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ABSTRACT 
This paper takes the 2007-2019 semi-annual and annual report of Chinese A-share listed companies as the research 
object, using multiple regression to examine the existence of earnings announcement effect and the relationship between 
investors' attention, competitive information and earnings announcement effect. We find that there is no typical earnings 
announcement effect in Chinese stock market, but the market can identify different types of earnings information and 
react differently, manifesting as overreaction to good news and underreaction to bad news. Relevant information has 
spillover effect while irrelevant information has distracting effect. 
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1. INTRODUCTION 

Earnings announcements, as important information 
reflecting companies’ fundamental value, have 
significant impact on investors' decisions. In the case of 
semi-strong market, stock prices should adjust quickly 
when earnings announcement is released and earnings 
information should be fully and completely reflected in 
stock price. However, the Post-Earnings Announcement 
Drift (PEAD) violates theoretical expectation. The 
earnings announcement effect is first discovered by Ball 
and Brown (1968) [1], that is, market do not respond to 
the new information immediately when the earnings 
information is released. ‘Good news’ is followed by 
positive drift and ‘bad news’ is followed by negative drift. 
Beaver (1968) [2] focuses on stock price during the 
earnings announcement period, comparing the degree of 
price change before- and after-announcement to study the 
impact of earnings information on stock excess returns. 
He finds that the changes in companies stock prices and 
trading volume after announcement are higher than non-
announcement period. Later, lots of scholars conduct 
empirical tests on the anomaly. Although there are 
differences in samples, intervals and methods, most of 
them confirms the anomaly. 

Some domestic scholars also test Chinese stock 
market. Their conclusions almost show that earnings data 
has information content, but there are no standard 
unifying statements about price trend after earnings 

announcement. Wu and Huang (1997) find that investors 
reacted in advance before earnings information is 
released [3]. After the information was released, stocks 
with high EPS have increasing cumulative abnormal 
returns, stocks with low EPS have declining cumulative 
abnormal returns. Subsequently, Zhao (1998) increases 
the sample and time span based on their research, finding 
that unexpected earnings and stocks’ abnormal returns 
exist statistically positive correlation [4]. Chen and Liu 
(1999) show that daily trading volume increase 
significantly before and after earnings announcements 
[5]. Ruan, Zhang and Ma (2003) find that there is no 
significant earnings announcements effect in Chinese 
stock market [6]. Stock price and financial income have 
opposite trends. Wu and Wu (2003) find that the surplus 
inertia strategy can obtain significant excess returns [7]. 
Zhang (2004) finds that Chinese stock market has post-
announcement adjustment effect, but adjustment 
direction is opposite to unexpected earnings [8]. Feng et 
al. (2015) find that PEAD phenomenon does exist in 
Chinese stock market and there are two special price 
movement patterns—— "Lost Belt" and "50-day cycle 
effect" [9]. Jiang et al. (2017) find that the impacts of 
‘good news’ and ‘bad news’ on trading volume are 
asymmetrical [10].  

One of explanations for the PEAD phenomenon is 
that investors’ attention is limited and it   takes time and 
cost for them to interpret information. When investors are 
faced with a large amount of information, which will 
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distract investors’ attention. As a result, investors 
insufficient response to information in short-time. This 
underreaction then slowly disappears and stock price 
adjusts to right level. However, there are still 
controversies about whether competitive information 
distracts investors’ attention or has spillover effect. 
Hirshleifer et al. (2009) find that irrelevant information 
in competitive information will distract investors’ 
attention [11]. Yu and Wang (2010) believe that 
information has spillover effects, which is beneficial to 
mutual verification and prediction between relevant 
information and improves the efficiency of investors’ 
classification perception [12]. 

This paper studies the relationship between investors' 
limited attention, competitive information and earnings 
announcement effects. On the one hand, we can explore 
the existence of earnings announcement effects and the 
price trend after announcement. On the other hand, there 
are still controversies in this field. This paper can add 
research in this field and provide support for 
controversial conclusions. 

