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Abstract

This study examines the impact of company responses to trading-induced queries
made by the Australian Securities Exchange over the period January
2007-December 2008, inclusive. We utilise event study methodology and a
matched sample approach to assess the impact of trading query announcements.
We use multivariate analysis to investigate any cross-sectional determinants
affecting abnormal returns and volume, and find significant positive shareholder
wealth and volume effects associated with query announcements. Further, the
unexplained abnormal returns observed prior to the announcement of the trad-
ing query persist post-announcement. Subsequent analysis reveals the industry
effect reported in the literature loses significance after accounting for sample
selection bias.
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1. Introduction

This paper provides an empirical examination of query announcements as
value-relevant information signals in the framework of financial market effi-
ciency. Specifically, a trading-induced query is a set of questions issued to a pub-
licly traded entity by the exchange following an unjustified movement in the
share price or volume of that particular company. This form of announcement is
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able to signal to the market any information that could justify the pre-announce-
ment overreaction or underreaction observed in the company’s equity. Specifi-
cally, this event is able to provide the market with value-relevant information
either by dismissing the pre-announcement activity as speculative trading or by
contributing new information that can be disseminated into the marketplace.
As such, trading-induced queries play an important role within the continuous
disclosure system to ensure that securities are accurately priced.

Our study is motivated by a lack of available research associated with the
impact of company responses to trading-induced exchange queries. The Austra-
lian query regime is intended to support a timely flow of information, enabling
securities and their associated risks to be priced efficiently. Further, the Austra-
lian market offers a unique setting as the Australian Securities Exchange (ASX)
enforces a continuous disclosure query regime distinct from disclosure regulation
administered in other countries, including the United States, United Kingdom
and Japan. Within these countries, there is no public communication of any con-
cerns regarding price fluctuations. The securities legislation in these markets stip-
ulates a civil remedy for a breach of disclosure statutes, and the exchanges
themselves are not responsible for enforcing and monitoring these requirements.
Additionally, the computerised monitoring systems operating on these securities
exchanges are primarily used to protect market participants against order flow
manipulation and insider trading. Further, given the Australian government’s
recent approval of a new electronic market exchange (CHI-X) to compete
with the ASX, this study provides a timely examination of the trading-induced
query system and its impact on equity prices for all market stakeholders and
regulators.

Within Australia, exchange queries are a response to ASX Listing Rule 3.1,
which requires that an entity immediately disclose any information that is
expected to have a material impact on the price or value of the entity’s equity.'
The emergence of unexplained variations in trading activity may denote listing
rule violations, causing the ASX to submit to the company of interest, a standar-
dised set of questions requesting that the entity disclose any information in com-
pliance with Listing Rule 3.1. The query is submitted by the exchange without
standardised guidelines or thresholds that dictate the exact extent of fluctuation
required to warrant a query.” Failure to respond by the deadline outlined in the
request would result in a trading halt of the company’s traded equity. Once a
reply is received from the company, both it and the query are disclosed via
announcement to the market at the same time. Hence, the market is informed of

" Australian Securities Exchange Listing Rules Chapter Three — Continuous Disclosure
(http://www.asx.com.au/ListingRules/chapters/Chapter03.pdf).

2 Gong (2007) confirms this and finds that the variation in share prices which triggered a
trading inquiry is approximately 20 per cent or greater. This is consistent with the findings
of this paper (refer to Table 4, Panel A).
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the exchange query only upon the submission of the reply by the firm, prompting
our study to focus on query response announcements.

Company responses to exchange queries are diverse and range from a simple
‘no’ to a vague array of conjectures that answer the inquiry in an incomplete
manner. The extant literature (Gong, 2007; Marsden et al., 2008) broadly parti-
tions company responses to trading-induced queries into two distinct groups.
The ‘no new information’ release sub-sample consists of companies not disclos-
ing any new information. The ‘new information’ release sub-sample consists of
two possible announcements. First, companies can state that new investment
opportunities are being investigated but refuse to disclose concrete information
to the full extent (the ‘carve-out’ rule®), citing incomplete and confidential lines
of dialogue. This is an example of a new but partial information release. Second,
firms opt to release new information that consists of, for example, variations in
earnings forecasts, upcoming project details or clarification of existing market
speculation. Nonetheless, both types of query responses convey or confirm new
information not fully crystallised prior to the announcement.

