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Summary of “Media Coverage and the Cross-section of Stock Returns” 1
Media coverage improves investor recognition, extending the breadth of information dissemination.
Stocks with little coverage tend to have a narrow investor base, within which the idiosyncratic risks
are not diversified away, so higher average returns are offered to compensate investors. Diversified
investors can earn premium by holding stocks with low recognition. 2 This paper identifies the
outperformance of companies with no media coverage over companies with high media coverage.
For a sample of NYSE and 500 randomly selected NASDAQ companies, the authors obtain a time
series of company-specific coverage as the number of articles on newspapers about each company
every month. 3 As expected, large firms are more likely to be covered, while controlling for size,
firms with high book-to-market ratios receive more attention. Stocks less covered by analysts or with
higher individual ownership are more likely to be featured in the media. This suggests that analyst
coverage and media exposure are substitutes for the overall investing community while media seems
to cater individual investors particularly. Media coverage is also a stable firm characteristic: 83% of
stocks with no coverage in a given month stay absent from the media in the next month.
In each month, stocks with no coverage are first identified; the remaining stocks are divided into the
low- and high-coverage groups using the median. The average monthly returns for stocks with no-,
low-, and high-media coverage are 1.35%, 1.11%, and 0.96%, respectively. The difference between
the no- and high-coverage groups, i.e. the “no-coverage premium”, is 0.39% per month (4.8% per
year), which is also the average return to a strategy that longs stocks with no coverage and shorts
stocks with high coverage. This long-short strategy delivers statistically significant CAPM alpha of
45bp per month. The alpha decreases to 23bp after controlling for size, book-to-market, momentum,
and liquidity factors, because of the strategy’s exposure to small, value, and momentum stocks. 4
This no-coverage premium is particularly large among small stocks, illiquid stocks, 5 stocks with low
analyst coverage, stocks primarily owned by individuals, and stocks with high idiosyncratic
volatility. 6 In these subsamples, the alpha of the long-short strategy ranges from 8% to 12% per year.
The media coverage is more likely to play an important role in information dissemination for stocks
with poor information environment proxied by low analyst coverage and high individual ownership.
Idiosyncratic volatility captures diversifiable risk. Thus, these results support the claim that poor
information dissemination restricts the investor base and leads to higher average return to compensate
for undiversified idiosyncratic risks. A lack of adequate market liquidity helps explain why the
premium is not arbitraged away by diversified investors.
An interesting question is how the media effect is related to the “volatility puzzle” that firms with
higher idiosyncratic volatility tend to have lower returns. Double sorting stocks by media coverage
and idiosyncratic volatility, the authors find volatility leads to lower return in high-coverage group
but higher return in no-coverage group, both statistically significant. It suggests that the idiosyncratic
volatility puzzle may be limited to stocks with overall good information dissemination and possibly a

broader investor base. On the other hand, no-coverage premium is only statistically significant in
high-volatility group.
The premium of the long-short strategy is primarily driven by the long positions in the neglected
stocks. Therefore, this no-coverage premium is distinct from the return reversal due to the buying
pressure of attention grabbing stocks (Barber and Odean, 2008). 7 Chan (2003) documents that among
stocks with low past returns (losers), those with headline news tend to experience negative return in
12 months (drift) while those without news tend to recover in a month (reversal). 8 However, losers’
drift and short-lived reversal are unlikely to be the explanation, because the no-coverage premium is
not derived from selling high-coverage stocks and it stays stable over 12 months. The authors also
show that Chan’s classification of new/no-news does not overlap with coverage/no-coverage.
The authors perform a series of robustness checks. They calculate the returns using ask-bid midpoints
to avoid the concern that the no-coverage premium is due to ask-bid bounce. To check that their
results are not driven by post-earnings announcement drift or IPO underperformance, they exclude
earnings-related media coverage and all IPO stocks. To avoid delisting bias, the missing delisting
returns are replaced by with -30% for delisting codes of 500 or 520-584 following Shumway (1997). 9
Finally, they exclude the stocks in the tech-sector that experienced a dramatic rise and fall during the
sample period. The media effect is robust to these alternative specifications.
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