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Investor Distraction Effect: Empirical Study Based on the

Earnings News of Listed Companies of China

Abstract: The investor distraction hypothesis (Hirshleifer, Lim and Teoh, 2009) in behavioral
finance think that, human cognitive ability are finite, competing news may distract or decrease
investor’s attention, therefore affecting stock price. The paper based on Shanghai and Shenzhen
stock market, chooses unexpected earnings news as news event to test the investor distraction
hypothesis. The conclusion is that the immediate stock price reaction to a firm’s unexpected
earnings news is weaker, and post-earnings announcement drift is stronger (higher cumulative
abnormal returns), when a greater number of earnings announcements by other firms are made on
the same day, indicating that our stock market exists investor distraction effect, and robust test
future holds this conclusion. Furthermore, we find that, industry-unrelated as well as little firms’

earnings announcement has a stronger distracting effect than industry-related as well as big firms.
Keywords: investor distraction; limited attention; post-earnings announcement drift (PEAD)
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