Gong (2007) investigates how Australian companies respond to ASX queries
and how the market reacts to such replies. The paper partitions the sample on
the basis of share price direction prior to the query. In the case of prior price
declines, Gong (2007) finds that a downward trend of the share price is reversed
with the security price increasing 5.2 per cent (I-day event window) to 9.2 per
cent (5-day event window) after the firm denies knowledge of any adverse infor-
mation (‘no new information’ response). In the case of prior price upswings, the
analysis only documents significant results with respect to partial information
releases. Specifically, following a significant share price increase, the price of the
company’s securities continues to increase upon the release of partial informa-
tion. On average, the share price continues to increase by 4.6 per cent over the
first trading day after such a response and a further 3.9 per cent over the next
four trading days.

Marsden et al. (2008) examine the query system employed by the New Zealand
Exchange to ensure that listed companies comply with its continuous disclosure

3 The carve-out rule classifies as an exception to continuous disclosure Listing Rule 3.1.
Under Listing Rule 3.1A, Listing Rule 3.1 does not apply to particular information if all
of the following are satisfied:

3.1A.1 A reasonable person would not expect the information to be disclosed;

3.1A.2 The information is confidential, and ASX has not formed the view that the infor-
mation has ceased to be confidential; and,

3.1A.3 One or more of the following applies:

(a) It would be a breach of a law to disclose the information;

(b) The information concerns an incomplete proposal or negotiation;

(¢) The information comprises matters of supposition or is insufficiently definite to war-
rant disclosure;

(d) The information is generated for the internal management purposes of the entity; and,
(e) The information is a trade secret.
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requirements. The paper applies traditional event study methodology and only
focuses on scenarios under which companies respond to queries via ‘no new
information’ releases with respect to unexpected trading fluctuations. In terms of
queries generated by price increases, the study reports an abnormal return of
14.7 per cent over a 1-day event window prior to the query and a further 9.0 per
cent abnormal return following a company’s ‘no new information’ reply (1-day
event window). In terms of queries generated by price decreases, the study
reports an abnormal return of —12.16 per cent over a 1-day event window prior
to the query and a further —4.8 per cent abnormal return following a company’s
negative reply (1-day event window). The study argues that the absence of a
reversal in share prices suggests that the query system is only partially effective
as a mechanism for remedying an uninformed market.

In light of the above, our study is the first to examine trading queries by simul-
taneously applying event study methodology, a matched sample approach and
multivariate analysis utilising the Heckman (1979) procedure to correct for sam-
ple selection bias. We argue that sample selection bias is likely to arise as our
data set is not constructed in a random manner, consisting solely of firms subject
to an exchange query announcement. As such, the application of the Heckman
procedure is an obvious inclusion to our analysis. Moreover, this paper inspects
the extent of market reaction to exchange queries as a function of both the
announcement content and firm-specific characteristics for the period January
2007-December 2008, inclusive. In addition, we assess whether ‘no new informa-
tion” query replies result in a reversal of the unexplained returns observed prior
to the announcement.

Our findings demonstrate significant positive shareholder wealth and volume
effects associated with query announcements, robust to applied stratification and
a matched sample approach. Further, unexplained abnormal returns observed
prior to the announcement persist as we fail to identify a reversal in the share
price following a company announcing an absence of any information that
would justify the pre-query trading activity.

The multivariate analysis with the application of Heckman’s (1979) two-stage
correction procedure aims to identify significant cross-sectional determinants of
abnormal returns and abnormal volume. Once sample selection bias is taken into
account, we fail to document industry classification as a significant variable in
the augmented multivariate analysis. This contradicts the role of industry as a
significant explanatory variable reported in the extant literature (Gong, 2007).
Moreover, our findings show prior security price direction as significant with
respect to abnormal returns while firm size and the source of the query prove
significant with respect to abnormal trading volume (ATV).

