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Abstract

This study empirically assesses the value of stock recommendations made by columnists in three leading business magazines; Business Week, Forbes, and Fortune, for 2000-2003. We show that the choice of models (index versus benchmark) leads to significantly different assessments of the value of the recommendations. Abnormal returns generated by the recommendations of Business Week and Fortune magazines are found to be negative in the short-term. However, significant abnormal returns are realized prior to the publication of the recommendations. In the short-term, direct recommendations generate significantly greater abnormal returns than indirect recommendations. In the long-term, there is no significant difference between direct and indirect. For a longer horizon none of the stocks recommended provide significant positive abnormal returns.
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The Value of Columnists' Stock Recommendations
1 Introduction
In this paper we explore questions related to the value of columnists' stock recommendations. First, we investigate whether market reaction documented in previous studies exist today across the three leading business magazines. We examine the return and volume behavior associated with stock recommendations made during a recent period (2000-2003) in the Business Week, Forbes and Fortune magazines. Using a more robust long-term return measurement methodology than the ones used in many previous studies, we also study the long term performance of recommendations. 

Researchers have studied market reaction to columnists’ stock recommendations for several decades. In fact, research on columnist recommendations dates back to Cowles’s (1933). Cowles examined stock recommendations by Wall Street Journal editor William Peter Hamilton and found them to be inferior to a buy and hold strategy. Subsequently, numerous studies investigated the returns of stocks recommended by columnists. 

Following Fama, Fisher, Jensen, and Roll’s (1969) event study on dividend announcements and Fama’s (1970) efficient markets hypothesis (EMH) there was an increase in research studying the effects of columnists’ stock recommendations. In this period, Lloyd-Davies and Canes (1978) (hereafter, LC) examined the performance of second-hand information published in the Wall Street Journal (Heard on the Street) for the period, 1970 – 1971. They documented that the Wall Street Journal (WSJ) articles affected stock prices on the publication day. This meant that columnists could have traded and generated abnormal profits based on the column’s information prior to its publication. Interestingly, the columns actually did not provide any information that was not available to the public, they just repeated previous news. LC argued that the publication effect on returns suggested that not all publicly available information was fully reflected in prices, and that WSJ articles helped markets adjust to previously disseminated information. 
Palmon and Schneller (1980) by analyzing news surrounding abnormal price changes also found informational content in WSJ articles. Lloyd-Davies and Canes provided evidence, based on a limited sample, against strong-form efficient market hypothesis. Later, Liu, Smith and Syed (1990) and Beneish (1991) confirmed those results by using data from 1982 – 1985 and 1978 – 1979, respectively. Palmon, Sun, and Tang’s (1994) study showed similar behavior for the stocks mentioned in the “Inside Wall Street” column of Business Week magazine for the period 1983 – 1989. However, unlike LC, later studies documented reversals in prices to pre-publication levels. In most of the studies, a slow reversal was spotted within the 20 – 25 day period following the recommendations. Liu et al. and Palmon et al. documented a significant increase in trading volumes during the immediate period around the publication days of the columns. Lee (1986) measured the abnormal returns before and after the publication of the Forbes column written by Heinz H. Biel. He found that the recommendations did not allow investors to consistently outperform the market. 

The aforementioned studies relied upon the information hypothesis to explain recommended stocks’ return behavior surrounding the publication day. The information hypothesis stipulated that the column’s publication revealed new information to the public and that this information yielded an abnormal return on the day of the publication. 

Subsequent articles used the price pressure hypothesis to explain abnormal returns on the publication day. The price pressure hypothesis asserted that heavy buying pressure by naïve investors drove abnormal returns on the publication day.

Sant and Zaman (1996) and Mathur and Waheed (1995) were prominent among the studies that tested the price pressure hypothesis. They studied respectively price reactions to stocks mentioned in Business Week’s “Inside Wall Street” column for the periods; 1976 – 1988 and 1981 – 1989. Barber and Loeffler (1993), Metcalf and Malkiel (1994), and Liang (1999) examined Wall Street Journal’s Dartboard column for a period covering the early 1990s. Pari (1987) and Ferreira and Smith (2003) looked at recommendations brought up in the television program Wall Street Week. These studies used the price pressure hypothesis to explain positive abnormal returns on the publication day and negative returns during the subsequent 20 days.

Consistent with prior studies, our empirical results for Business Week, based on data from the 2000 – 2003, indicate that positive abnormal returns following publication day did not materialize in that period. At the same time, we find abnormal returns on 2-3 days before publications; raising suspicion of information leakages. The paper is organized as follows. Section 2 describes the data and explains the methodology. Section 3 presents and discusses the empirical results, and section 4 concludes.

2 Data and Methodology

2.1 Data

The columnists’ recommendation database was compiled from Business Week, Forbes and Fortune magazines’ issues. These magazines were selected on the basis of their wide circulation and readership (shown in Table 1). For each stock recommendation we recorded the recommended trading position by the columnist, the columnist’s source of information (whether it relied on his research or other agents’ research), the columnist’s name, and the date on the cover of the issue where the recommendation was made. Ambiguous recommendations were excluded. The final sample, which is the intersection of CRSP (Center for Research in Security Prices) and our recommendation sample consists of 2503 buy recommendations. 

