
Political Polarization in Financial News

Eitan Goldman Nandini Gupta Ryan Israelsen
Indiana University Indiana University Michigan State University

2nd London Political Finance (POLFIN) Workshop
June 25, 2021

1 / 25



Example
Tesla had a massive stock rally in February 2020. Here’s how it was reported in The Wall
Street Journal and The New York Times.
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Example continued
- Wall Street Journal and New York Times

occupy opposite ends of the political
spectrum.

- 90% of political donations by Tesla
employees went to the Democratic
Party.

- Did Tesla’s political affiliation play a role
in differential news coverage?
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Standard explanations of polarization don’t apply to financial news

- News that is easily verifiable, weather, sports, or corporate financial
news is less likely to be biased (Gentzkow and Shapiro, 2006).

- Financial news read to inform financial decisions not confirm
political beliefs (for eg, Huberman and Regev, 2001, Barber and
Odean, 2008, Tetlock 2007, and many others.)

- Business and opinion pages have separate editors.
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This paper

- Over 25 years of financial news published in Wall Street Journal and New York Times on
100 largest listed U.S. firms.

- Compare reporting between the two newspapers about same firm-specific events to
ask:

- Q1: Do newspapers report differently on financial news about politically aligned firms?

- Q2: Do investors respond to politics induced disagreement in financial news?
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Findings on likelihood and tone of coverage of politically aligned firms

- Newspapers more likely to cover and write positively about politically aligned firms.
- Driven by more politically active firms; Journalists adopt tone of employer; Coverage in

WSJ changes after acquisition by more conservative News Corporation.

- Abnormal trading volume higher when greater politics induced disagreement in
coverage.

- Concentrated in most politically active firms, and when more disagreement in tone.

- Evidence that individual investors respond to news.
- Investors trade more when news appears in paper they read, and in the same direction as

other investors who read same paper.
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Data
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Data and variables

- 100 largest publicly traded firms in the U.S.
- Financial News: Daily articles from print editions of WSJ and NYT, which mention 1

or at most 2 firms, between January 1990 and December 2016, from Factiva.
- 80% of articles in financial section.

- Political Alignment: Campaign contributions by PACs and employees to Republican
and Democratic Party candidates in each two-year election cycle between 1990 to
2016 from Opensecrets.org.

- Tone: Loughran and McDonald’s (2011) dictionary of financial words that carry
negative or positive tone.

- Newspaper circulation in metropolitan area: Alliance for Audited Media.
- Retail investor Trading: Terrance Odean.
- Firm specific variables: CRSP and Compustat.
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Likelihood of Coverage
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Empirical Specification
Yi,j,t = β1Political Alignmenti,t + β2Xi,t + Firm FE + Quarter FE + Topic FE + ε i,j,t

with Yi,j,t =

{
1 if article about firm i on day t in WSJ
0 if article about firm i on day t in NYT

- Political Alignment = % of Campaign contributions to Republicans/Democrats; Top 20th

percentile political donor.

- Compare coverage between the two papers about same firm at same point in time.

- Control for Firm, Quarter, Firm × Quarter FE; 2 digit Topic FE; advertising; profits.

- Focus on most politically active firms to capture effect of politics.

- Compare coverage after acquisition of WSJ by News Corp (exogenous to firm characteristics).

- Study article length, type of news.
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Coverage and political alignment between firm and newspaper

Democratic Firms                          Republican Firms

Fig 1A: Likelihood of Coverage
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Figure 1A: Likelihood of Coverage

Democratic Firms                          Republican Firms

Figure 1B: Article Length
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- 1 sd increase in contributions to Republicans increases likelihood of coverage by 3% and article length by
4% in WSJ relative to NYT.

- Results stronger for more politically active firms.
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Likelihood of same day coverage of good versus bad news
Pr(Article in j ≥ 1)i,j,t = β1 Political Alignmenti,t × Good/Bad Newsi,k ,t

+ β2 Xi,t + Firm × Quarter FE + ε i,j,t

Democratic Firms                          Republican Firms

Fig 2A: Likelihood article published in WSJ
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Fig 2B: Likelihood article published in NYT

Democratic Firms                          Republican Firms
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- 1 sd increase in Republican donations for average number of negative words decreases
likelihood by 12% relative to mean.

- Stronger results for more politically active firms.
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Tone of Coverage
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Empirical Specification

Using daily coverage of largest 100 listed firms in the Wall Street Journal and New York
Times between 1990-2016, we estimate the following:

Tonei,j,t = β1WSJj,t × Political Alignmenti,t + β2Xi,t+

Firm × Quarter FE + Paper × Quarter FE + Topic FE + ε i,j,t

- Tone = Positive Words/Total Words; Negative Words/Total Words;
(Positive-Negative)/(Positive+Negative)

- WSJ = 1 if Wall Street Journal; 0 if New York Times.
- Firm × Quarter FE and Paper × Quarter FE absorb variation in coverage due to firm/paper

idiosyncratic factors.
- Focus on firms at the political extremes.
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Tone by political alignment

Democratic Firms           Republican Firms
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Fig 3A: Positive Words
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Fig 3B: Negative Words
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Fig 3C: Tone

- For a firm at the mean level of contributions to Republicans an article published in the NYT
includes 10% fewer positive words than the WSJ.
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News Corporation acquisition of The Wall Street Journal
- Compare likelihood and tone of coverage between 1990 to 2008 (Pre-News

Corporation) and 2008 to 2016 (Post-News Corporation).
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Fig 4A: Likelihood of Coverage
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Fig 4B: Positive Tone in WSJ
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Additional Robustness

- Subsample of articles written by same journalists who switch jobs between both
papers to control for Journalist FE.

- Subsample of articles on same firm on same day in both newspapers - tone differences
not driven by newspapers covering different firms/topics.

- Similar results if articles restricted to earnings topic, financial sections - not driven by
political news about firms.
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Disagreement in news and abnormal
trading volume
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Disagreement in news and trading

Abnormal Volumei,t = β1 Disagreementi,t × Top Political Donori,t + β3Xi,t + Firm× Year FE + εi,j,t

- Restrict sample to firms with exactly two articles on a given day in either paper, to control for
newsworthy events.

- Compare firms with two articles in one paper (No Disagreement) to firms with one article in
each paper (High Disagreement).Also use difference in tone of coverage between papers.

- Compare abnormal volume for Top Political Donors - unlikely that events that cause abnormal
volume occur more for top donors.

- Control for total articles in all news outlets on a given day, length of articles, absolute returns,
lagged absolute returns, lagged abnormal volume, Firm × Year fixed effects.
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Polarization and trading volume

Abnormal Volumei,t = β1 Disagreementi,t × Top Political Donori,t + β3Xi,t + Firm × Year FE + εi,j,t

- High Disagreement=1 if 1 article in each paper; 0 if both articles in 1 paper.
- Absolute value of difference in tone is the difference in tone between the papers.
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Fig 5A: Disagreement in coverage
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Readership and Investor Herding
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Do individual investors respond to the news?

- Match zipcode of individual investors to newspaper circulation data in that zipcode to
identify which newspaper is more likely to be read.

- Do investors trade more when news is printed in the newspaper they are likely to
read?

- Results
1. Investors trade more in a stock when news about that stock is reported in the paper they

are more likely to read, but not if reported in the other paper.
2. Investors trade in the same direction as other investors who read the same newspaper.
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In summary

- Newspapers cater to their readership even when covering financial news events,
which do not lend themselves to partisan interpretation.

- Politics induced disagreement between news sources increases trading volume.

- Political polarization affects trading behavior by segregating information sets of
investors.
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