2. Model Specification

To examine abnormal profits in the Australian equity market, we employ a
0/1 Market Model (Fama et al., 1969) to avoid endogeneity concerns and the
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consequent use of a biased company beta.* Endogeneity is expected to arise as,
prior to a query announcement, the sample of firms is likely to experience
abnormal returns, resulting in a biased beta coefficient. In addition, we employ
the Barber and Lyon (1997) matched firm study to account for company-specific
risk factors, size characteristics and growth opportunities of sample firms in
measuring abnormal returns. Control firms are selected based upon industry
classification, size and book-to-market values.
The buy-and-hold abnormal return (BHAR) for a sample company is
estimated as follows:”
b b
BHAR; o4 = [ (1 + Ri)) = T] (1 + Runs) (1)

1=a I=a

where:

BHAR;,;; = The BHAR for sample firm 7 over the event window [a,0];
R;, = The discrete observed return for sample firm i in period #; and,
R,,, = The discrete observed return for the market in period 7.

Subsequent to identifying the control firm sample, we formally define the
Barber and Lyon (1997) Buy-and-Hold Abnormal Returns as follows:

b b
BLBHAR; 5 = [[ (1 + Ri) = [] (1 + Re) 2)

t=a t=a

where:

BLBHAR;, ) = The Barber and Lyon (1997) BHAR for sample firm 7 over the
event window [a,b];

R;, = The discrete observed return for sample firm 7 in period #; and,

R., = The discrete observed return for control firm ¢ in period z.

4 Prior to a trading-induced exchange query, sample firms are likely to experience abnor-
mal returns. In fact, this will most likely be the source of the query in the first place. If the
sample company experienced a significant price increase, then the ordinary least squares
(OLS) regression would overstate the beta as a result of pre-announcement trading.
Applying an overstated beta in the post-announcement period would result in artificially
negative abnormal returns. If the sample company experienced a significant price
decrease, then the OLS regression would understate the beta as a result of pre-announce-
ment trading. Applying an understated beta in the post-announcement window would
result in artificially positive abnormal returns.

> The reported findings with respect to shareholder wealth effects are subject to winsoris-
ing at the 1 per cent level. This is in response to performed diagnostics that identify the
presence of extreme values (outliers).
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In addition, we examine the impact of company responses to trading-induced
queries on trading volumes through the use of historical and control firm volume
data. Historical daily trading volumes are measured over 10-30 trading days
prior to the query announcement. This datum is applied to generate firm-specific
volume benchmarks that are compared to the realised trading volume over the
event window of interest in an effort to assess the presence of abnormal trading
activity.

Therefore, abnormal trading for a sample company over the event window of
interest is calculated using the abnormal trading volume (ATV) measure, which
is expressed as follows:

S Vi
ATV, = Ryt (3)
b — V;
(b-a) (y — X> ; ’

where:

ATV = The ATV for sample firm i over the event window [a,b];

Vi, = The daily trading volume of sample firm 7 in period

[x, y] = A historical daily trading window, 10-30 trading days prior to the
query announcement dissemination date;

[6 — a] = The number of trading days over the specified event windows (equal
to 1,2, 3,4 or 5); and,

[v = x] = The number of trading days between the start and the end of the
control period for determining the historical trading volume (equal to 20).

In the assessment of ATVs with respect to a matched firm approach, we imple-
ment a scaling factor to account for differing degrees of volume turnover
between sample firms and control firms. Therefore, we express the volume scal-
ing factor as follows:

v
> Ve

VFACTOR; = 5~ (4)

Vi
I=x

where:

VFACTOR; = The trading volume scaling factor for sample firm i

V., = The daily trading volume of control firm ¢ in period ;

Vi, = The daily trading volume of sample firm 7 in period #; and,

[x, ¥y = A historical daily trading window, 10-30 trading days prior to the
query announcement dissemination date.
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Subsequently, the trading activity for a sample company over the event win-
dow of interest is calculated using the Barber and Lyon (1997) abnormal trading
volume (BLATV) measure, which is expressed as follows:

b
> Vie

BLATV, 45y = | VFACTOR; " —1 (5)

> Ve
1=a

where:

BLATV;,p = The Barber and Lyon (1997) abnormal trading volume for
sample firm 7 over the event window [a,b];

VFACTOR; = The trading volume scaling factor for sample firm 7

Vi, = The daily trading volume of sample firm 7 in period #; and,

V., = The daily trading volume of control firm ¢ in period z.