The dates on the cover of the magazines did not indicate the publication dates of magazines. To avoid an error on the event day we obtained magazine sale dates for each magazine’s issues from the Standard Rate and Data Service – Consumer Magazine volumes. Price, dividend, and stock split data came from CRSP. Finally, we obtained the Fama and French (1993) three factors and Carhart's (1997) momentum factors from Kenneth French's website.

2.2 Methodology

This sub-section describes the methodology used to test short-term and long-term performance of stocks recommended by columnists, and identifies the benchmark models used to measure abnormal returns. In order to capture the short-term performance of  the recommended stocks we use a methodology similar to the one outlined by Brown and Warner (1985).

To test the long-run performance of the recommended stocks we adopt the calendar-time portfolio regression approach used by Jaffe (1974) and Mandelker (1974) and advocated by  Mitchell and Stafford (2000). Specifically, for each day, we form a portfolio composed of all sample firms that have event periods encompassing that month. The constructed portfolio’s monthly returns are then regressed on the Carhart four factors. In this regression, the intercept indicates the monthly average abnormal return generated from investing in such a portfolio.

2.2.1 Abnormal Performance Measurement Models (Short Horizon Performance)

The market model, which provides substantial advantages over other statistical models such as the constant mean return model, is selected as the normal return generating model (Brown and Weinstein (1985), Brown and Warner (1985)).
 

The market model relies on the linear relationship between individual stocks and the market portfolio. For any security i: 
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Where Rit and Rmt are respectively; the period t return on security i, and the CRSP equally weighted index. εit, is the zero-mean disturbance term. The parameters of equation (1) are estimated using a 255 day estimation period (between τ – 46 and τ – 300 where τ is the event date).

The abnormal return for the ith asset on day t is defined as:
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Where Rmt is the market index return on day t. 
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 is the estimation period’s mean market return, Mi is the non-missing trading day returns between E1 and E2 (firm i's estimation period).

The average abnormal return is the sample mean of abnormal returns of all firms on day t:
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The cumulative average abnormal return for the period between T1 and T2 is defined as:
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2.2.2 Carhart Four Factor Calendar Time Portfolio Regression (Long Horizon Performance)

To measure the long term abnormal performance of stock recommendations we construct a monthly portfolio. This portfolio contains stocks of all sample firms that were recommended within the last 12 months. We then regress this portfolio’s excess returns on the Carhart four factors; as expressed in equation (2).
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(2)

Where Rpt is the monthly return for the constructed portfolio on month t, Rft is the Ibbotson One Month Treasury Bill Rate. Rmt is the CRSP equally weighted index return for month t. SMBt is the average return on three small market capitalization portfolios minus the average return on three large market capitalization portfolios on month t, HMLt is the average return on two high book-to-market equity portfolios minus the average return on two low book-to-market equity portfolios for month t, UMDt is the average of the returns on two (big sized and small sized) high prior return portfolios minus the average of the returns on two low prior return portfolios, where a big sized company is identified as being larger than the median NYSE market cap, and ξit is a random variable with mean zero, uncorrelated with market return, exhibiting no autocorrelation and homoskedasticity. In this regression, the intercept indicates the average monthly abnormal return accumulated by holding the portfolio for the estimation period.

2.2.3 Abnormal Trading Volume Measurement Model
To measure abnormal volume behavior we use the market model approach described in Ajinkya and Jain (1989) and Campbell and Wasley (1996).
 In this methodology a trading volume metric for each day and security is generated and regressed on CRSP equally weighted index’s trading volume metric. The residuals derived from this estimation are then used as the abnormal trading volume indicator.


The trading volume metric is computed as follows:
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Where nit is the number of shares traded for firm i on day t, Sit is the firm’s outstanding shares on day t. As suggested by the results in Ajinkaya et al. and Cready and Ramanan (1991), we use the log-transformation of percentage of shares traded. Before taking the log-transformation, we add a small constant of 0.000255 to prevent taking the log of zero, in case there is no trading volume on any firm day (as in Campbell et al.). 


The market model abnormal trading volume is as follows:
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And abnormal trading volume is defined as:
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 are ordinary least squares estimates of the trading volume market model parameters. Vmt is computed as the sum of all Vit securities in the CRSP equally weighted index:
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3 Empirical Results
3.1 Comparison of Methodologies
The investment community frequently relies upon the return on investment measure to evaluate the performance of analysts, investors and other market participants. This measure, if properly used, can lead to accurate results and consequently reliable inferences. The proper use of the return on investment measure requires a clear distinction between the effects of overall market movements and the effects attributable to firm-specific factors.

