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Does earnings call sentiment contain dividend
signals?
 In this report, we examine whether sentiment information extracted from

earnings call transcripts carry any predictive power on company fundamentals.
 Specifically, we focus on the sentiment on capital returns and its impact on

subsequent dividend futures returns, using novel, alternative data sets.
 Our analysis shows that the effects of management sentiment appear to be

moderately significant on dividend futures returns in both statistical and
economic terms.
 Using more sophisticated statistical techniques, we also examine the individual

effects on a single name basis.
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Introduction
Management discussions on earnings calls form an important part of fundamental
analysis. In this report, we examine whether sentiment information extracted from
earnings call transcripts carry any predictive power on company fundamentals.
Specifically, we focus on the sentiment on capital returns and its impact on
subsequent dividends, using novel, alternative data sets.

Data
We obtain the earnings call sentiment data from Accrete, a data provider that
analyzes earnings transcripts and extracts sentiment information based on certain
keywords, or concepts1. Currently, its product, known as Topic Delta, covers US
equities in most sectors. However, the data coverage of the Financials sector extends
to major European banks and insurers since 2013. On every earnings call, a
sentiment score ranging from -1 to +1 is produced for each concept. The score can be
thought of as the ratio between positive and negative words associated with the
concept on an earnings call. For banks, the concepts include general ones such as
capital returns as well as industry specific ones such as loan growth, capital
adequacy, etc.
For the purpose of the study, we are interested in the sentiment scores on capital
returns for European Financials. Among them, we narrow down to names with
relatively liquid dividend futures, including Allianz, Barclays, BNP, Credit Suisse,
Deutsche Bank, HSBC, ING, Intesa, Santander, SocGen, UBS, and Unicredit.
Since European banks tend to provide dividend guidance mainly on half year and full
year results, we take the observations from those earnings calls only.
Figure 1 shows the distribution of sentiment scores across all of the banks. We
observe an absence of extreme values and the mode of the distribution to be around
0.30, indicating that management sentiment on capital returns are generally
conservative and skewed positively. Figure 2 shows the change in sentiment from
the previous period. The distribution is much more normalized, with a roughly
symmetric shape and a mean of around 0. These are also properties shared by asset
return distributions. Therefore we will study the impacts of changes in sentiment on
subsequent dividend futures returns.

1

2

For more information, see www.accrete.ai
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Figure 1: Distribution of capital returns sentiment scores

Figure 2: First difference of capital returns sentiment scores
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The reason for looking at dividend futures, rather than underlying equities, is that
dividend futures represent a pure exposure to the capital return policy of a company,
particularly for European companies which overwhelmingly rely on dividends for
capital returns. Moreover, dividend futures are tradeable instruments and therefore
reflect to actual market expectations on capital returns. In contrast, equity returns
tend to be noisy, and as a result, may obscure the relationship that we are interested
in.
We take the single stock dividend futures returns of the Financial names and
compute the average of the subsequent 3-month returns of 2nd and 3rd year dividend
futures (lagged by one day) following each earnings call, and pair with the change in
sentiment score. The reason for averaging the dividend futures returns is to eliminate
the timing risk from the dividend futures returns. Figure 3 shows the scatter plot of
the two variables. In total, we have 70 observations across 12 equity tickers.
Figure 3: Subsequent dividend futures returns vs. changes in sentiment
Dividend futures average subsequent 3M returns
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Analysis and Results
As discussed above, we are interested in the effect of changes in capital returns
sentiment on subsequent dividend futures returns. The following regression is
specified:
3

=

+

⋅ SentChg +

⋅

3

+

(1)

Where the y variable is the average subsequent 3M returns of dividend futures
(lagged by one day), and the x variables are changes in sentiment and 3M underlying
stock returns. The 3M stock returns are taken over the same period as the dividend
futures returns. The variable acts as a control to account for any other factors that
could impact dividend futures returns.
The regression results are presented in Table 1. As we can see, the beta for SentChg
is significant at the 90% confidence level. It has a value of 0.1, meaning for every 1.0
change in sentiment, the dividend futures return changes by 10%. The standard
deviation of SentChg is approximately 0.29, implying that the range of impact on the
3M returns of dividend futures are likely to be within +/-5.8% as a result of changes
in sentiment (we take two standard deviations, i.e. 2 ⋅
⋅ = 2 ⋅ 0.29 ⋅ 0.10 =
0.058). We find the effects of management sentiment appear to be moderately
significant on dividend futures returns in both statistical and economic terms.
Table 1: Regression results from OLS model (1)
Variable
(Intercept)
SentChg
Stk3M
Adj R2 = 0.27

Estimate
-0.01
0.10
0.70

Std. Error
0.018
0.058
0.141

t value
-0.4
1.7
5.0

Pr(>|t|)
66%
10%
0%

Source: J.P. Morgan

We note that our dataset has a couple of features which warrants further analysis:
The number of observations is relatively small, and can be naturally partitioned into
groups (i.e. by ticker). To gain further insights into relationships at the individual
company level, we run a similar regression using a hierarchical specification:

Where:

3

=

+

⋅ SentChg +

⋅

3

+

(2)