In addition, we investigate the joint impact of a set of firm- and query-specific
determinants in assessing the extent of cross-sectional variation in abnormal
returns and abnormal volume. Specifically, we evaluate this variation as a function
of the security price direction prior to the query, type of company response to the
query, industry classification, company size and the reason for the query as stated
by the ASX upon submission. Testing is performed using abnormal returns and vol-
ume generated via the event study methodology and the matched sample approach.
The models we fit to conduct our multivariate analysis are formally defined as:

Abnormal Return Multivariate Model

AR;[qp) = % + f PRIORPRICE; + } NONEWS; + ;;RESOURCE,;
+ P4LN(SIZE), + psPVQUERY, + ¢

Abnormal Trading Volume Multivariate Model

ATV[‘[aJ,] =o;+ {PRIORPRICE; + f, NONEWS; + ﬁ_;RESOURCE,'
=+ ﬁ4LN(SIZE)I» + ﬂSPVQUER Y +e¢

where:

AR;[4p = The abnormal return for sample firm 7 over the event window [a,b];
ATV, = The ATV for sample firm i over the event window [a,b];
PRIORPRICE; = Dummy variable equal to 1 if the traded securities of sample
firm i experienced a price increase prior to the query announcement, and 0
otherwise;

NONEWS; = Dummy variable equal to 1 if sample firm 7 responded to the
query by releasing no new information, and 0 otherwise;
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RESOURCE; = Dummy variable equal to 1 if sample firm i operates in the
resource industry, and 0 otherwise;

SIZE; = The market capitalisation of sample firm i

PVQUERY; = Dummy variable equal to 1 if the reason for the query is ATV in
addition to price fluctuation in the securities of sample firm 7, and 0 otherwise:®
and,

¢; = The error term.’

The validity of the multivariate analysis could be compromised as a result of a
number of potential impediments. The cross-sectional analysis in our paper is
likely to exhibit sample selection bias as a result of a distinction between the pop-
ulation distribution and the distribution within our selected sample. Sample
selection bias is of particular interest in our analysis because abnormal returns
and abnormal volume are only calculated for queried firms selected by the
regulator (ASX). As such, our data set is not constructed in a random manner,
compromising the generalisability of this study.

The two-stage correction procedure proposed by Heckman (1979) provides a
widely employed technique for mitigating sample selection bias in empirical studies.
In the first stage, we estimate a probit model over the full sample of both event and
control firms to measure the conditional probability of a company being included
in our sample (Inverse Mills ratio). The probit model is formally defined as:

Heckman Selection Equation ( Probit Model)®
D; = f(yy + 71 RESOURCE; + y, LN (SIZE), + y; YEAR;
+ 94DEBT; + ysROA; + ¢ PREP; + y; PREV; 4 1,
where:

D; = Dummy variable equal to 1 if firm 7 is a sample firm, 0 otherwise;

f = The normal link of the function;

RESOURCE; = Dummy variable equal to 1 if firm i operates in the resource
industry, 0 otherwise;

LN (SIZE); = Natural logarithm of the market capitalisation of firm 7 as at the
last year-end reporting date prior to the query announcement;

® Note that all of the query announcements in our sample are generated at least as a result
of unexplained security price fluctuation. Hence, the tested dummy variable is equal to 1
if the trading-induced exchange query is caused by (both) abnormal share price and trad-
ing volume fluctuation.

"The conducted regression analysis is estimated using Newey-West heteroskedasticity
and autocorrelation consistent covariances (Newey and West, 1987) in an effort to correct
the standard error estimates.

8 Firm leverage is estimated through the use of the Debt Ratio (Total Debt divided by
Total Assets), and firm profitability is assessed by employing the Return on Assets Ratio
(Earnings before Interest and Tax divided by Total Assets).

© 2010 The Authors
Accounting and Finance © 2010 AFAANZ



J. Drienko, S. J. Sault|/ Accounting and Finance 51 (2011) 923-945 931

YEAR; = Dummy variable equal to 1 if firm i is subject to a query in the 2008
calendar year, 0 otherwise;

DEBT; = Debt-to-Asset ratio of firm i prior to the query announcement;

ROA; = Return on Assets ratio of firm 7 prior to the query announcement;
PREP; = Pre-announcement abnormal returns of firm i, for a 1-week period
prior to the query announcement;

PREV; = Pre-announcement ATV of firm i, for a 1-week period prior to the
query announcement; and,

w; = The error term with y, = 0 and o, = 1.