Theory-based models aim at assessing the impact of firm-specific events on share price. They differentiate “abnormal” returns arising due to firm specific developments from "normal” returns associated with general market movements. In event studies, calculation of abnormal returns requires a reference market index and/or an asset pricing model that generates normal returns. Normal return generating models include the constant mean return model, market model, Fama-French’s three factor model, Carhart’s four factor model, and the market adjusted returns. With the exception of the market adjusted returns, all other methods adjust returns to risk. Nevertheless, the market adjusted return method happens to be the one that is the most commonly used by the financial press to measure their columnists’ investment performance. Perhaps this is associated with the ease of computation or with the seemingly more favorable results it often yields.

Despite the availability of more robust methods to measure abnormal performance, columnists tend to evaluate investment performance by using a simple market adjustment method based on the S&P 500. In this method the return of the S&P 500 during a given period is subtracted from the raw returns of the recommended stocks. In some cases additional 1% to 1.5% margins are deducted to take into account trading costs. The reliability of this method is compromised by two factors. First, the S&P 500 overweighs the returns of large sized companies. Second, no adjustment for risk is made. The choice of the benchmark index affects the estimation of the “abnormal” portion of the return.  Furthermore, adjusting returns for risk is essential to avoid comparisons of “apples” to “oranges” 

We measure the abnormal performance of stocks with buy recommendations made by columnists of the three business magazines using the market adjusted returns, the market model, the three factor and the four factor models. In addition, we evaluate the effect of the choice of the reference index by computing abnormal returns based on CRSP equally weighted, CRSP value weighted, and S&P 500 indexes. Finally we calculate the long-term (1-year) performance of recommendations using the calendar time portfolio regression approach.
The abnormal returns that accrue on average to stocks with buy recommendations made in Business Week, Forbes, and Fortune magazines are presented in Figure 1. The curves represent the cumulative average abnormal return from day 0 up to the corresponding day.

The most striking aspect of the results displayed in figure 1 is the divergence of the two CAAR curves calculated using a market adjustment method based on the S&P 500 and CRSP value weighted indexes. The two curves stand apart from the other six curves for two reasons. First, while the other six methods adjust for risk, these two methods do not. Second, both S&P 500 and CRSP value weighted indexes are value weighted indexes which overweigh big sized companies. Banz (1981), Reinganum (1982), Stoll and Whaley (1983), and Keim (1983) find a negative relationship between market capitalization and risk adjusted returns. Thus a value weighted index which overemphasizes the returns of large companies does not accurately capture the return of the market and this is likely to lead to a mis-valuation of the performance of recommendation.
The market adjusted method based on the S&P500 is the return evaluation method most frequently used by the three business magazines. This method practiced by magazines to evaluate the performance of the stocks recommended in their columns is weak because it does not adjust returns to risk, size, BV/MV, and price momentum. Consequently we prefer the Carhart four factor model that adjusts for these factors. However, a market model that at the very least captures the market risk factor significantly reduces the biases and inaccuracies of a simple market adjustment procedure.
3.2 Short Term Performance of Recommendations

In this section we investigate whether the short-term abnormal return and volume behavior surrounding the recommendations of three business magazines are consistent with prior studies.
 Specifically, the questions we seek to answer concerning how the market behavior associated with columnist recommendations has changed in relation to previous empirical studies are: (Q1) Are there still pre publication returns? (Q2) Is the publication effect still significant? (Q3) If there are abnormal returns up to the publication, is there a reversal? To answer these three questions, we analyze the short-term behavior of recommendations in three parts: (A1) the pre publication behavior, corresponding to the interval between 5 days and one day before the publication (-5, -1), (A2) the publication effect by investigating the three day period centered on the publication day (-1, +1), and (A3) the reversal process by looking at the day intervals; (-1, +5), (-1, +10), (-1, +20) and (-1, +30). By conducting this analysis simultaneously for Business Week (BW) columns, Forbes and Fortune magazines, we also provide a comparisons across magazines. Finally, in studying the motivation for investors to follow these recommendations, we evaluate whether investors can earn abnormal profits by following the recommendations in the short-run or long-run. We do this by measuring the abnormal returns accrued by a strategy of holding recommended stocks up to 60 days or less and for a one year period. The long-run performance is measured in section 3.3.

3.2.1 Pre-publication abnormal return behavior (A1)

We find significant pre-publication abnormal returns for BW and Forbes stock recommendations. No abnormal returns are found for Fortune magazine recommendations. The findings in Table 2 show that for BW and Forbes recommendations the (-5, -1) interval’s mean cumulative abnormal returns are 0.52% and 0.44%, which are significant at the 5% level. For Fortune magazines the mean CAR is 0.17%. 

