profitability, can make investors generate
more income. Therefore, when the listed companies
with good performance have negative news events,
investors may consider their profitability and in-
vestment effects more, and they are willing to believe
that negative news events are only short-term effects
and will not cause greater losses. Investors have high
self-confidence in the listed companies with good
performance, so investors are more willing to con-
tinue to hold stocks after weighing the pros and cons.
The stock price fluctuation of listed companies with
high performance is small.

(4) The concentration of shares in circulation and stock
price fluctuation has an impact on stock price vol-
atility. In general, the major shareholders of tradable
shares in listed companies can effectively control the
price trend of stocks, which plays an important role
in the stock market. In the research results of this
paper, the top five major shareholders’ shareholding
ratio has a greater impact than the first largest
shareholder, and the direction of influence is also
opposite; that is, the top five major shareholders can
reduce the volatility of the listed company’s share
price, while the first largest shareholder can increase
the fluctuation range of the listed company’s stock
price; otherwise, it shows that, in the case of negative
news, each major shareholder’s share price volatility
is significantly higher than that of the first largest
shareholder. Dong’s investment decisions are not all
consistent, or even slightly offset the effect. But,
generally speaking, the concentration of shares in
circulation of listed companies has a significant
impact on stock price volatility.

(5) Institutional investors have a stable effect on the
stock price fluctuation of listed companies. The re-
sults of regression analysis show that institutional
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investors and cumulative abnormal returns are
negatively correlated. That is to say, when the listed
companies have negative news, institutional inves-
tors can effectively restrain the volatility of stock
price. The higher the proportion of institutional
investors, the smaller the fluctuation range of stock
price, which indicates that institutional investors can
list stably to a certain extent the share price of the
company and reduce its fluctuation range so that its
abnormal return is also reduced accordingly.

5.2. Research Suggestions. According to the research situa-
tion of this paper, some investment suggestions are given.
Because the negative news events studied in this paper are
only a small part of the influencing factors of stock price
fluctuation and cannot represent the whole situation, the
suggestions given in this paper are only for reference.

First, if we want to obtain excess return during the period
of negative news of listed companies, we should change to
“sensitive” investors, get relevant information in time, and
respond sensitively. We should try our best to use profes-
sional investment knowledge to predict the type of negative
news and predict its possible impact and strive to make a
correct judgment. We should reduce blind following, listen
to the advice of professional investment experts, keep calm at
any time, and avoid the occurrence of panic that leads to
wrong decision making.

Second, in terms of trading timing, after careful analysis
of the future trend of the stock price of listed companies, we
should try our best to buy or sell at an appropriate time. In
the research results of this paper, the period from the
previous trading day to the following four trading days of
negative news is the most active period of stock price
fluctuation. During this period, for some stocks, the lowest
price will appear at any time. In the spirit of buying low and
selling high, we should try our best to buy when the stock
price falls and sell as soon as possible when the stock price
rises to earn the price difference. After the negative news
event occurs, the stock price fluctuates from high to low. We
should pay attention to the trend of the stock price at any
time and make corresponding adjustments to the investment
decision.

Third, which stocks should continue to be held?
According to the research results of this paper, the stocks of
listed companies with good performance should continue to
be held. When negative news events occur, investors should
analyze whether the return on shareholders’ equity and
earnings per share of listed companies are high. If the
company’s performance is good and the profitability is
strong for a long time in the past, it should continue holding
the stocks of this kind of listed companies because although
such companies have temporary negative news events, it
may have a certain impact in the short term. The loss of
continuing to hold stocks may be less than that of timely
selling oft the stocks held. Moreover, from the long-term
perspective of investment, companies with good profits will
continue to increase the excess return on investment. Why
not? In addition, we can also follow the investment trend of
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large shareholders, but this does not guarantee the correct
decision making because according to the research results of
this paper, not all the major shareholders of tradable shares
make the same decisions, and they may offset each other and
eventually fail to obtain excess returns.

The sudden negative news of listed companies, to a
certain extent, will also affect the company’s reputation, thus
affecting its daily operation. Therefore, the listed enterprises
should improve their own crisis management awareness and
strengthen preventive measures and coping with the crisis,
so as to minimize the harm of the crisis to enterprises.
Secondly, they should do a good job in dealing with the
aftermath of the crisis, be good at summarizing and eval-
uating the report results of crisis handling, and timely
correct the problems found in the summary and evaluation.
In the future, we should try our best to conduct some public
welfare activities which are conducive to restoring the
company’s reputation and increase investors’ confidence in
the listed companies.
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