The query year, defined as a dummy variable equal to 1 if the query announce-
ment occurred in the 2008 calendar year (and 0 otherwise), is selected to account
for potential differences in the use of queries across the two calendar years. Pre-
announcement abnormal returns and trading volume, the likely causes of trad-
ing-induced exchange queries, are measured over a 1-week interval immediately
prior to the query announcement date. Thereafter, such measurements are bench-
marked against historical price and volume trading activity, 30 trading days prior
to the start of the 1-week pre-announcement window. In addition, the presence of
firm leverage and company profitability ratios in the selection equation account
for firm-specific characteristics that may influence the occurrence of a query.

3. Data

The initial data set consists of trading-induced query announcements on securi-
ties of ASX-listed corporations over a 2-year sample period between 1 January
2007 and 31 December 2008, inclusive.” The applied event period allows for the
use of the most recent data with respect to assessing potential abnormal market
activity in response to such announcements. We engage the Aspect Huntley
DatAnalysis database to obtain a complete list of query announcements appli-
cable to all public companies over the entire sample period, including announce-
ment date and time. This approach yields information in terms of the submitted
ASX query and the company response to such a query in a single document that
is subsequently made available to the market. Individual query announcements
are manually examined to determine the nature of the query, the company
response to the query and the direction of the pre-announcement share fluctua-
tion. Subsequent filtering procedures are applied to exclude query announce-
ments not prompted by unexplained market trading (technical queries) or subject
to data omissions. The resulting final data set contains 713 query announcements
relating to 511 unique firms.

° The examination of a 2-year period is consistent with Gong (2007) who examines the
market reaction to exchange queries in Australia over the period July 1998-June 2000.
Further, the number and type of firms in our study are comparable to those in Gong
(2007).
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To investigate the wealth impact of company responses to trading-induced
query announcements, we assess daily security price data for each sample firm
against the market portfolio'® and thereafter the assigned control firm. The
DataStream International database is engaged to expedite security price, volume
and index data retrieval to provide the necessary daily trading information. To
execute the matched firm approach, we compile a control firm database of all
publicly listed ASX companies. Using the Aspect Huntley FinAnalysis database,
we collect the corresponding Global Industry Classification Standard categorisa-
tion codes, market capitalisations and book-to-market values as at the last year-
end reporting date prior to the query announcement for each public firm. Subse-
quent control firm identification can then be conducted by means of a three-step
procedure in accordance with a match sample framework (Barber and Lyon,
1997), namely: intra-industry matching; market capitalisation (between 70 and
130 per cent of the sample firm) matching; and book-to-market (closest value in
the affiliated reporting period) matching.

A summary of the security price, trading volume, market portfolio and control
firm data we examine in this paper is outlined in Table 1. The table also outlines
additional data we collect to conduct the multivariate analysis and the affiliated
Heckman (1979) correction procedure. Table 2 presents the descriptive statistics
pertaining to the final sample of query response announcements.

With respect to the time of announcement, there appears to be a stable distribu-
tion throughout the day with some clustering before and after the ASX trading
session. In this regard, it is important to acknowledge that the impact of any com-
pany responses to trading-induced queries released after the market close can only
be reflected in the following trading day. Accordingly, we adjust the employed
event windows for any announcements published after 4 pm to the open of the
next trading session (10 am) the following day. Further, the descriptive statistics
indicate a skewness of the sample towards firms operating in the natural resource
industry and skewness towards smaller corporations on the basis of market capi-
talisation (a proxy for company size). In response, we control for the industry
classification and company size concerns in the conducted multivariate analysis.'!

4. Results

Panel A of Table 3 details the aggregate abnormal returns pertaining to query
response announcements. Overall, the results detail significant positive abnormal

19 The Australian All Ordinaries Index is an appropriate proxy for the market portfolio
as it represents a capitalisation-weighted index comprised of the largest 500 companies in
the Australian equities market or approximately 95 per cent of the total value of the listed
equity on the ASX (http://www.standardandpoors.com/indices/sp-asx-all-ordinaries).

