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Introduction

* Heterogeneous investors:

m Risk aversion, elasticity, investment horizon, financial sophistication.

e Different class of investors:

m Banks, insurance companies, pension funds, investment advisors,
retail investors.

* Retail x professional
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The paper

e Main point: retail investors to trade stocks that are hard-to-value:
m Weakly tied to fundamentals

B Stambaugh and Yuan, 2017, Golubov and Konstantinidi, 2023, Ben-David
etal, 2023.

= Long duration cashflows:
B Gormsen and Lazarus, 2023.
m High shares of intangible capital:
B 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.
m With the adaptation of the cite Barber et al., 2023, Battalio et al., 2023.

Retail Intensity:

RBuy, ; + RSell;

RSVOL ;; =
SVOL 4 Volume ;;

Earnings Announcement;
m |IBES merged with CRSP.
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Theoretical

* Kyle, 1985:
m Informed Insider x Noise Traders.
= Multiple Securities and two periods.
* Heterogeneity across securities:

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

Kyle, 1985:

m Informed Insider x Noise Traders.
m Multiple Securities and two periods.

Heterogeneity across securities:
m Intensity of retail trading.
m Precision of the signal the insider can generate, standing in for the
difficulty of valuing the stocks.

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

Which dominates is an empirical question.
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Theoretical

Insider's total profit

o 5 1 1.5 2
SD(Fundamentals|Signal)

—e— SD(Noise)<0.5 —e— SD(Noise)=1
—e— SD(Noise)=1.5 SD(Noise)=2

Figure Al: Insider’s profits as a function of noise trading intensity and signal precision.
Each point represents the average of the insider’s total profit in periods 1 and 2 across 10,000
simulations. Fundamental volatility (o,) is fixed at 1.

Authors: Toomas Laarits and Marco Sammon Presenter: Matheus Brito The Retail Habitat 8/33



Predictions |

» Difficulty to produce signal leads to:

Authors: Toomas Laarits and Marco Sammon Presenter: Matheus Brito The Retail Habitat 9/33



Predictions |

» Difficulty to produce signal leads to:

m Prediction 1A: High retail stocks should have more volatile
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Predictions |

» Difficulty to produce signal leads to:

m 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:

m 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 Il

e Institutional runaway of these hard-to-value stocks around the
earnings announcement.
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Predictions Il

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

m 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.

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

e 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

Retail Trading Turnover Retail-initiated TO

All Small  Large Al Small  Large All Small  Large
Low 24207 288" SLATT 033 0427 L0207 -0.40
(-64.07) (0.67)  (-37.26) (548) (21.73)
SLEG L 066 024 002 0.24%
(-52.50)  (-57.40) (-202)  (-30.15) (-14.37) (-18.59)

2,747 2,507 2497 057 033 064"

(48.60)  (48.90) (442)  (2332)  (17.98) (13.62)

12467 821" EITT ROTTT LELTT 498

(50.35)  (25.51) (8.96)  (2003) (17.81)  (10.52)

1238 451 2206 132 1.90 102

1534 1052 %17 A3 272 5.37

0.00 0.00 . 0.00 0.00 0.00 0.00

02581 02430 462,558 02430 462558 02581 92,430

0.54 0.77 0.02 0.12 021 0.10 0.38

Table 1: Trading in five retail share of trading sorted portfolios. Firm-month level

the quintile with

the firm and month level.

h quintile

n terms of firm s
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Retail Trading and Stocks Characteristics

Outcome ; » = a+pB11icq1,_, +B2licq2,_, +B4licQ1, . +B51icqs,_, T€ir

(3)

Cap Age Pre  PastR B/M E/P fcapm 100-Inst.
Low 0.53+* 0.69 LT3 180 0.0l 0.01*= 005" 5747
(38.24)  (-1.31)  (155)  (-427)  (L14)  (9.28)  (-6.48)  (-1341)
2 064 020 342 0595 003 001 002 a7
(30.53)  (0.71)  (486)  (-1.88) (-453) (11.81) (493) (-19.51)
4 073 LTIMT 006 LOIT 0.00%% 003 0.02°=  8.49°F
(-65.26)  (-1.18)  (-9.74)  (-2.11)  (8.39) (-17.65) (3.22)  (26.32)
1ligh LI6™* 78T 2762 758 0237 0057 0057 3L49%
(-111.65) (-1615) (-19.49)  (-8.76) (9.19) (-23.00) (-368) (49.48)
Average T.26 2067 3478 9.47 0.65 0.00 111 3104
Q5-Q1 -1.69 T8 2935 568 022 016 0.00 37.24
p(Q1-Q5) 0.00 0.00 0.00 0.00 0.00 0.00 0.92 0.00
Q5-QL, size -0.03 13 661 1007 003 010 024 19.86
p(QL—Q5), size  0.00 0.02 0.00 0.00 029 0.00 0.00 0.00
N 416,432 416432 416,432 416432 416432 416432 416432 416432
i 0.03 0.08 0.00 0.02 0.11 0.00 0.26

