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Introduction

• Heterogeneous investors:
Risk aversion, elasticity, investment horizon, financial sophistication.

• Different class of investors:
Banks, insurance companies, pension funds, investment advisors,
retail investors.

• Retail × professional
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The paper

• Main point: retail investors to trade stocks that are hard-to-value:

Weakly tied to fundamentals

Stambaugh and Yuan, 2017, Golubov and Konstantinidi, 2023, Ben-David
et al., 2023.

Long duration cashflows:

Gormsen and Lazarus, 2023.

High shares of intangible capital:

Kogan et al., 2017, Peters and Taylor, 2017.

• The article explores this question theoretically and empirically.
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Data Set

• TAQ database.

• Following the procedure of Boehmer et al., 2021.

With the adaptation of the cite Barber et al., 2023, Battalio et al., 2023.

• Retail Intensity:

RSVOL i,t =
RBuyi,t+RSelli,t

Volume i,t
(1)

• Earnings Announcement;

IBES merged with CRSP.
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Theoretical

• Kyle, 1985:

Informed Insider × Noise Traders.
Multiple Securities and two periods.

• Heterogeneity across securities:

Intensity of retail trading.
Precision of the signal the insider can generate, standing in for the
difficulty of valuing the stocks.

• Trade-off: Hide among noise traders × Precision of Signals.

• Which dominates is an empirical question.
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Theoretical
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Predictions I

• Difficulty to produce signal leads to:

Prediction 1A: High retail stocks should have more volatile
earnings-day returns and earnings news. In addition, high retail stocks
should have more dispersion in analyst’s forecasts.

• This difficulty also decreases the sensibility to news:

Prediction 1B: High retail stocks should respond relatively less to
earnings news. Earnings surprises for such stocks should be mostly
driven by idiosyncratic news.
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Predictions II

• Institutional runaway of these hard-to-value stocks around the
earnings announcement.

Prediction 2: High retail stocks should have a particularly high share
of retail trading intensity around earnings announcements. Around the
scheduled earnings announcement, retail act as liquidity providers
and hold an outsize position in announcing stocks.

• There is no premium for idiosyncratic information announcements.

Prediction 3: High retail stocks should have a lower earnings
announcement premium.
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Empirical Procedure

• First: Establish cross-section regularity of retail intensity and
hard-to-value stocks:

Long-Cash flow.
Valuation Uncertainty.

• Second: The influence of retail intensity in stocks’ returns around
earnings announcement.

• Third: Provide evidence of proactive trades around the earnings
announcement.
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Retail Trading and Stocks Characteristics

Outcome i,τ = a+β11i∈Q1τ−1+β21i∈Q2τ−1+β41i∈Q1τ−1+β51i∈Q5τ−1+ϵi,τ

(2)
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Predictions on Earnings Announcements

• Standardize Unexpected Earnings:

SUEi,t =
EPSi,s −Et−1 [EPSi,t]

Pi,t−1
(5)

• Inaccuracy Earnings

Inaccuracy earnings
i,j,t =

|Ej,t [EPSi,t]− EPSi,t| /Prci,t
Num. Stocks Covered i,j,t

(6)

• Inaccuracy Price

Inaccuracy price
i,j,t −

|Ej,l [Prci,t+12]− Prci,l+12| /Prci,l+12

Num. Stocks Covered i,j,t
(7)
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Retail Trading and Stocks Characteristics
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Return Sensitivity to Earnings Announcements

rit,t+n = α+ βSUEi,t + γXi,t + ϕt + ψi + ϵi,t (8)
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Retail Trading around the Earnings Announcements

• Volume Order Imbalance:

mroibvolit =
RBuyit −RSellit
RBuyit +RSellit

(9)

• Empirical Procedure:

rxi,t−τ = a+

5∑
k=1

bk1i∈Qmroibvolk,t
+ ϵi,t (10)

• τ ∈ {−1, 0, 1}

• Panel A uses all weeks for the analysis, while Panel B restricts to
focal weeks that contain an earnings announcement.
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Retail Trading around Earnings Announcements
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Retail Trading Imbalances and Returns

Authors: Toomas Laarits and Marco Sammon Presenter: Matheus Brito The Retail Habitat 22 / 33



Decomposing Return Predictability

• Two hypotheses given in the previous table

Provision of liquidity.
Possession of private information or skill.

• Kaniel et al., 2012 to construct liquidity provision and private
information measures.

The Expected CAR: capture the retail imbalance relation with
non-announcing cumulated returns firms.
ECAR and CAR, respectively.
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Decomposing Return Predictability
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Trading Costs Around Announcements

• If retail traders are pure noise, trading costs should be reduced.

Due to lower adverse selection.

• But since 24 showed that retail positively predicts returns.

• However, the flow is persistent. Which makes the provision of
liquidity riskier.

DM Effective Spreadi,t = α+ β1iϵQ1t−1 + β2iϵQ2t−1 + β4iϵQ4t−1 + β5iϵQ5t−1+

θ1iϵQ1SUEt + θ2iϵQ2SUEt + θ4iϵQ4SUEt + θ5iϵQ5SUEt+

γXi,t + ϕt + ψi + ϵi,t
(11)
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The Earnings Announcer Premium across retail
Portfolios

• Previous establish that high retail stocks are less sensitive to
earnings news.

• This lower sensitivity translates to return differential in portfolios that
take exposition to announce stocks.

• Savor and Wilson, 2016: announcing firms outperform those with
non-announcement firms.

• Since high retail firms have lower sensitivity, then:

Earnings announcer premium should be lower among high retail
stocks.
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Conclusion

• Findings:

Retail Investor Behavior: Retail investors prefer trading hard-to-value
stocks.
Such stocks exhibit more volatile fundamental news and earnings-day
returns, respond less to earnings news, and are more expensive to
trade around earnings announcements.
Retail investors are abnormally active buyers before earnings
announcements, especially in stocks they generally favor, predicting
positive post-announcement returns

• Implications:

High retail presence stocks show a small systematic component in
earnings news, aligning with the systematic risk-based explanation
that the premium is not earned in these stocks.
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Comments

• Convincing evidence that retail trades hard-to-value stocks.

• Thus, hard-to-value → retail presence.

But it might be the case that retail presence → hard-to-value.

• In the theoretical model, informed investors trade less whether the
stock has higher noise-to-signal;

But the mispricing can also be greater in these stocks.
The model does not account for this mechanism.
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Comments

• New evidence that Retail Imbalance measure from TAQ is
endogenous to Institutional Imbalance: Barardehi et al., 2021

This is particularly important around Earnings Announcement where
institutional might avoid volatility risk.

• Some evidence for the Brazil:
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