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The Effect of Corporate Name Changes on
the Stock Price

Hee Jang Oh* - Yong Ha Hyon™*

Abstract

In the viewpoints that corporate name does related to the firms’ value, this study is to
analyze the information contents of corporate name changes and to determine the factors
that explain. The sample of the study consists of 122 firms which changed their name
during the period of eight years from January, 1990 to September 1997. The event study
methodology is used. Noteworthy is that the abnormal stock returns in this study are
generated by the unchanged adjusted model.

The study finds that several factors of corporate name changes are associated with
respective firms' abnormal returns of the stock price. First, the corporate name changes
by and large were positively associated with the abnormal stock returns at announced day
one(1l), and during test period of -4 to +4 days(-4~4). Second, the market responded
differently to the motivation of the name changes. Name changes for the reasons of M&A
and for a new direction of corporate business, or for a new identity creating strategies
were responded positively by the market at significant levels. Third, the market responded
differently to the different language mix in changes of firm’s name, namely, Korean+
English. While name changes to Korean showed lower abnormal returns, name changes to
Korean+English showed higher abnormal returns. Fourth, the market also responded
differently to the name changes depending on the firms characteristics, i.e., the kind of
industry the firm belongs, and the size of the firm. The market responded more positively
to the firms in the wholesale and retail business than the firms in manufacturing and

* Research Professor of Entrepreneurial Management Center, Yeungnam University.

** Professor of Accounting and Finance, Schoo! of Business, Changwon National University.
Associate Professor of Emeritus, Fox School of Business and Management, Temple University.
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construction lines of business. The larger the size of the firm, the higher abnormal
returns, for the firms that changed their name.

Corporate strategists as well as investors we hope find the findings of this study useful.
The unchanged adjusted model for computing the abnormal returns in this study is new
and may shed new light to computing the abnormal returns for this type of research in
the future among research analysts.

Key words: brand, firms’ value, corporate name changes, motivation of the name change,
type of names’ language, firms characteristics, unchanged adjusted model.
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