Figure 2 provides an illustration of the abnormal behavior. It is clear from this Figure, that stocks recommended by BW behave significantly different from the other two magazines. In addition to BW’s abnormal returns we also find abnormal daily trading volumes nearing 5 percent levels when we approach the publication date. Figure 3 illustrates the abnormal volume behavior around the publication dates. It is evident that stock recommendations of BW’s trading volume differ from the other magazines. These pre-publication results are consistent with similar findings of prior studies on BW and WSJ columns.
3.2.2 Publication Effect (A2)

The difference between the BW column and other columns is even more striking on the publication event window (-1, +1). During this period stocks recommended by BW, on average, yield 2.48% abnormal return (see Table 2). This figure is both statistically and economically significant. Other columns’ recommendations do not generate cumulative average abnormal returns that are near BW’s. The closest cumulative average abnormal return to BW’s is 0.72% which is generated by Fortune recommendations. Finally, Figure 3 indicates that abnormal trading volume reaches 21 percent on publication day and approximately 10 percent the following day. Once again, the trading volume behavior around the publication is distinct compared to other columns. 

In short, we detect abnormal return and trading volume behavior for stocks recommended by BW during the three day period centered on publication day. This abnormal behavior is unique to BW within a sample consisting of Fortune and Forbes columns.

3.2.3 Reversal (A3)

In the previous subsections we did not detect substantial abnormal return or trading volume behavior for, Forbes and Fortune columns. Because of this we do not expect a reversal in prices of stocks recommended by those magazines. Therefore, in this sub-section we focus on the return and trading volume behavior of BW stock recommendations.

In brief, Figure 2 and Table 2 indicate that ultimately a reversal takes place. This result is not consistent with the information hypothesis which argues that the column helps markets adjust to previous information. Had this been the case, a reversal should not take place at all. Neither are the results fully consistent with the price pressure hypothesis. Under the price pressure hypothesis we expect prices to readjust much quicker than observed here. Table 2 reports that cumulative average abnormal return, 5 days after publication, is still 0.8% (significant at the 0.1% level). This implies that it takes more than 5 business days for prices to fully reverse. 

One can argue that pre-publication return and volume behavior of BW recommendations take place because of the value of BW recommendations. Possibly, the BW column provides superior stock picking and the observed reversal is temporary. For this reason we investigate the value of BW recommendations to its followers in the short and long horizon (in Section 3.3). Figure 4 indicates that even an investor who was able to buy on publication date from the previous day’s closing could not generate abnormal returns by investing in the stocks recommended by BW. In fact, 60 days after the publication date only recommendations by Forbes magazine retain buy and hold generate positive abnormal return.
To sum up, the abnormal return and volume behavior surrounding BW publication dates continues to behave in ways similar to the findings from earlier periods. Moreover, in our sample which includes two other magazines this distinct return behavior is unique to BW.
3.3 Long Term Performance of Recommendations

Analysis of the long-term performance of recommended stocks requires a methodology different than the one used to measure short-term performance. In this subsection we adopt the calendar time portfolio regression approach to evaluate the long-term value of recommendations.

Panel A of Table 3 presents results for the one year period following the publication date. The intercept indicates the average monthly abnormal return generated by each of the three magazines stock recommendations. The empirical findings suggest that one cannot obtain significant abnormal returns by buying the stocks recommended by any of the three magazines and holding them for a year.
Columnists, when evaluating their recommendation performances assume that all recommended position are closed at the end of each year. They calculate market adjusted returns and evaluate their performance on this basis. The long-term performance analysis that we carry out in Panel A of Table 3 assumes that all recommended stocks are held for one year periods as opposed to selling at the end of each calendar year. To better capture the value of recommendations to strict followers of columnist recommendations, we modify our approach. Under our alternative approach, we construct portfolios based on the assumption that all positions are closed at year end. Panel B of Table 3 reports the abnormal returns accrued by such a strategy. The abnormal returns generated from this strategy are slightly greater for Forbes and BW magazines.
3.4 Direct versus Indirect Recommendations

In this subsection we test for differences in abnormal returns between direct and indirect stock recommendations by columnists. Direct recommendations represent stocks endorsed explicitly by the columnists based on their own research and judgment. Indirect recommendations represent endorsement by the columnists to the recommendations of others (e.g., analysts). 


Columnists’ choice of relying solely on the recommendations of analysts as opposed to their own research implies use of multiple sources of information. Indirect recommendations are more reliant on the efforts of analysts than of the columnists’. Analysts and columnists differ in many aspects. These differences are likely to have dissimilar effects on returns from indirect versus direct recommendations. 

Columnists are employed by business magazines and newspapers, whereas analysts work for investment firms and brokerage houses. This may give columnists greater independence. Barber, Lehavy and Trueman (2004) compare the returns to security recommendations by investment firms and independent research firms and find that the latter exceed the former. Greater independence of columnists may provide an environment in which columnists can make unbiased recommendations that generate greater abnormal returns.  Hong and Kubik (2003) discuss the career concerns of analysts and show that analysts who make optimistic recommendations reap higher rewards. The absence of such temptations for columnists may allow them to make less biased recommendations. On the other hand, the performance of columnists is evaluated less frequently than that of analysts. This may reduce columnists’ incentives for ongoing in-depth research and analysis. Also, columnists’ access to supportive resources (e.g., data, information, research) is generally more limited. Given such differences, the performance findings for direct and indirect recommendations may be significantly different.