I'able 2: Fundamentals in five retail share of trading sorted portfolios. Firm-month level
segressions on dummy variables representing retail trading intensity quintiles formed in the prior
nonth. Cap is markel cap; Age is iir 1g; Pre is nominal price; Past R is the returns
rom month § = —12 to L = —2 ie., the returns used to form momentum portfolios (Jegadeesh and
Titman (1993)); B/M is ]x)uk-m—umrkn'l. E/P is the earnings-lo-price ratio; Scapm is the market
seta computed over the pre titutional owners
and 100-Tnst. is th p. Note the first colu:
1 median regression. Standard errors clustered on the firm and month level.
Authors: Toomas Laarits and Marco Sammon Presenter: Matheus Brito The Retail Habitat 14/33
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Retail Trading and Stocks Characteristics

Outcome ; » = a+pB11icq1,_, +B2licq2,_, +B4licQ1, . +B51icqs,_, T€ir

(4)

CF K  PAT PGy VU Mispric. Td. Vol TLottery
Low 0% 05 LITH 0220 01 007 0174
87)  (-.02)  (-T.69)  (1240) (-442)  (-4.21) (-18.00)
2 008 0057 007 0137 00077 -0.087 012
(-4.05)  (-6.98) (-4.78) (-11.00) (-5.80) (-2.65) (-18.14)
1 01277 DI 008 0257 02577 00 022
(5.98)  (12.25) (4.00) (1361) (1297) (2.72) (20.72)
High 026 056 001 076" 077 0.20% 0.74%
(8.62)  (1846) (0.23) (22.25) (24.50)  (359)  (40.41)  (33.34)
Qi-Q1 0.36 0.61 0.16 0.98 0.87 0.27 1.23 091
p(Q1=0Q5) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Q5-Q1, controls 0.23 0.19 0.29 0.75 0.18 0.26 0.77 0.62
plQL—Q5), controls 0.0 0.00 0.00 0.00 0.00 0.00 0.00 0.00
N 318,122 460,508 462,558 324,513 216981 256831 AG2558 462,558
R? 0.02 0.05 0.01 0.2 0.10 0.01 0.20 0.11

Table 3: Valuation across five retail share of trading sorted portfolios. Firm-month
level regressions on dummy variables representing retail trading intensity quintiles formed in the

prior month. All valuation metries transformed into z scores for ease ol interpretation. CF is
cashllow duration, computed after Gormsen and Lazarus (2[12.’5); Ky 18 a measure of intangible
capital, normalized by markel capitalization (data from Peters and Taylor (2017)); PAT is the real

markel

value of patents over the past five years (data [rom Kugzm el al. (21117)) (]ivi(]n‘(l b_y ||mrlmL
PCyry is a composite hard-to-value mez

int; fmln Gy ﬂuhnv astant
ainty, from Sluboy and opekantini,

capi
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Predictions on Earnings Announcements

 Standardize Unexpected Earnings:

EPS; s — Ei—1 [EPS; 4]

SUE, s = p
1,t—
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Predictions on Earnings Announcements

 Standardize Unexpected Earnings:

EPS; s — Ei—1 [EPS; 4]

SUE, s = p
1,t—

e Inaccuracy Earnings

earnings __ ‘Ej,t [EPSz‘,t] - EPSz‘,t’ /PrCz‘,t

Inaccuracy =
Yijt Num. Stocks Covered ; ;
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Predictions on Earnings Announcements

 Standardize Unexpected Earnings:

EPS; s — E;1 [EPSM]
Pt

SUE;; =
e Inaccuracy Earnings

earnings __ ‘Ej,t [EPSz‘,t] - EPSi,t’ /PrCz‘,t

Inaccuracy =
Yijt Num. Stocks Covered ; ;

e Inaccuracy Price

i E,;; [Prc; — Prc; Prc;
Inaccuracy _ [Bj[Preis] 12| [ Preig

i,4,t Num. Stocks Covered ; ;¢
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Retail Trading and Stocks Characteristics

