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Abstract

This chapter provides an overview of studies in
finance and economics that use automated textual
analysis algorithms to analyze the informational
content of a wide variety of texts, including
journalist’s coverage of news events,
management-issued statements, and Internet
stock message boards. In these studies,
researchers quantify qualitative information with
one or more of the following textual tone variables:
textual negativity, positivity, and uncertainty. The
studies show that textual negativity and positivity
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conveyed by managers and journalists helps
predict future firm level and aggregate economic
activity. Textual negativity and positivity, in turn,
affect asset prices, although the information is
sometimes incorporated with some delay. Textual
uncertainty of management-issued information is
associated with future cash flow volatility and
asset price volatility. In contrast, the textual tone
of stock market message board postings is, on
average, not very informative in explaining asset
prices. The use of automated textual analysis
algorithms in finance and economics is a relatively
new phenomenon and research in this area is
expected to continue to grow.
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Introduction

Research in economics and finance has greatly
benefited from the development of automated
textual analysis algorithms and programs that
implement them, such as DICTION. In particular,
this technology has increased the number of
information events and the types of information
events that are available to researchers, who, in
turn, use them to forecast future economic activity
and estimate the impact public information has on
asset prices. In this review, we discuss selected
papers that analyze the informational content of a
wide-variety of texts. Li (2010) provides a
comprehensive review of the corporate disclosure
literature that uses automated textual analysis
algorithms. Demers and Yu (2013) provide a
discussion of uncertainty in the accounting and
finance literature. We intend for the review to be
readily accessible to a broad audience from varied



research fields. The studies we review primarily
contribute to two research areas in finance and
economics: (a) asset price response to public
information and (b) forecasts of firm’s earnings
and aggregate economic activity.

Prior to the development of automated textual
analysis, researchers used a small number of pre-
scheduled public announcements that are easily
quantified (e.g. corporate earnings, industrial
production, GDP) to forecast future economic
activity and estimate the impact public information
has on asset prices. Thanks to this development,
researchers are now able to analyze a larger
number of information events and different types
of information events, such as unscheduled public
announcements (e.g. the FDA approval of a new
drug, natural disaster news), text that
complements pre-scheduled announcements (e.q.
manager’s explanation of corporate earnings,
journalists’ and analysts’ coverage of corporate
earnings announcements), and news emanating
from different sources (e.qg. journalists, managers,
stock market message board postings,
government agencies). Importantly, research
shows that by taking into account some of these
new sources of information, economists are able to
improve their forecasts of economic activity and
that some of these new sources of information
have an economically and statistically significant
impact on asset prices.

In this review we discuss eight papers, which
we’ve grouped based on the type of text they
analyze. In Table 1, we provide a brief summary of
these studies. Antweiler and Frank (2004), Das,
Matinez-Jerez, and Tufano (2005), and Das and
Chen (2007) analyze the textual tone of internet



stock message boards. Engelberg (2008) and
Tetlock, Saar-Tsechansky, and Macskassy (2008)
analyze the textual tone of firm-specific Dow Jones
news stories. Davis, Piger, and Sedor (2012) and
Demers and Vega (2012) analyze the textual tone
of management-issued statements simultaneously
released with corporate earnings. Hafez and Xie
(2012) analyze the textual tone of pre-scheduled
and unscheduled announcements related to the
macroeconomy. In these studies, researchers first
quantify the qualitative information expressed in
different types of texts along one or more of the
following three dimensions: textual negativity,
positivity, and uncertainty, which we collectively
refer to as textual tone. They then proceed to
answer important questions regarding the
relationship between textual tone and asset prices,
textual tone and economic activity.