2. RESEARCH HYPOTHESIS  

When new information arrives, investors can only 
interpret and absorb information slowly due to process 
information takes time and cost. Therefore, new 
information cannot be quickly and fully reflected in stock 
price. 

Hypothesis 1: After earnings announcement, good 
news is followed by positive drift and bad news is 
followed by negative drift. 

Earnings information disclosed on the same day 
contains both peer relevant information and non-peer 
irrelevant information. There is comparability among 
peer companies. Earnings information of peer companies 
is more likely to attract investors’ attention than those of 
non-peer companies. Investors can evaluate the target 
company's performance by referring to the performance 
of peer companies. The industry information contained in 
the earnings information of peer companies can also be 
used as a supplement, helping investors understand the 
performance of the whole industry, the company’s 
industry position and profit-driven. Investors' 
expectations and valuation of the company can be revised 
and stock market responses to earnings information can 
be improved. Irrelevant information has little reference 
significance for investors, so the spillover effect is 
limited. However, as potential investment target, 
investors may pay attention to some irrelevant 
information in order to adjust portfolio. In this case, 
irrelevant information will only distract attention and 
reduce market responses to earnings information. 

Hypothesis 2: Relevant information has a spillover 
effect, which can increase stock market immediate 
responses and reduce lagging responses to unexpected 

earnings. Irrelevant information has a distracting effect, 
which will weaken the market immediate responses and 
increase lagging responses to unexpected earnings. 

3. RESEARCH DESIGN 

3.1Variable definition 

This paper’s dependent variable is cumulative excess 
return (CAR), we use the risk adjustment method to 
calculate the excess return of individual stocks, which is 
calculated according to the actual return and the adjusted 
return of the CAPM model. We define the earnings 
announcement date as ‘day 0’.  

At the same time, we define three independent 
variables. (1) standard unexpected earnings (SUE);(2) 
the number of relevant information (RNUMBER) and the 
number of irrelevant information (IRNUMBER). 

And there are six control variables:(1) size: the 
natural logarithm of total assets at the end of the fiscal 
year;(2) book-to-market value ratio (B/M);(3) price 
momentum (MOM) is defined as the accumulated excess 
returns from 80 days to 20 days before day 0;(4) liquidity: 
use the amihud illiquidity index as a substitute for 
liquidity;(5) institutional shareholding ratio 
(Institution);(6) annual effect (Year), which controls the 
year of fiscal report disclosure. 

3.2 Model construction 

Using multiple regression analysis to test the impact 
of investors' limited attention on the post-earnings 
announcement effect. The regression models are as 
follows: 

  𝐶𝐴𝑅 , 𝛼 𝛽 𝑆𝑈𝐸 𝛽 𝑅𝑁𝑈𝑀𝐵𝐸𝑅
𝛽 𝑆𝑈𝐸 ∗   𝑅𝑁𝑈𝑀𝐵𝐸𝑅 𝛽 𝐼𝑅𝑁𝑈𝑀𝐵𝐸𝑅 𝛽 𝑆𝑈𝐸 ∗
𝐼𝑅𝑁𝑈𝑀𝐵𝐸𝑅   𝛽 𝐶𝑂𝑁𝑇𝑅𝑂𝐿𝑆 𝜀                                                 

CAR[-5,0] reflects the market's immediate response to 
unexpected earnings, CAR[1,21] and CAR[1,63] reflects the 
market's lagging response to unexpected earnings. 

3.3 Sample selection 

The firms that are included in this study are Shanghai 
and Shenzhen A-share listed companies. The research 
objects are those companies’ semi-annual reports and 
annual reports from January 2007 to June 2019, and 
exclude financial companies and ST companies, finally 
obtains 27641 earnings announcement data. The data set 
downloaded from CSMAR database and companies’ 
financial reports. 

