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ABSTRACT

Abstract: This paper investigates how stock prices respond to the
announcements of cultural development guideline by using a standard
event study methodology. Examining 36 Chinese listed companies in
cultural and mediaindustry from September 20", 2011 to November 8",
2011. To measure the economic relevance of accounting for cultural
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development guideline adopted by CPC, we conduct study with market
model to explore the abnormal return including 31 event days. The result
indicates that the positive abnormal return occurred in Chinese culture
and mediaindustry. © 2013 Trade Sciencelnc. - INDIA

INTRODUCTION

The 17th Central Committee of the Communist
Party of China (CPC) conducted its Sixth Plenary
Session in Beijing which ended on October 18,
2011, to work over the country’s cultural develop-
ment, ended with acultural development guideling,
In the guideline endorsed at the session, leaders
stressed that cultureis emerging asan important part
of comprehensive competitiveness, and our country
isfacing an imperative need to boost cultural soft
power and enhance the global image of its culture.
Chinese companies|like Sinopec and ChinaMobile
are not newcomersto thelist of theworld’s top 500
companies, however, Chinese cultural companies
have not yet to produce aworld-famous brand, ac-
cording to Xinhuareport. The guidelinetimely pro-
posed Chinashould not only provide people with
an ample material life, but arich healthy cultural

life?.

Asissaidinthe statement on deepening there-
form of China’s cultural system, government will
work to improve Chinese citizens’ sense of identity
and confidence in culture, and devote more re-
sources to boosting public cultural services and
speeding up thereform of cultural industryt¥.

With CPC’s resolution to boost culture construc-
tion, commercial lendersin Chinaareturning their
attention to publishing houses, television stationsand
other cultural enterprisesinthe hope of grasping op-
portunitiesin these correlative industries, which gov-
ernment has vowed to support. Securities analyst
put forward that culture mediaindustry has become
the hottest plate since then, and seven culturd stocks
has go up staying. All theseflourishing phenomenons
are owed to cultural development guideline on Oc-
tober 18", and “promote socialism cultural boom”
iIseasily to get stock market’s accept.
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Clearly, the cultural development guidelinemade
on October 18" provides cultural mediastock plenty
of advantages such aspolicy supporting, big develop-
ment potentia to makelong-terminvestment va ueap-
pear. In China, more and more companiesand persons
have attempted to engagein cultureindustry or stock
market.

Simultaneoudly, anumber of recent normativere-
search and empirica studies have attempted to show
the relationshi p between country cultural policy and
macro-economy Most of these studies havereported
that macro-economy react positively to cultura indus-
try development support policy news. Vesnaopi (2009)
proposed use of policy anaysishasbeen shifting from
corestate sectorsto others, culturd policiesincduded?®,
effect, quality and market reaction should be detailedly
evaluated by scholars. Lu Lixin (2009) considered the
growth of cultura industry investment notably worked
on macro-economy!¥. Wang Changshou et.al (2010)
deemed that thereexistsalong-time stablere aionship
between culture devel opment investment and economy
though cointegration analysisand Granger causality
Tests, both interact during a short lag phase®. Yang
Jingzhong, Lv Qinghua(2012) conducted anempirica
anaysisonthefinancia support on cultura industry
development by quantitative anaysismethod, and the
result showed that government financid expensespolicy
ispogtive related to culturd industry devel opment scale
andvalue, but isnegativeto culturd job growthil,

However, the af orementioned studies are mostly
referred to macro-economy at nationa level, few schol-
arsresearchthecultura policy effect from microsystem
level. Our study isinlinewith the second strand of stud-
ies. Compared to the prior studieswhich focusonthe
effect on economy, we search for varied typesof cul-
ture-related firmsand concentrate on the analysis of
stock market reactionsto the announcement. Examin-
ing 36 Chineselisted companiesin cultural and media
industry from September 20th, 2011 to November 8th,
2011, wefindthat cultura development guiddinghada
strongly positiveimpact on stock prices.

Therest of thispaper isorganized asfollows. Sec-
tion 3 describesthe dataand the event study method-
ology. Section 4 providesthe results anddiscussions.
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Concluding remarksareofferedin Section 5.
Data and event studymethodology

Inan efficient capital market, stock priceson any
day fully reflect avail ableinformation about the present
valueof thestream of profitsthat afirmisexpected to
earn in thefuture (Fama, 1991)1". It isgenerally be-
lieved that the provision of new information of afirm
can cause abnormal changesin stock price, whichis
thetheoretical framework that underlies event study
methodol ogy to test the reaction of capital market to
new policy or information’® 9. A standard event study
involvesfivesteps.

| dentification event and definition of theevent win-
dow

Thispaper followsstandard event study methodol-
ogy described in Warmer, Watts, and Wruck (1988) to
andyze stock pricebehavior around theannouncement
day™. Theevent getsto be defined asthe day cultura
deve opment guideline was announced on, which we
defineit ast=0. Theevent window is(-15, 15), which
means 15 trading days before and after event occur-
rence point.

Selection of the sampleused for analysis

The sampleconsstsof 36 listed Chinese culturad
and mediafirms, and we choose dataof every compa
niesfrom September 20", 2011 to November 8", 2011.
Among these quoted corporations there are 14 in
Shangha Stock Market, 11 in Shenzhen Stock Market
and 11 in Growth EnterpriseMarket (GEM).