Table 1.
Summary of the eight papers reviewed

Authars Text Analyzed Linguistic Analyss Aazet Pricing Finding Fundamental's Finding
Method
Antessiber and Frank Internet stock Naive Bayes No significant effect MNA
(2004) message boards  algorithm
Das, Martine-Jarez, Intamnet stock Comiination of Mo significant effect MA
and Tufano (2005) message boards methods
Das and Chen Internet stock Combination of Mo significant effact A
(2007) message boards methods
Engelberg (2008) Fierr-spectic General Inguirer and  Negative words affect annsuncement period
media coverage  type dependency raturns and B-day post-announcement
surrounding parsing period returns.
|amings
announcements.,
Totiock of al, (2008)  Firmespectic General Inguirer Negative words affect announcement period  Negative words are
media coverage returns related to firm's eamings
Davis and Pigar Management- DICTICN Change in net optimism (negathve minus Change in net eptirmism
(2012) issuad taxt positiva words) affect announcement pericd  (negative minus positive
accompanying retarns words) i related to firm's
aamings samings.
announcements.,
Demers and Yega Management- DICTION, General Change in net eptimism (negathve minus Change in net eptirmism
(2012) issued text Inguirer, Loughran positive weords) and textual uncertainty affect  (negative minus positive
accompanying and McDonald (2011)  announcerment period and post- words) and textual
CAMINgs announcement period refums, The effect of uncertainty are related to
annauncarments, net aplimism on assat prices depends on firmy's fundameantals,
announcement and fiom characteristics, camings and volatilly of
Textual uncertainty affects announcemant those earnings.
period and post-announcement period
wolatilty.
Hafez and Xie (2012) Macrosconomic  Ravenpack NA Net optimism predicts
s future GOF
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Chapter 4

The Impact of CEO Charismatic

Rhetoric on Firm Performance
(pages 49-68)

J. Christian Broberg

Leaders perceived as charismatic tend to
have transformational effects on both
individuals and organizations. Building on
strategic leadership and charismatic...

Chapter 5

Exploring Signs of Hubris in CEO
Language (pages 69-88)

Russell Craig, Joel Amernic

This chapter focuses on the potential for
DICTION to identify inaptly hubristic
language of Chief Executive Officers. CEO
hubris is examined as a syndrome...

Chapter 6

Image Restoration and the

Management of Reputation (pages
89-107)

Philip Linsley, Richard Slack, Alan Edkins
In September 2007, the directors of United
Kingdom-based Northern Rock bank had to
engage in crisis management following a
run on the bank. The rhetoric of...
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uncertainty in managerial
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earnings press release, cover story about
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Company (AIOC, now British Petroleum)
practices in lran and provides a clear
picture of...

Chapter 11

Corporate Persona and
Optimistic Language in Annual
Reports (pages 179-197)

Samuel A. Nelson, Liang “Lucas” Wang,
Ronda M. Smith, Ben Blackford

This chapter draws on theories of the
organization as a social actor to examine
the influence of an organization’s financial
performance on the level of...

Chapter 12

Executives’ Use of Emotional

Language and Investor Reactions
(pages 198-215)

Wei Guo

Drawing on theories from social judgment
and persuasion, this chapter proposes that
investors will be sensitive to the use of
emotional language by top...

Chapter 13

Environmental Disclosures and

Impression Management (pages
217-231)

Charles H. Cho, Den M. Patten, Robin W.
Roberts

A significant stream of social and
environmental accounting research
investigates the relationship between a
corporation’s self-reported disclosures of
its...
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Chapter 14

Negotiating Corporate Social
Responsibility Reporting (pages
232-248)

Janet Luft Mobus

This chapter examines and compares two
deliberations on developing Corporate
Social Responsibility (CSR) reporting:
mandatory reporting within the financial...

Chapter 15
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Transparency Signaling in CSR
Reports (pages 249-270)

Craig E. Carroll, Sabine A. Einwiller

This chapter investigates companies’
disclosure alignment and transparency
signaling within the 2011 CSR annual
reports of 36 U.S. firms in the Global...
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Pierre L. Siklos

Words are critical in how the public
perceives the work of central banks and
the quality of monetary policy. Press
releases that accompany policy rate...
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This chapter is focused on detection of
fraud in organizations by using content-
based analysis on the annual reports
issued by firms. Unlike a variety of...
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method that...
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