~N( , σ )

(3)

~N( , σ )

(5)

~N( , σ )

(4)

Note that we allow the regression coefficients to vary at the company level, denoted
by j, while at the same time stay related by the distribution assumptions (3) – (5).
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The coefficients produced by this model are in essence a weighted average between
pooled and individual regressions2.
Why don’t we simply run a separate regression for each ticker? The reason is that we
have relatively few observations for some of the groups. Running separate
regressions would likely in result in severe overfitting as a result.
The results from our hierarchical regression are shown in Figure 4 and Figure 5. In
Figure 4, the dashed line represents the regression line obtained from the OLS (1),
and the red line represents , i.e. the average of
. The coefficients from the two
models show the same signs, and are relatively close to each other in terms of
magnitude.
Figure 4: Overall relationship obtained from hierarchical regression model (2)
Dividend futures average excess returns
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In Figure 5, the red lines are the individual regression coefficients ( ) obtained
from our hierarchical regression (2), and the dashed lines are the best fit lines based
on separate regressions per individual tickers. We note a couple of interesting
observations: the slopes of the hierarchical regressions are in general flatter than the
individual regressions. This is due to the shrinkage towards the pooled regression. In
particular, hierarchical regression corrected the slopes for HSBA and UCG from
negative to positive. Table 2 shows the values of
and , which are positive and
consistent for most names.

2

See A Guide to Econometrics, P. Kennedy, 2003 MIT Press and Data Analysis Using
Regression and Multilevel/Hierarchical Models, A. Gelman and J. Hill, 2007, Cambridge
University Press
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Figure 5: Overall relationship obtained from hierarchical regression model by ticker (2)
Dividend futures average excess returns
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Table 2: Regression coefficients from model (2)

Change in sentiment

Ticker
ALV

0.039

BARC

0.036

BNP

0.079

CSGN

0.106

DBK

0.334

GLE

0.039

HSBA

0.023

INGA

(0.042)

ISP
SAN

0.099
(0.042)

UBSG

0.058

UCG

0.005

Average

0.062

Source: J.P. Morgan

Conclusion
In this report we explore the information contained in earnings call sentiment using
novel, alternative data sets. Specifically we look at the relationship between
sentiment on capital returns and the subsequent dividend futures returns. Our analysis
shows that the effects of management sentiment appear to be moderately significant
on dividend futures returns in both statistical and economic terms. Using more
sophisticated statistical techniques, we also find that the effects are generally
consistent across single names.
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different from those discussed in this report. Employees of JPMSS and/or its affiliates not involved in the preparation of this report may have investments
in the securities (or derivatives of such securities) mentioned in this report and may trade them in ways different from those discussed in this report.
Taiwan: Research relating to equity securities is issued and distributed in Taiwan by J.P. Morgan Securities (Taiwan) Limited, subject to the license scope
and the applicable laws and the regulations in Taiwan. According to Paragraph 2, Article 7-1 of Operational Regulations Governing Securities Firms
Recommending Trades in Securities to Customers (as amended or supplemented) and/or other applicable laws or regulations, please note that the recipient
of this material is not permitted to engage in any activities in connection with the material which may give rise to conflicts of interests, unless otherwise
disclosed in the “Important Disclosures” in this material. India: For private circulation only, not for sale. Pakistan: For private circulation only, not for
sale. New Zealand: This material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of
money or who, in the course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to
members of "the public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any
third party or outside New Zealand without the prior written consent of JPMSAL. Canada: The information contained herein is not, and under no
circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of an offer
to buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of the securities described herein in Canada will be
made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly
registered under applicable securities laws or, alternatively, pursuant to an exemption from the dealer registration requirement in the relevant province or
territory of Canada in which such offer or sale is made. The information contained herein is under no circumstances to be construed as investment advice in
any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the information contained herein references securities
of an issuer incorporated, formed or created under the laws of Canada or a province or territory of Canada, any trades in such securities must be conducted
through a dealer registered in Canada. No securities commission or similar regulatory authority in Canada has reviewed or in any way passed judgment
upon these materials, the information contained herein or the merits of the securities described herein, and any representation to the contrary is an offence.
Dubai: This report has been issued to persons regarded as professional clients as defined under the DFSA rules. Brazil: Ombudsman J.P. Morgan: 08007700847 / ouvidoria.jp.morgan@jpmorgan.com.
General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co.
or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to
JPMS and/or its affiliates and the analyst's involvement with the issuer that is the subject of the research. All pricing is indicative as of the close of market
for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this material and are subject to change
without notice. Past performance is not indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of any
financial instrument. The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not
intended as recommendations of particular securities, financial instruments or strategies to particular clients. The recipient of this report must make its own
independent decisions regarding any securities or financial instruments mentioned herein. JPMS distributes in the U.S. research published by non-U.S.
affiliates and accepts responsibility for its contents. Periodic updates may be provided on companies/industries based on company specific developments or
announcements, market conditions or any other publicly available information. Clients should contact analysts and execute transactions through a J.P.
Morgan subsidiary or affiliate in their home jurisdiction unless governing law permits otherwise.
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