Prediction of a“normal” return during the event
window

Thisstudy adopts market modd first proposed by
Fama, Jensen and Roll (1969), which assumesalinear
rel ationship between thereturn of security and the mar-
ket portfolio:
Ri=a+B R +n,
wheretisthetimeindex, andi=1,...,R andR _ are
thereturn on security i and the market portfolio. Re-
spectively, during periodt, p. istherandomerror term
associated with security it*,

Asisgenerdly knownthat thecommonly used es-
timation methodfor themarket modd isOrdinary Least
Squares( short for OLS). We definethe abnormal re-

Hn Tudian Jounual



BTAIJ, 8(12) 2013

Jiu Lili et al.

1651

turnintheevent window for firmi inperiodt asAR,
ARit: Rit' Rmt

Estimation of thecumulativeabnormal return

Theaveragedbonormd return(AAR) and thecumu-
lativeabnorma return (CAR) arecomputed separatdly,
to the samplecompanies, for each day accordingtothe
event window of [-15, +15].

1 N
AAR =3 AR,
t=1

CAR, =Y AAR,
Test whether theabnormal return isstatistically
different from zero

According market model, we assumethenull hy-
pothesisH : Theevent doesnot affect themean or vari-
anceof returns, the CARisnormaly distributed witha

mean Oand variance D(t,,t,) . Theaveragecumulative

abnormal defined asCAAR anditsvariance D(t, )
arecalculated acrossN firmsasfollows;

N
CAAR(t,,t,) =%ZCAR[(t1,t2)
t=1

— 1 N
VAR[CAAR(t,,t,)] = D(tl,t2)=Wz D(t,,t,)
t=1

Inview of thenull hypothesisH , CAARisusudly dis-
tributed with amean zero and variance D(t,,t,),

_ CAAR (t,,t,)

VDt t,) N(O. 1)

AndwecanuseT totest H hypothesis.
EMPIRICAL RESULTS

This paper examined thedaily cumul ative abnor-
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mal return CAR by Excel dataanaysis softwareand
carried out T test by SPSS 16.0 software, separately
analysed different market reactionin different market
type. Inthispaper, therearetotally 3market typessuch
as Shanghai Market ( Market 1), Shenzhen Market
(Market 4), and Growth Enterprise Market respec-
tively (Market 16). Results are shown asfollowsin
TABLE 1.

<t1>

TABLE 1 presentstheregression of CARsof dif-
ferent market stylein cultural and mediaindustry, and
Figure 1 showsthetrend of their CARsfor a30-day
window. The table and figure both indicate that the
CARsaremuch higher after the announcement of the
guidelinethan those before the announcement, what-
ever market thestock belongsto. INTABLE 1, theT
vaueismuch higher than the normalized value 2 and
we’re convinced of the obvious positive market reac-
tion of theannouncement, whichillustrated the guide-
lineisapiece of good newsfor stock market. Theris-
ing tendency depicted in Figure 1 also remindsusthe
good reaciton, which can be seen from thegrowth span.
Beforethezero spot, especially beforethe “-9” spot,
thethreelinesgoesflatly amost, whileafter “-9” they
keep rising at alightning speed, whichillustratethe af-
fect gets more greater when it is more closer to the
announce day and after thezeroday, it risesat afaster
Speed.

Thenwetakeaanaysisfrom different angle. Asa

Fig. 1CARs of sample companies
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TABLE 1: OnesampleTest

T i« S e % Cnimerew e
Lower Upper
1 E’ig(l‘r’ 8332 30  .000
4 3?5(15 7056 30 .00
16 E?S&}f 7386 30 000

Note:* * * * * * denotes separately significance at 1%, 5% and 10% level(Two-tailed test).
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while, theguiddineaffectsthewholecultura industry,
but the effect degree differsin different market style.
TheT test resultin TABLE 1 showsusMarket 1 reacts
stronger than the other 2 marketsand the growth trend
inFigure Lindicatesusthefluctuation spanof Market 1
isthelargest, and the other two stock market reacts
amost amilarly. We estimatethereason contributing to
this phenomenon maybeisthat thereare morecultura
and mediacompanieschoosngtolistin Shangha Mar-
ket, statistica datashows 14 quoted entitiesin Market
1 and both 11 onesin Market 4 and 16, which com-
mendably explainswhy theresmilar market reactionin
thelatter two markets.

CONCLUDING REMARKS

Thispaper investigated how stock pricesresponded
to announcementsof CPC cultural development guide-
lineby using astandard event study methodol ogy. Ex-
amining 36 Chineselisted companiesin cultural and
mediaindustry from September 20th, 2011 to Novem-
ber 8th, 2011, we found that cultural development
guidding had astrongly positiveimpact on stock prices.
Particularly, theeffect degree differsindifferent market
style and Shanghai Market reacts stronger than
Shenzhen Market and Growth EnterprissMarket, which
may risefrom thedifferent list number and condition of
markets.

Theseresultsindicatethat, sofar, asisknowntous
al, moreand morecontry policieswill beimplemented
to promote culturd development. Meanwhile, morein-
vestorscommercia lendersareturning their attention
to publishing houses, television stations and other cul-
turd enterprisesin thehopeof grasping opportunitiesin
these corrdativeindustries.

Furthermore, thegovernment should makeguidding
into parcticd actioninstead of only inwrittenform. Con-
struct sociaist corevalues system, futher develop and
expand traditiona good morality, enhancecitizen qual-
ity and pull off basic public cultural service, makecul-
tureindustry becomeour countries’ backbone industry
of thenationd economy.
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