"' In addition, we perform an analysis of the explanatory variable cross-correlation matrix
in an effort to assess the potential presence of multicollinearity in our multivariate analy-
sis. The results do not illustrate a cause for concern.
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Table 2

Summary of the distribution of query response announcements. The values in the parentheses reflect
the proportion of the sample associated with the affiliated field. Panel A refers to a query distribution
breakdown by year. Panel B refers to a query distribution breakdown by time of announcement.
Panel C refers to a query distribution breakdown by industry code. Panel D refers to a query distri-
bution breakdown by company size. Panel E refers to a query distribution breakdown by the type of
company response to the trading-induced query. Panel F refers to the continuous variable of our
multivariate analysis.

Panel A: Distribution on the basis of year of announcement

January 2007-December 2007 January 2008—December 2008
302 (42%) 411 (58%)

Panel B: Distribution on the basis of time of announcement

Before 10 am 10 aM—12 pm 12-2 pm 24 pm After 4 pm
209 (29%) 103 (15%) 94 (13%) 134 (19%) 173 (24%)

Panel C: Distribution on the basis of industry classification

Resources Others
439 (62%) 274 (38%)

Panel D: Distribution on the basis of market capitalisation

Size < $50 million $50 million < Size < $300 million Size > $300 million
285 (40%) 227 (32%) 201 (28%)

Panel E: Distribution on the basis of company response type

No new information response New or partial information response
648 (91%) 65 (9%)

Panel F: Continuous variable

Sample Standard 25th 75th
Variable size Mean deviation Percentile Median Percentile
SIZE; 713 1,151,456,302  7,296,133,837 25,451,044 91,036,213 381,089,706
LN (SIZE), 713 20.8643 22.7106 17.0523 18.3268 19.7585

returns associated with company response announcements to trading-induced
exchange queries over all event intervals. Specifically, our study reports an aggre-
gate abnormal return estimate of approximately 2.5 per cent over each of the five
event windows.'? Stratification on the basis of security price direction prior to

'2 The use of either cumulative returns or buy-and-hold returns as a metric for measuring
abnormal returns generates consistent results. For brevity, we do not report the outcomes
pertaining to cumulative returns.

© 2010 The Authors
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the query reveals that, on average, shares subject to an unexplained price run-up
prior to the exchange inquiring demonstrate a further price increase (approxi-
mately 3.1 per cent) in response to the query announcement. In contrast, equity
subject to price declines pre-announcement exhibits no significant impacts in
response to query replies.

Panel B of Table 3 presents abnormal returns for samples stratified on the
basis of the type of company response to the query. Specifically, our results show
an aggregate abnormal return of approximately 2.5 per cent with respect to ‘no
new information’ query responses and approximately 3.5 per cent with respect to
‘new information’ query responses.

The lack of an observed price reversal as a response to ‘no new information’
releases (Panel B) warrants further consideration. The ASX Surveillance Divi-
sion resorts to exchange queries in the presence of unexplained market activity
relating to a particular security. As such, a ‘no new information’ release follow-
ing irregular trading should result in, at least, partial reversals of the prior
returns earned in the pre-announcement periods because of the removal of unjus-
tified speculation.'?

Table 4 presents the discrete return values over 5-day event windows before
and after the query announcement date for both sample and control firms.
The table indicates economically and statistically significant returns for sample

Table 4

Discrete returns pertaining to the ‘no new information’ query response sub-sample for both sample
firms (Panel A) and matched control firms (Panel B) over a 5-day event window prior to and follow-
ing a query announcement. AGGREGATE refers to the returns for the overall sample of ‘no new
information’ responses to submitted queries (648 observations); PRIOR INCREASE pertains to the
returns of securities subject to share price run-ups in the pre-announcement period; and PRIOR
DECREASE pertains to the returns of securities subject to share price declines in the pre-announce-
ment period. Return values are presented in decimal form. Two-tailed z-statistics are presented in
parentheses.