Using a cross-sectional analysis of the abnormal returns, we investigate differences in returns to stocks recommended by columnists directly versus those recommended indirectly. Specifically, we test the following hypothesis using equations (5) and (6):

H1: Short-term abnormal performances following direct and indirect recommendations differ significantly.
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 is the ith firm’s cumulative abnormal return for the period between day τ+1 and day τ+20, and 
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 is a dummy variable that takes a value of 1 for recommendations that are direct, and 0 for indirect recommendations. The α1 and γ1 terms in equations (5) and (6) indicate the difference between direct and indirect recommendations for the corresponding CAARs.

The regression results for both periods shown in Table 4 indicate a significantly positive coefficient for the dummy variable ‘Direct’. These findings point to a significant difference between the above normal performance of direct and indirect recommendations. Furthermore the coefficients (α1 and γ1) imply that direct recommendations generate 1.25% and 3.02% higher cumulative average above normal returns than indirect recommendations for the 20 and 40 business day periods following the publication date, respectively.

The long-term performance of direct and indirect recommendations are compared by forming two portfolios; one composed of only direct recommendations and the other consisting of only indirect recommendations. Panels A and B of 

Table 5
 present the calendar time portfolio regression estimation results for the performance of recommendations in the following year. While direct recommendations generate a yearly abnormal return of 1.09 percent, the indirect recommendations give 2.06 percent abnormal return. However, both abnormal returns, for the direct and indirect recommendations, are statistically insignificant at the 5 percent level. 
4 Conclusion
We document the abnormal return and trading volume behavior of stocks recommended by Business Week (BW) surrounding the publication days. This market behavior is found to be unique for our large sample which consists of BW, Forbes and Fortune columnists’ recommendations. The results indicate that the abnormal return around publication date is reversed in a 10 day period.

The method used by magazines to evaluate their columnists’ performance does not contain adjustments for risk or any other factors, and the reference portfolio is biased towards the returns of mainly big sized companies. We show that, for the period 2000-2003, the market adjusted return calculation based on the S&P 500 index, leads to the highest abnormal returns when compared with a number of different methods and reference portfolios.

Furthermore, our analysis of both short-term and long-term performance of stock recommendations made by columnists of the three leading business magazines, Business Week, Forbes, and Fortune, indicates that, with the exception of Forbes, these recommendations do not yield statistically significant abnormal returns both in the short and long run. 

Finally, results show a significant difference between direct and indirect recommendations. In the short-term, direct recommendations generate significantly greater abnormal returns than indirect recommendations. In the long term there is no significant difference between the two types.
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Figure 1. Effect of the choice of benchmark model on the measured performance of recommendations. The x-axis indicates the number of days past the recommendation date and the y-axis presents the average abnormal return cumulated from day 0 up to the corresponding day on the x-axis. For comparison, eight series of abnormal returns are computed and illustrated above. The abnormal return series are obtained through: the market model based on the CRSP equally weighted, value weighted and the S&P 500 indexes as the market index, market adjusted returns calculated using the CRSP equally weighted, value weighted and the S&P 500 indexes and the Fama French three-factor and Carhart four-factor models using the CRSP equally weighted index. In addition raw returns are also present above. 
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Figure 2. Cumulative average abnormal returns during the 30 day period surrounding recommendations’ publication dates. The positive (negative) values in the x-axis indicate the number of days past (before) the recommendations’ publication dates. The y-axis presents the average abnormal return cumulated starting 15 days before the recommendations’ publication dates up to the corresponding day on the x-axis. Abnormal returns are computed using the market model with the CRSP equally-weighted index as the market index. Four separate cumulative average abnormal return series are illustrated for: (1) All recommendations made in Business Week, Forbes and Fortune magazines, (2) Business Week recommendations, (3) Recommendations by only Forbes, and (4) Recommendations by Fortune. 
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Figure 3. Abnormal Volume of recommendations by magazine and column. The x-axis indicates the number of days past the recommendation date. Abnormal relative volume is calculated for each day, as described in Section 2.2.3, for: (1) All recommendations, (2) Recommendations in “Inside Wall Street” column, (3) Other Business Week columns’ recommendations, (4) Recommendations by only Forbes, and (5) Recommendations by only Fortune.
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Figure 4. Abnormal returns of recommendations by magazine and column. The x-axis indicates the number of days past the recommendation date and the y-axis presents the buy and hold abnormal return from day 0 up to the corresponding day on the x-axis. Five separate buy and hold abnormal return series are calculated for: (1) All recommendations, (2) Business Week columns’ recommendations, (3) Recommendations by only Forbes, and (4) Recommendations by only Fortune.
Table 1
Circulation and Readership Data

The circulation data for the six months ending June 31, 2005 (from the Audit Bureau of Circulation) and the readership data (from Spring 2005 MRI) are reported for the three business magazines.

