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With the development of communication technologies, people can contact each other through various ways such as the Internet, GPS, and wireless equipment. These technologies remove geographic boundaries and make the world smaller and smaller. If something happens in one country, the news will be dispersed everywhere immediately; for example, images of the September 11 terrorist attack in the U.S in 2001 were broadcast to the whole world almost instantaneously. The development of  telecommunication has also made the world’s financial markets more efficienct. And stock prices of different companies fully reflect the information available in the markets. This paper explains the correlation between information exposure and stock prices. To further explain, we will use Eaton’s as an example. The paper will discuss the development of Eaton’s, reasons for the corporation’s bankruptcy, and its five main competitors. Also, financial analysis will be used to prove that the stock prices of Eaton’s and its competitors are fully affected by information exposure in an efficient market.  
Eaton's was once Canada's largest department stores; it was founded in 1869 in Toronto by Timothy Eaton. The executive group set two policies for the operation of Eaton’s and these policies were revolutionary for the retail industry of the time. The first policy was to eliminate the practice of haggling over prices and set fixed prices for all goods. Timothy Eaton promised fair and affordable prices: the same prices for both rich and poor. The second policy--"goods satisfactory or money refunded"-- became a trademark of the Eaton's Company and was copied by all its competitors. Eaton's first advertisement read, "We propose to sell our goods for cash only--In selling goods, to have only one price" (Green).  In an era where haggling for goods was commonplace, this was a revolutionary business practice. For several generations, members of the Eaton family were Canada’s merchant princes.
The company hit its highest point of sales during the Second World War, when its employee count stood at 30,000. Since then, however, Eaton's light had continued to fade. Starting in the 1960s, Eaton's began losing ground to its main competitor, Simpson's-Sears. The advent of specialty stores such as Canadian Tire also took large bites out of Eaton's market share in specific product areas. Then the invasion of the American big-box store further drained Eaton's customer base. As of 1997, Eaton's held only 11.4 per cent of the market share in the department store market, less than half of the share enjoyed by Wal-Mart. At that point, it ranked fifth in Canada behind the Bay, Sears, Zellers and Wal-Mart. In early March 1997, having lost $120 million and having defaulted on a bank loan, Eaton's surprised the nation by declaring that it was seeking bankruptcy protection. 
Eaton’s difficulties were caused by external and internal factors.  In the 1970s, all Eaton’s department stores had high vacancy rate and poor patronage, which contributed to the store's financial problems.  Also, some new American competitors such as Zellers came into the Canadian market and increased competition.  

The following are also reasons for the demise of Eaton’s.   Firstly, the family members of the last two generations of Eatons exercised poor internal management and this certainly contributed to the demise of Eaton’s.  Secondly, the chain had lost touch with younger customers, and unintentionally became known as a chain that catered to older shoppers. Thirdly, the stores that once served as landmarks in their respective communities were not renovated.  Fourthly, poor customer service due to cut back on sales staff and training in an effort to trim costs also took away Eaton’s competitive advantage. Finally, an antiquated supply chain also made Eaton’s lose customer loyalty. 
In the days following Eaton’s declaration of bankruptcy, there was a rise in the stock prices of its competitors. The definition of Efficient Market Hypothesis (EMH) can explain the phenomenon.  An efficient market is one in which security prices reflect all of the available information. By this we simply mean that based on available information, there is no reason to believe that the current stock price of a company is too low or too high.  In addition, the price of a stock reflects the market’s opinion about a company’s potential for future growth and profits. And the price of a stock varies with information exposure. Negative news will pull down the price of a stock and positive news will raise the price of a stock.
When Eaton’s declared bankruptcy on February 26, 2002, the price of Eaton’s stock fell, but the prices of its five main competitors’ stocks rose.
Exhibit 1: Share Prices of Eaton’s and Its Five Main Competitors
(Fox)
Wal-Mart Canada     24%

Zellers              23%
Sears Canada         18%
Hundson's Bay Co.   15%
T. Eaton Co.        12%
Kmart Canada         8%
Analysis of Competitors:
1. Wal-Mart Stores, Inc. was incorporated in 1969 and it is today an international retailer. In the United States, the company has been operating 1,568 discount stores, 1,258 super centers, 525 SAM's CLUBs and 49 Neighborhood Markets since January 31, 2003.  Wal-Mart's greatest advantage is its great bargaining power with its suppliers; it is able to get the lowest price from its suppliers, and in turn pass it on to its customers.  In addition, Wal-Mart is continuing to lower prices and offer newer and up-to-date products through its global suppliers' sourcing network.
Exhibit 2: (Stockhouse)