SD{Returns) SD(SUE) Analysts
(0, 0) (0, 2) (0, 1) Full Idiosyn, SDr Number
Low 086" 097 LOS™T 2077 02270 0107 0537
(-10.88) (-10.27) (-11.05) (-9.71) (-812) (-10.67) (-2.61)
2 044 060" 065 0200 0227 -008* 0.35%
(4.92)  (-5.62) (-628) (1059) (B84) (-11.03) (287)
1 0807 122 128" 035 0517 021 119
(8.67)  (10.33) (10.02) (14.66) (8.00) (13.43) (-7.42)
High L75%  265*  3.23* 130 174%™ 101t 4480
(14.86) (17.61) (1893) (27.75) (14.48) (1622) (-21.74)
Average 6.66 792 8.56 0.94 111 0.42 8.8
Q5-Q1 2,62 362 131 1.50 1.96 111 -3.05
p(Q1=0Q5) 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Q5-Q1, size 2.63 324 3.73 0.92 1.23 0.76 1.25
p(QI=Q5), size  0.00 000 000 000 000 000 000
N 21,6700 21,670 21,670 21670 193093 135,028 149,204
R 0.03 0.04 0.05 0.14 0.07 0.05 0.06

Table 4: Earnings Announcement Summary Statistics. In the first five columns we report
retail guintile-month level regressions. SD(Returns) refers to the standard deviation of announce
ment returns, measured starting on day 0), the first day on which the announcement is tradeable.
SD{SUE]) refers to the standard deviation of SUE, measured separately for both for the full SUE,
as well as for the idiosyneratic component of SUE, Standard deviations constructed on the retail
quintile-month level. In the last two columns, Analysts SD and Number refer to the standard de

viation of .mdlg%t forrt‘.ast.‘-, and the number of mah"-;t-i respectively. These v"u'nhlm are measured
Authors: TOOV’TﬁS L SFITROMLEE |?{O||||a|| mon, Prﬁsen‘lrer Nag-lrrll)lsrll’\’:l J?IIYI romoents from AT Lo Eﬁ?ta&ﬁabrar]
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Retail Trading and Stocks Characteristics

Forecasts of Next Quarter Earnings Forecasts of Price in 12 Months
m 2) ) (1) (5) (6)
Low Retail 0.0138%FF 00166+ 0.009475FF ] 438%=* 09747+ 0.82477F
(0.003) (0.001) (0.002) 0.218) (0.175) (0.193)
2 0.01275FF 001207+ DO0GSTFF 0.0827%F 0.598F*+ 0. 42377F
(0.003) (0.003) (0.002) (0.145) (0.122) (0.137)
4 0033454+ 0.0315%+* 0.0126%%* 2.825%+% LOGE*+* L30g***
(0.007) (0.007) (0.004) (0.348) (0.264) (0.205)
High Retail 0132+ [NV 00421+ 11.43%++ G.A56+* B.526+*
(0.0217) (0.021) (0.008) (0.914) (0.529) (0.4500)
Ohservations 1,024,786 1,024,339 1,024,339 1,939,687 1,939,631 1,939,631
Re-squared 0549 0.128 0.179 087 0.28 0291
Fixed Ffocts YQ YO /Analyst VO Analyst  YM  YM/Analyst YM/Analyst
Firm-Level Controls NO NO YES NO NO YES
Clustering Stk Y/ Analyst St/ VM Anslyst

Table 5: Individual analyst inaccuracy and retail trading intensity. Results from a
regression of scaled analyst inaccuracy on quintiles of past retail activity, controls and fixed effects.
The firm-level controls are market capitalization, firm age, returns from menth {12 to month {—2,
the MAX factor of Bali et al. (2017) (a measure of lottery demand), book-to-market, earnings-to
price, market beta, standard deviation of daily returns, intraday idiosyncratic volatility computed
from trades, Kyle’s lambda, the effective bid-ask spread, intangible capital divided by market
capitalization and the dollar value of patents divided by market capitalization. We also include
the analyst-by-time control for the staleness of the forecast. The unit of observation for columns
1-3 is stock-quarter-analyst, while the unit of ohservation for columns 4-6 is stock-month-analyst.
Al left-hand-side variables have been multiplied by 100 to case the interpretation of the assoeciated
coefficients, Standard errors are triple clustered at the stock, analyst and time levels,

Authors: Toomas Laarits and Marco Sammon Presenter: Matheus Brito The Retail Habitat 18/33