	 Publication Name
	Paid Circulation
	Readers Per Copy

	Business Week
	985,029
	4.83

	Forbes
	925,959
	5.19

	Fortune
	857,309
	4.26


Table 2
Short Term Performance of Recommended Issues

The table below reports the abnormal returns generated by the buy recommendations made in the three magazines: Business Week, Forbes and Fortune. Panels A, B, C and D show the abnormal returns accrued by All, Business Week, Forbes and Fortune recommendations, respectively. In each panel, cumulative average abnormal return (CAAR), median CAR, positive versus negative abnormal returns ratio (# of positive abnormal returns : # of Negative abnormal returns), t-statistics, generalized sign test values and number of observations are reported for each of the six periods. Each column reports the aforementioned statistics for the day interval indicated in the first row of each panel. Finally Panel E tests for differences in abnormal returns across magazines for different time periods. The mean comparison test is carried out assuming unequal variance and using Satterthwaite's degrees of freedom. The $ symbol denotes significance at the 10 percent significance level. The symbol, *, indicates significance at the 5 percent, **, at 1 percent and, ***, at the 0.1 percent significance levels. 

	Panel A: All Recommendations

	
	(-5,-1)
	(-1,+1)
	(-1,+5)
	(-1,+10)
	(-1,+20)
	(-1,+30)

	Mean CAR
	0.41%
	1.42%
	1.15%
	0.47%
	-1.32%
	-2.15%

	Median CAR
	0.17%
	0.53%
	0.61%
	0.59%
	-0.69%
	-1.25%

	Positive: Negative
	1286:1217***
	1412:1091***
	1344:1159***
	1329:1174***
	1185:1318
	1163:1340

	t-statistics
	3.488***
	10.342***
	5.619***
	1.949$
	-4.131***
	-4.544***

	Generalized Sign Test
	3.369***
	8.409***
	5.689***
	5.089***
	-0.672
	-1.553

	N
	2,503
	2,503
	2,503
	2,503
	2,503
	2,503

	
	
	
	
	
	
	

	Panel B: Recommendations by Business Week Magazine

	
	(-5,-1)
	(-1,+1)
	(-1,+5)
	(-1,+10)
	(-1,+20)
	(-1,+30)

	Mean CAR
	0.52%
	2.48%
	1.95%
	0.11%
	-2.60%
	-3.23%

	Median CAR
	0.32%
	0.86%
	0.80%
	0.12%
	-1.78%
	-2.04%

	Positive: Negative
	578:538**
	686:430***
	616:500***
	563:553$
	495:621*
	494:622*

	t-statistics
	3.158**
	11.006***
	5.652***
	0.425
	-5.572***
	-4.781***

	Generalized Sign Test
	2.768**
	9.241***
	5.046***
	1.869$
	-2.207*
	-2.266*

	N
	1,116
	1,116
	1,116
	1,116
	1,116
	1,116

	
	
	
	
	
	
	

	Panel C: Recommendations by Forbes Magazine

	
	(-5,-1)
	(-1,+1)
	(-1,+5)
	(-1,+10)
	(-1,+20)
	(-1,+30)

	Mean CAR
	0.44%
	0.45%
	0.22%
	0.60%
	0.36%
	0.23%

	Median CAR
	0.15%
	0.11%
	0.39%
	1.18%
	0.42%
	0.56%

	Positive: Negative
	407:384$
	401:390
	407:384$
	437:354***
	404:387
	410:381$

	t-statistics
	2.526*
	2.333*
	1.042
	2.053*
	0.590
	0.507

	Generalized Sign Test
	1.672$
	1.246
	1.672$
	3.807***
	1.459
	1.886$

	N
	791
	791
	791
	791
	791
	791


Table 2 - continued

	Panel D: Recommendations by Fortune Magazine

	
	(-5,-1)
	(-1,+1)
	(-1,+5)
	(-1,+10)
	(-1,+20)
	(-1,+30)

	Mean CAR
	0.17%
	0.72%
	0.87%
	0.97%
	-1.17%
	-3.28%

	Median CAR
	0.06%
	0.40%
	0.80%
	1.03%
	-0.35%
	-2.00%

	Positive: Negative
	301:295
	325:271**
	321:275**
	329:267***
	286:310
	259:337*

	t-statistics
	-0.079
	3.455***
	2.584**
	2.205*
	-1.530
	-3.356***

	Generalized Sign Test
	1.189
	3.157**
	2.829**
	3.485***
	-0.041
	-2.254*

	N
	596
	596
	596
	596
	596
	596

	
	
	
	
	
	
	

	Panel E: Mean Cumulative Abnormal Return Difference Tests

	Null Hypothesis 
	(-5,-1)
	(-1,+1)
	(-1,+5)
	(-1,+10)
	(-1,+20)
	(-1,+30)