	Date
	Open
	High
	Low
	Close

	02/28/02
	62.700
	62.880
	61.540
	62.010

	02/27/02
	62.600
	62.850
	61.750
	62.250

	02/26/02
	60.800
	62.280
	60.450
	62.100


The above table shows the rising price of Wal-Mart’s stock from Feb 26th to 28th in 2002, after Eaton’s had declared bankruptcy. The price increased from $60.8 on 26th to $62.01 on 28th.  Although the range of increase was not big, Eaton’s bankruptcy affected the value of Wal-Mart’s share.   
2. Sears: Sears was officially formed in 1893. It is a leading retailer of apparel, home and automotive products and services, with annual revenue of more than $40 billion. Sears operated 863 mall-based retail stores and 1,200 retail locations including hardware, outlet, tire and battery stores as well as independently owned stores, primarily in smaller and rural markets. The two retailers, Sears, and Wal-Mart Stores, Inc., have a very similar value for return on equity in the recent fiscal years. In 1999, after the Eaton's chain had declared bankruptcy, Sears acquired the chain, closed some Eaton's stores and converted others to Sears outlets. The Eaton Centre store was kept as one of seven that Sears used in an attempt to re-launch the chain. Unfortunately, by 2002, this failed and Eaton’s was closed. 
The following is the rising stock price of Sears after Feb 26th, 2002. 
Exhibit 3: (Stockhouse)

	Date
	Open
	High
	Low
	Close

	02/28/02
	19.050
	19.480
	19.050
	19.290

	02/27/02
	19.050
	19.250
	18.750
	19.230

	02/26/02
	18.750
	19.250
	18.300
	19.070


This table shows the change of stock price at the end of February in 2002. The stock price increased from $18.75 on 26th to $19.29 on 28th. This increase reflected the bankruptcy of Eaton’s.   
3.  HBC: HBC has the broadest assortment of merchandise. And with more than 500 locations within the HBC family of stores, the products are within the reach of all Canadians.  Since 1670, the store has grown with Canada and has become the nation’s largest department store retailer. HBC has a vision to grow the company by providing customers with more of the products they want, through a retail network that is unparalleled and a shopping experience that is unsurpassed.
Exhibit 4: (Stockhouse)
	Date
	Open
	High
	Low
	Close

	02/28/02
	14.350
	14.350
	14.150
	14.300

	02/27/02
	14.260
	14.400
	14.200
	14.300

	02/26/02
	13.930
	14.400
	13.930
	14.280


The above table shows the increase in price of HBC stock from $13.930 on the 26th to $14.30 on the 28th of February. In sum, the price of all the three stocks increased at the end of February 2001, which fully reflected the bankruptcy of Eaton’s. The stock market is an efficient market and stock prices are highly related to information exposure. Thus, when the news of Eaton’s bankruptcy was broadcast, the value of its competitors’ shares increased because of the elimination of one competitor in the same industry.    

Financial analysis:
The change in value of the other five companies can be calculated by the following financial analysis.  Before and after Eaton’s declaration of bankruptcy, the change of each retail store can be represented as follows: 
· Assume there were six companies in this industry in Canada; after Eaton’s bankruptcy, there were five competitors left.

Therefore, the value of company decrease from log6 P to log5 P
The change of value = (- log5 P) / (- log6 P) – 1 = log56 – 1 = 0.1133
· The change in the three competitors can be calculated by the following processes, which give the average change in price for each competitor’s stock:
1.
The stock price of Wal-Mart: increased from $60.800 to $62.010
Change of stock price: 62.010/60.800 – 1 = 0.0199 = 1.99%
2. 
The stock price of Sears: increased from $18.75 to $19.29
Change of stock price: 19.29/18.75 – 1 = 0.0288 = 2.88%
3. 
The stock price of HBC: increased from $13.93 to $14.3
Change of stock price: 14.3/13.93 – 1 = 0.0266 = 2.66%
 The average change = (1.99% + 2.88% + 2.66%)/3 = 0.0251 = 2.51%

Conclusion:
In an efficient market, the stock price of a company fully reflects the exposure of information about the company. When the number of competitors decreases, the value of the remaining competitors increases. When there is a deduction in the number of competitors, competition is reduced and consumers are willing to pay more for goods and services. Thus the value of the remaining companies increases, and this value is reflected in an increase of their stock prices.  
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