Window [a,b] Discrete returns for ‘no new information’ responses

Stratification [-5, 0] interval [0,+ 5] interval [0, + 50] interval

PANEL A: Sample firms

AGGREGATE 0.2330*** (16.546) 0.0201** (2.386) —0.0401%* (—1.967)
PRIOR INCREASE 0.3280*** (23.859) 0.0254*** (2.835) —0.0222 (-0.932)
PRIOR DECREASE —0.2073*** (—15.147) —0.0046 (—0.203) —0.1232%** (-3.897)
PANEL B: Control firms

AGGREGATE 0.0043 (1.0135) 0.0019 (0.434) —0.0364%** (-=2.919)
PRIOR INCREASE 0.0151%*** (3.428) 0.0024 (0.499) —0.0220 (-1.575)
PRIOR DECREASE —0.0461%** (-4.255) —0.0001 (—0.002) —0.1027%** (=3.927)

***Significance at the 1 per cent level; **Significance at the 5 per cent level.

13 Evidence of share price reversal following a ‘no new information’ reply to a query is
consistent with Gong (2007) but inconsistent with Marsden ez al. (2008).
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firms prior to the query and an absence of return reversal in response to ‘no
new information’ announcements over the 5-day windows after the announce-
ment.

A comparison of equivalent pre- and post-intervals for sample firms shows
that a security subject to a price run-up exhibits an average return of 32.8 per
cent prior to the query and a further increase of 2.5 per cent in response to the
‘no new information’ reply. Panel B presents discrete returns for matched control
firms surrounding the sample announcement dates over identical study intervals.
The control firm findings show insignificant returns over the [0,+ 5] window,
indicating that the absence of a price reversal observed for the sample firms is
not the result of exogenous shocks (such as industry turbulence or foreign
exchange movements) conflicting with post-announcement returns. In addition,
a wider post-announcement event window is also presented to discard the possi-
bility of a share price reversal in the near future to control for a delayed market
response. This evidence indicates an average cumulative return of approximately
35.3 per cent surrounding the query announcement (over the [-5,+ 5] interval
window) but only a —2.2 per cent return reversal over the [0, + 50] window that
is not significantly different from zero. Hence, the wider event window docu-
ments security returns after the query that do not account for the observed pre-
announcement activity.

Table 5 documents the trading volume effects of query announcements in the
form of volume ratios over the event intervals relative to the corresponding his-
torical trading activity. Our findings indicate a highly significant positive impact
on trading volume in response to query announcements.'* The one exception,
‘new information’ releases affiliated with share price decreases in the pre-
announcement window (Panel B), yields insignificant outcomes. Panel A of
Table 5 documents a historical aggregate trading volume figure of more than six
times above the historical benchmark on the first trading day following the query
publication. When stratified on the basis of the security price direction prior to
the announcement, average abnormal trading activity exceeds 640 per cent over
the 1-day window in the case of equity that experienced a prior share price
increase. With respect to trading volumes of matched control firms, the results
further indicate ATVs consistent with the historical trading benchmarks.

Panel B of Table 5 further outlines a highly significant positive impact of trad-
ing volume regardless of the type of query response issued by the firm. The
aggregate abnormal trading activity is approximately six times above the histori-
cal benchmark with respect to ‘no new information’ query responses and approx-
imately four and a half times above the historical benchmark with respect to
‘new information’ query responses.

"It may appear that the magnitude of the ATV is associated with the equal-weighted
approach of assessing the trading reaction to query announcements. However, winsorising
our extreme values at the 1 per cent level yields largely consistent estimates.

© 2010 The Authors
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A univariate analysis pertaining to the Inverse Mills ratio reports a statistically
significant regression constant and a statistically significant regression coefficient.
The significant intercept term indicates that our abnormal returns and abnormal
trading volume findings remain significant after allowing for sample selection
bias in our analysis. More importantly, the statistical significance of the regres-
sion coefficient demonstrates that the query announcement controls information
that was previously unavailable to the market and to which investors react. Such
an interpretation stems from the extant literature on self-selection models in cor-
porate finance (see Li and Prabhala, 2005) that applies the Inverse Mills ratio to
model private information revealed in events of interest. Such studies employ the
variable to assess the information revelation process and estimate conditional
announcement effects (Li and Prabhala, 2005).