	Business=Forbes
	0.08%
	2.03%
	1.73%
	-0.49%
	-2.96%
	-3.46%

	t-ratio
	0.236
	6.101***
	3.833***
	-0.841
	-3.694***
	-3.701***

	p-value
	0.81
	0.00
	0.00
	0.40
	0.00
	0.00

	Business=Fortune
	0.35%
	1.76%
	1.08%
	-0.86%
	-1.44%
	0.05%

	t-ratio
	0.878
	4.612***
	2.08*
	-1.264
	-1.554
	0.045

	p-value
	0.38
	0.00
	0.04
	0.21
	0.12
	0.96

	Forbes=Fortune
	0.27%
	-0.27%
	-0.65%
	-0.38%
	1.52%
	3.51%

	t-ratio
	0.712
	-0.842
	-1.345
	-0.564
	1.732
	3.252*

	p-value
	0.48
	0.40
	0.18
	0.57
	0.08
	0.00


Table 3
Long Term Performance of Recommendations 

(Calendar Time Portfolio Regression Approach with Carhart Four Factor Model)

This table reports the results of the Calendar Time Portfolio Regression Approach using Carhart four factor model. The intercepts, factor coefficients, r-squared values and the corresponding t-statistics are listed for the one-year performance of recommendations (Panel A), and the one year performance of recommendations based on the trading strategy suggested by the magazines (Panel B). The intercept, coefficients, t-ratios and R-square of the regression of monthly excess returns on the CRSP equally weighted index and the three factors: small minus big, high minus low and up minus down are reported in each set of rows in the two panels. Intercept of the regression, reported in the third column, indicates the average monthly abnormal return of each type of recommendations. The $ symbol denotes significance at the 10 percent significance level. The symbol, *, indicates significance at the 5 percent, **, at 1 percent and, ***, at the 0.1 percent significance levels. 

	Panel A: One-Year Performance of Recommendations

	
	Annual Abnormal Return
	Intercept
	Beta
	SMB
	HML
	UMD
	R2

	Business Week
	0.96%
	0.08
	1.0266
	0.8429
	-0.1964
	-0.1580
	0.7335

	t-ratio
	
	0.11
	5.81***
	4.68***
	-0.930
	-1.440
	

	t-ratio (Robust Std. Error)
	
	0.13
	5.10***
	6.39***
	-2.20$
	-2.17$
	

	Forbes
	-0.24%
	-0.02
	1.0932
	0.1730
	0.5733
	-0.2222
	0.9246

	t-ratio
	
	-0.10
	19.73***
	3.06**
	8.65***
	-6.45***
	

	t-ratio (Robust Std. Error)
	
	-0.11
	18.62***
	2.68*
	11.36***
	-7.61***
	

	Fortune
	2.55%
	0.21
	1.4228
	0.4003
	-0.6788
	0.0995
	0.8363

	t-ratio
	
	0.32
	9.24***
	2.55*
	-3.69**
	1.04
	

	t-ratio (Robust Std. Error)
	
	0.35
	8.96***
	2.84**
	-5.15***
	1.30
	

	All Recommendations
	0.84%
	0.07
	1.1444
	0.4188
	0.0124
	-0.1689
	0.9540

	t-ratio
	
	0.31
	21.43***
	7.69***
	19.00%
	-5.09***
	

	t-ratio (Robust Std. Error)
	
	0.30
	18.42***
	6.81***
	0.25
	-5.92***
	

	
	
	
	
	
	
	
	

	Panel B: Year End Position Closing Trading Strategy (Strategy Implied by Columnists) 

	
	Annual Abnormal Return
	Intercept
	Beta
	SMB
	HML
	UMD
	R2

	Business Week 
	1.73%
	0.14
	1.024
	0.845
	-0.199
	-0.162
	0.7263

	t-ratio
	
	0.15
	4.82***
	4.03***
	-0.79
	-1.27
	

	t-ratio (Robust Std. Error)
	
	0.19
	4.79***
	6.72***
	-1.9
	-2.08$
	

	Forbes
	1.58%
	0.13
	1.079
	0.158
	0.566
	-0.232
	0.9358

	t-ratio
	
	0.48
	18.07***
	2.68*
	8.01***
	-6.48***
	

	t-ratio (Robust Std. Error)
	
	0.55
	18.05***
	2.52*
	10.04***
	-8.42***
	

	Fortune
	2.21%
	0.18
	1.487
	0.429
	-0.641
	0.125
	0.8421

	t-ratio
	
	0.22
	8.23***
	2.4*
	-3**
	1.16
	

	t-ratio (Robust Std. Error)
	
	0.25
	8.83***
	3.1**
	-4.49***
	1.53
	

	All Recommendations
	1.99%
	0.16
	1.140
	0.412
	0.005
	-0.174
	0.9539

	t-ratio
	
	0.58
	18.14***
	6.64***
	0.07
	-4.62***
	

	t-ratio (Robust Std. Error)
	
	0.56
	17.25***
	6.5***
	0.09
	-6.03***
	


Table 4
Cross Sectional Analysis of Short Term Performance
All recommendations are classified into two groups; direct and indirect recommendations. Recommendations made in a direct tone and style in which the primary factor leading to the recommendation is columnists’ research are classified as Direct. Recommendations relying on other analysts’ and/or other agents’ recommendations are grouped under Indirect. Based on this classification the following two equations are estimated using Ordinary Least Squares (OLS):
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 is the 40-day cumulative abnormal return. Directi, is a dummy variable that takes the value 1 when the ith recommendation is direct and zero when it is indirect. The $ symbol denotes significance at the 10 percent significance level. The symbol, *, indicates significance at the 5 percent, **, at 1 percent and, ***, at the 0.1 percent significance levels.