Return Sen

sitivity to Earnings Announcements

T%,t-‘,—n =a+ BSUE; +vXit + ¢ + i + €y

Standardized Unexpected Earnings

(0, 0) (0, 2) (0, 4) (0, 0) (0, 2) (0, 4)
SURE 1056+ 1.158% 173 1091+ 1103 1.233%
(14.79) (11.25) (11.66) (14.17) (10.99) (11.48)
SUExQ1 0.158 0180 0.204 0.208* 0.240 0.261%
(1.93) (1.47) (1.72) (2.35) (1.88) (2.08)
SUE x Q2 03394+ 0.352* 0.394% 0.388% 0.431% 0.448***
{(4.07) (3.00) (3.02) (1.19) (3.51) (3.46)
SUE x Q4 -0.181* -0.141 -0.0962 -0.189* -0.131 -0.0861
(-2.57) (-1.40) (-0.96) (-2.60) (-1.21) (-0.80)
SUExQ53  -0474™ 0471 0446+ -0.426" 04017 -0.397*
(-6.85) (-4.78) (-1.69) (-5.85) (-3.98) (-3.08)
Controls Yes Yes Yes
N 148934 148934 148934 L38625 138625 138625
Rr? 0.09 0.09 0.09 0.10 0.10 0.10

Table 6: Post-announcement return sensitivity to realized standardized earnings sur-
prise. Regression of post-announcement returns on standardized unexpected carnings. Post-
announcement return period indicated in column header. 0 refers to the first day announcement

inform

wtion is tradeable during normal market hours. SUE is standardized unexpected earr

defined in Equation 3 and Qk is an indicator variable for whether stock i was in retail inten
sity quntile k& at the end of the month before the carnings announcement. Qnarterly earnings
Authors: Toomas LaanitswareiviatediSar #H5h e 24930t SR stive o Britowinsorized al. the Tsi and 991 perRatdlHabitat
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Retail Trading around the Earnings Announcements

¢ Volume Order Imbalance:

RBuy;;: — RSell;
RBuy;, + RSelly

mrotbvol;; =
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Retail Trading around the Earnings Announcements

¢ Volume Order Imbalance:

RBuy;;: — RSell;
RBuy;, + RSelly

mrotbvol;; =

e Empirical Procedure:
5

Txivt_'r =a+ Z bkliEeroibvolht + €it (1 O)
k=1
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Retail Trading around the Earnings Announcements

¢ Volume Order Imbalance:

RBuy;;: — RSell;
RBuy;, + RSelly

mrotbvol;; =

e Empirical Procedure:
5
rlit—r = a + Z bkliEeroibvolk + + €t

k=1

e 7e€{-1,0,1}
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Retail Trading around the Earnings Announcements

Volume Order Imbalance:

RBuy;;: — RSell;

ibvolyy = 9
nmroruotit RBuy;: + RSell ©)
e Empirical Procedure:
5
rxiﬂ:_'r =a+ Z bkliEeroibvolht + Eivt (1 O)
k=1

Te€{-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

et Abrormal Volume in Percert

Het Abnarmal Trace over Shkares in Percent

Crmulative Net Abnermal Velume ir Percent

Cumulative Net Abaernnal Trade over Shares o Percert

Eamingz: Tims
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Retail Trading Imbalances and Returns

Panel A,
Wesk 0 Wosk 1
Low  High Al Tow  High
Hetail Sells 013 0T D08 0 008
(423) [1009)  (278)  (148) (112)
2 DAz DT D0 0am 0
(0.88) (-12.33)  (-168) (049) (D82)
4 012 026 000 0 0o
(-401) (451} (D.28) (1.57)  (023)
Hotail Buys 06T DADTT 01077 004 0200
(A89)  (541) (364 (120) (418
Constant. . [U8 [an (U0 Fand ooz 006" Nzt
(1241)  (456) (247)  (LOT)  (106) (-267)
Qs-Q1 006 002 039 0l 0.08 037
Q=Q5p 01 036 oo oo 0.00 oon
N L907,130 352104 361,250 1807130 382104 361259
B 0.00 0.00 000 000 0.00 000
Panel B.
Weck 0 Week 1
All Low High All Low  IHigh
Retail Sells 0.66"* a2t iz 02
(1.38) (-130)
2 0.12 0.01
(157} (0.05)
4 13 007
(173} (-042)
Tetail Buys 04 027
(-0.47)  (L57)
Constant 0237 006
(3.19)  (-0.40)
Q5-Q1 008 051
QI=Q5 p 036 00l
N 30,512 27,095
T2 0.00 000
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Decomposing Return Predictability