The multivariate analysis of abnormal returns (Table 6) shows the Inverse
Mills ratio to be highly significant in all event windows, indicating the presence
of sample selection bias in our sample. This validates the inclusion of the variable
in our analysis as the presence of the ratio mitigates the sample selection bias
present in our coefficient estimates. With respect to other statistically significant
variables, our findings indicate a significant positive effect with respect to the
direction of the security price prior to the query. This is consistent with the
reported evidence in Table 4, which documents that positive returns earned prior
to the query announcement are followed by additional positive returns earned
after the query publication.

More importantly, our abnormal return findings report no significant size or
industry effects documented in previous studies (see Gong, 2007; and Marsden
et al., 2008). Moreover, it is important to note that the omission of the Inverse
Mills ratio from our analysis, a variable not considered by the extant literature,
would result in a statistically significant industry effect. This highlights that not
accounting for this form of bias exerts a significant impact on overall conclu-
sions. That is, after incorporating the Heckman (1979) two-stage correction pro-
cedure and generating a statistically significant Inverse Mills ratio, the industry
effect modelled in the extant literature loses its significance.'”

Table 7 documents our cross-sectional variation results with respect to ATV
for the five event windows. Again, the Heckman (1979) two-stage procedure
shows a statistically significant Inverse Mills ratio. Further, all observed event
windows identify a significant negative firm size effect, indicating that the trading
volume impact of query response announcements is substantially stronger for
smaller firms. In addition, we find that the source of the query has a significant
positive relationship with trading volume in all post-announcement intervals.

5 1n results not reported, consistent with Gong (2007), we further stratify our industry
analysis by also including a dummy variable for the resource and technology sector and a
dummy variable for the resource, technology and biotech sectors. This further industry
stratification reveals no other significant effects with all regression coefficients and their
significance remaining largely unchanged.
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This suggests that if the announcement is caused by both unexplained security
price and volume fluctuation prior to the query, the subsequent trading activity
will be stronger for the sample firm.

5. Conclusion

The aim of this study is to provide the first comprehensive empirical examina-
tion of query announcements as value-relevant information signals in the frame-
work of financial market efficiency. Our analysis is motivated by a lack of
available research associated with the impact of company responses to trading-
induced exchange queries.

We employ event study methodology to examine the impact of query response
announcements. This approach is applied to assess abnormal returns and volume
in response to the publication of query announcements. For robustness, we also
employ a matched sample approach advocated by Barber and Lyon (1997),
examining abnormal returns and volume relative to a control sample. Finally,
we conduct multivariate analysis to consider the potential joint influence of
cross-sectional determinants. This methodology is made more robust with the
application of the Heckman (1979) two-stage correction procedure to correct the
identified self-selection bias diagnosed through our univariate results.

The findings in this paper demonstrate significant positive sharecholder wealth
and volume effects associated with query announcements for the period January
2007-December 2008, inclusive. Our findings prove robust to applied stratifica-
tion and a matched sample approach. The 0/1 Market Model and control firm
benchmarks yield largely consistent results over the investigated event windows.
Further, unexplained abnormal returns observed prior to the announcement per-
sist, and we fail to identify a reversal in the share price following a company
announcing the absence of any information that would justify the pre-query
activity. This result proves counterintuitive as any unexplained speculation
should be invalidated by the firm expressing no legitimate justification for the
fluctuation observed in the pre-announcement period. As such, the absence of a
share price reversal with regard to ‘no new information’ releases proves consis-
tent with Marsden et al. (2008) but inconsistent with Gong (2007). Findings per-
taining to univariate regressions on the Inverse Mills ratio demonstrate that
documented abnormal returns and volume remain significant after allowing for
sample selection bias. Once sample selection bias is taken into account with
respect to the multivariate analysis, we fail to document a significant industry
effect reported in the extant literature (Gong, 2007). Lastly, our findings show
prior security price direction as significant with respect to abnormal returns while
firm size and the source of the query prove significant with respect to ATV.

The query system examined in this paper is intended to support a well-func-
tioning, continuous disclosure regime by mitigating information asymmetry that
may cause a transfer of wealth from uninformed to informed investors. Specifi-
cally, a timely flow of information enables securities, or more importantly their
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associated risks, to be priced efficiently. Hence, it is vital for all market stake-
holders and regulators to enhance their understanding of the impact of exchange
query announcements. Such results have implications for policy-makers and
researchers who consider market reactions to queries as evidence of such disclo-
sure’s usefulness to investors.
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