	I
	CAR1,20;i = -0.01853 + 0.01252 * Directi

	
	t-ratios                                     -4.06***                   1.77$

	
	t-ratios (Robust Std. Error)               -3.83***                   1.81$

	
	R-Square : 
	0.0012
	Adj. R-Square:
	0.0008

	II
	CAR1,40;i = -0.04565 + 0.03022 * Directi

	
	t-ratios                                      -7.00***                   2.99***

	
	t-ratios (Robust Std. Error)                -6.48***                   3.09***

	
	R-Square :
	0.0036
	Adj. R-Square:
	0.0032


Table 5
Long Term Performance of Direct and Indirect Recommendations

All recommendations are classified into two groups; direct and indirect recommendations. Recommendations made in a direct tone and style in which the primary factor leading to the recommendation is columnists’ research are classified as Direct. Recommendations relying on other analysts’ and/or other agents’ recommendations are grouped under Indirect. The long-term performances of the two types of recommendations are computed using the Calendar Time Portfolio Regression Approach with Carhart Four Factor Model. Panel A presents the results for direct recommendations and Panel B reports the results for indirect recommendations. The intercept, coefficients, t-ratios and R-square of the regression of daily excess returns on the CRSP equally weighted index and the three factors: small minus big, high minus low and up minus down are reported in each pair of rows in the two panels. Intercept of the regression, reported in the third column, indicates the average monthly abnormal return of each type of recommendations. The $ symbol denotes significance at the 10 percent significance level. The symbol, *, indicates significance at the 5 percent, **, at 1 percent and, ***, at the 0.1 percent significance levels.

	Panel A: Direct Recommendations

	
	Annual Abnormal Return
	Intercept
	Beta
	SMB
	HML
	UMD
	R2

	Direct Recommendations
	1.09%
	0.09
	1.126
	0.181
	0.256
	-0.176
	0.9435

	t-ratio
	
	0.4
	22.32***
	3.52**
	4.24***
	-5.63***
	

	t-ratio (Robust Std. Error)
	
	0.38
	21.56***
	3.22**
	4.29***
	-6.74***
	

	
	
	
	
	
	
	
	

	Panel B: Indirect Recommendations

	
	Annual Abnormal Return
	Intercept
	Beta
	SMB
	HML
	UMD
	R2

	Indirect Recommendations
	2.06%
	0.17
	1.140
	0.672
	-0.240
	-0.118
	0.8743

	t-ratio
	
	0.35
	10.31***
	5.96***
	-1.81
	-1.72
	

	t-ratio (Robust Std. Error)
	
	0.41
	9.08***
	6.75***
	-3.36**
	-2.30*
	


* All authors are from Rutgers Business School of the State University of New Jersey, Rutgers. Dan Palmon, e-mail: � HYPERLINK "mailto:dan@palmon.com" ��dan@palmon.com�, Ephraim F. Sudit, e-mail: � HYPERLINK "mailto:sudit@andromeda.rutgers.edu" ��sudit@andromeda.rutgers.edu�, and Ari Yezegel, e-mail: � HYPERLINK "mailto:ayezegel@rutgers.edu" ��ayezegel@rutgers.edu�. Whitcomb Center’s research support is gratefully acknowledged. 


� We thank Kenneth French for providing the data.


� We also estimate daily abnormal returns using the Fama French three factor model, Carhart four factor model, and market adjusted returns using S&P 500, CRSP equally weighted and CRSP value weighted indexes as the market proxy. The abnormal returns generated from different models and indexes are illustrated in � REF _Ref127384979 \h � \* MERGEFORMAT �Figure 1� with raw returns. For brevity and clarity, thereafter we only document short term results based on the market model with CRSP equally weighted index.


� Excess return is equal to raw monthly return minus one-month Treasury Bill rate (monthly).


� Our methodology to generate abnormal trading volume is consistent with studies by Barber and Loeffler (1993), Liang (1999).


� Cumulative average abnormal returns are computed by summing all prior average abnormal returns from day 0 up to the corresponding day.


� The short-term is defined as the event window from τ - 15 to τ + 60. Our event window selection is consistent with prior studies. And results are robust to different selections of event windows including; τ - 25 to τ + 100, τ - 20 to τ + 80, and τ - 10 to τ + 40.


� The hypothesis is stated in alternative form.
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