4.RESULTS 

To compare the abnormal returns on day 0 with 
average cumulative abnormal returns (ACAR) over the 
subsequent 5, 10, 21 and 63 trading days. Table 1 
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documents the result. On average, the abnormal return on 
day 0 is close to 0, the ACAR over the subsequent 5,10, 
21 and 63 days is significantly negative. When we 
distinguish standard unexpected earnings (SUE) by sign, 
some different patterns emerge. Under ‘bad news’, 
negative day 0 abnormal returns are followed by negative 
drifts in returns over the subsequent 5 and 63 trading days. 
This could be interpreted as the stock market 
underreaction to bad news. On the other hand, under 
‘good news’, positive day 0 abnormal returns are 
followed by negative drift in returns over subsequent 

5,10,21 and 63 days. This could be interpreted as the 
stock market overreaction to good news. Overall, the 
results in this table suggest that there is no earnings 
announcement effect and price trend described in 
hypothesis 1. The market can identify different types of 
earnings information and react differently, manifesting as 
overreaction to good news and underreaction to bad news. 
Abnormal returns after good news and bad news continue 
to drift negatively, which indirectly proved that Chinese 
stock market has not reached semi-strong efficiency. 

Table 1 Average cumulative abnormal returns (ACAR) on day 0 and subsequent trading days 

   ACAR 

  Obs. [-5,0] [1,5] [1,10] [1,21] [1,63] 

All events 27641 -0.01 -0.041*** -0.01** -0.014*** -0.031*** 

Bad news 13775 -0.066*** -0.042*** 0.006 0.003 -0.017*** 

Good news 13866 0.046*** -0.04*** -0.025*** -0.031*** -0.045*** 

Note: *, ** and *** symbols denote statistical significance at the 10%, 5% and 1% level.

Using the number of earnings announcements from 
peer(non-peer) companies released on the same day to 
measure relevant(irrelevant) information. To examine the 
impact of relevant and irrelevant information on earnings 
announcement effect I carry out one test and the results 
are shown in Table 2 and Table 3. 

Table 2 shows stock market immediate responses to 
relevant or/and irrelevant information. Regressions I and 
III do not contain control variables, regressions II, IV and 
V contain control variables. It suggests that regardless of 
whether the control variables are added, the coefficient of 
SUE is significantly positive, indicating that the market’s 
immediate reaction increases with the increase in 
unexpected earnings. Stock market can obtain positive 
excess returns after good news and negative excess 
returns after bad news. The coefficient of 
SUE*RNUMBER in regression I is 0.0001, which is 
significant at the 1% level, indicating that as the relevant 
information increases, the market immediate responses to 
unexpected earnings increases. In other words, relevant 
information has a spillover effect, earnings information 

which form peer companies can help investors 
understand the company's earnings information and make 
more reasonable decisions. The coefficient of 
SUE*IRNUMBER in regression III is -0.00002, which is 
significant at the 10% level, indicating that as the 
irrelevant information increases, the market’s immediate 
response to unexpected earnings weakens. In other words, 
disclosure of irrelevant information has a distracting 
effect, causing the market’s immediate response to 
unexpected earnings to decline. After adding the control 
variables, the regression results of II and IV are similar 
to those of I and III. It proves that disclosure of relevant 
information has a spillover effect and disclosure of 
irrelevant information has a distracting effect. Regression 
V contains relevant information, irrelevant information 
and their interaction terms with SUE. The coefficient of 
SUE*RNUMBER is 0.0001, which is significant at the 1% 
statistical level, while the coefficient of 
SUE*IRNUMBER close to 0, indicating that stock 
market immediate responses to unexpected earnings is 
more sensitive to relevant information than irrelevant 
information. 

Table 2 The impact of relevant/irrelevant information on market immediate response 

Variables 

CAR[-5,0] 

Relevant information Irrelevant information All 

Ⅰ Ⅱ Ⅲ Ⅳ Ⅴ 

SUE 0.0008*** 0.0009*** 0.0008*** 0.0009*** 0.0008*** 

RNUMBER -0.0010*** -0.0010***   -0.0001 

SUE*RNUMBER 0.0001** 0.0001**    0.0001** 
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IRNUMBER   -0.0001*** -0.0001*** -0.0001*** 

SUE*IRNUMBER   -0.00002* -0.00002* -0.0000 

Control variables NO YES NO YES YES 

R2 0.89% 1.68% 1.31% 2.34 % 2.35% 

F value 82.63 52.34 122.73 73.48 60.52 

Note: *, ** and *** symbols denote statistical significance at the 10%, 5% and 1% levels.

Table 3 shows the results of stock market lagging 
responses to relevant or/and irrelevant information. First, 
pay attention to the results of relevant information. The 
coefficients of SUE*RNUMBER in regressions I and IV 
are -0.0001 and -0.0002 and both are significant, 
indicating that as the relevant information increases, 
market lagging responses to unexpected earnings 
decreases. Secondly, pay attention to the results of 
irrelevant information. The coefficient of 
SUE*UNRNUMBER in regression Ⅱ is close to 0 and in 
regression Ⅴ is 0.00001, which is significant at the 10% 
level, that is, in the long-term window of one quarter after 
day 0, the market lagging responses increase with the 
increase of irrelevant information. Market lagging 
responses are coordinated with market immediate 

responses in Table 2. As the relevant information 
increases, the market immediate responses to unexpected 
earnings increase, while the lagging responses weaken; 
as the irrelevant information increases, the market 
immediate responses to unexpected earnings weaken, 
while the lagging responses increase. Finally, move 
attention to regression III and VI. The coefficients of 
SUE*RNUMBER in regression III and VI are negative 
and significant, while the coefficients of 
SUE*IRNUMBER are close to 0, indicating that relevant 
information can reduce the market lagging responses to 
unexpected earnings. Stock market lagging responses to 
unexpected earnings is more sensitive to relevant 
information than irrelevant information.  

Table 3 The impact of relevant/irrelevant information on market lagging response 

Variables 
CAR[1,21] CAR[1,63] 

Ⅰ Ⅱ Ⅲ Ⅳ Ⅴ Ⅵ 

SUE -0.0016*** -0.0013*** -0.0014*** -0.0031*** -0.0029*** -0.0031*** 

RNUMBER 0.0006*** 
 

0.0001 0.0009*** 
 

0.0001 

SUE*RNUMBER -0.0001* 
 

-0.0001* -0.0002*** 
 

-0.0002*** 

IRNUMBER 
 

0.00005*** 0.00005*** 
 

0.00008*** 0.00007*** 

SUE*IRNUMBER 
 

0.0000 -0.0000 
 

0.00001* 0.0000 

Control variables YES YES YES YES YES YES 

R2 1.96% 2.02% 2.03% 3.75% 3.79% 3.80% 

F value 61.47 63.16 51.97 119.77 121.02 99.28 

Note: *, ** and *** symbols denote statistical significance at the 10%, 5% and 1% level.

5. CONCLUSION 

It is a controversial topic whether competitive 
information will distract investors’ attention or has 
spillover effect. Based on the limited attention hypothesis, 
this paper examines the information content of Chinese 
accounting data and the existence of earnings 
announcement effects. Using multiple regression model 
to study the relationship between investors’ attention, 
competitive information and the market’s sensitivity to 
earnings information. The conclusion includes: (1) 
Market reacts differently to different types of earnings 

information and the post-announcement drift manifests 
as overreaction to good news and underreaction to bad 
news. (2) Dividing earnings information into relevant and 
irrelevant information according to whether it belongs to 
the same industry. Relevant information has spillover 
effect, which can help investors understand earnings 
information and increase the market immediate responses 
and reduce lagging responses to unexpected earnings. 
Irrelevant information has distracting effect, which can 
weaken the market immediate responses and increase 
lagging responses to unexpected earnings. 
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