» Two hypotheses given in the previous table
m Provision of liquidity.
m Possession of private information or skill.

e Kaniel et al., 2012 to construct liquidity provision and private
information measures.
m The Expected CAR: capture the retail imbalance relation with
non-announcing cumulated returns firms.
m ECAR and CAR, respectively.
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Decomposing Return Predictability

CAR[0, 60] ECARD, 60]
All Low High All Low High
Retail Sells  -0A46™  -L77™  LO6™  -0.35"™ -067"" 012
(-2.88)  (-6.20)  (233)  (-250)  (-5.04)  (0.42)

2 D63 -LOG™T 110 -0.23" 0547 0647
(97} (-573)  (1.58) (-1.96) (-5.38) (1.7)

3 0657 12077 077 D11 D34 096
(549)  (-770)  (1.05) (-0.98) (-3.12)  (1.80)

1 015 -LO4TT 2267 005 0267 13277

(-113)  (-512) (315)  (040) (-2.35) (3.38)
Retail Buys 115" 078" 334" 057" 005 149"
(7.19)  (-265) (7.01) (264) (-033) (292)

Q5-Q1 1.61 100 228 092 062 137
QI-Q5 p 0.00 001 000 000 000 001
N 140,437 51,860 18274 140437 31,860 18,274
R? 0.00 001 001 000 001 000

Table 8: Return predictability d position. Firm i level regressions of Cu
mulative Abonrmal Return or Expected Comulative Abnormal Return on dummies representing
quintiles of retail order imbalance (mroibvol) formed over the last ten trading days prior to the
An FCAR estimated using the contemporaneous relationship betwesn returns and or-
der imbalance in non-announcing firms. Day 0 refers to the first day on which the earnings news
was Lradeable. Columns Low and High restrict the sample to the st and b quintile of retail
trading intensity. Standard errors clustered by trading day. First two rows of table footer report
the dilference between the high and low retail buying quintile and test against the null of equal
coefficients.
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Trading Costs Around Announcements

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

m 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 Spreadm =a+ B1:€Qli—1 + P2i€Q2:—1 + [41:;€Q4t—1 + PB5;€Q5t—1+
01,eQISUE + 02;€Q2SUE; + 04;cQASU Ey + 05,¢Q5SU B+

YXit+ ot + i et
()
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Trading Costs Around Announcements

Demeaned Effective Spread (basis points)

[ Y a1 0 0.2) (]
Low Retail — -0.402** 0350 0124 0.745%  0301% 0126
(0.184)  (0.239) (D.308) (0.317)  (0.203)  (0.216)
2 0132 00814 -D.098  0D0GST 005 00814
(0.135)  (0.163) (0.238) (0.263)  (0.167)  (0.147)
4 L66E**  0.680**  0.782°  0LTATY 06NIYY 0ATEY
(0.258)  (0.288) (0.392) (0.447)  (0.283)  (0.248)
High Retail — LE3S***  LAZI** 0861 2027%%F  2300%%*  2161%**
(0.502)  (0.609) (D.844)  (0.944)  (0.679)  (0.529)
Observations 137,141 137,141 137,141 137,141 137,141 137,141
R-squared 0.107 0.105 0.099 0108 0118 0124
Time FE YES YES YES YES YES YES
Controls YIS YES  YES YES YES YIS
Firm FE YES YES YES YES YES YES

Table % Retail activity and demeaned trading costs around earnings announcements.
Left-hand-side variables are average demeaned effective spread computed over varions windows
around earnings announcements. Demeaned effective spread is effective hid-ask spread minus aver
age effective spread over the calendar month before the earnings announcement. Control variables
include nominal price, returns from month # — 12 to ¢ — 2, time since listing, market capitalization,
book-to-market, gross profil margin, book long-term leverage, MAX (lottery demand) and month
t—1 returns. Additional controls include betas on the three Fama French factors as well as the mo-
mentum [actor, idiosyneratic volatility and total voladility, all computed over the past 12 months,
Standard errors are double clustered at the permno/year-month level.
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The Earnings Announcer Premium across retalil
Portfolios

» Previous establish that high retail stocks are less sensitive to
earnings news.
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The Earnings Announcer Premium across retalil
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:

m Earnings announcer premium should be lower among high retail
stocks.
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The Earnings Announcer Premium across retail

Portfolios

1,0 ]
All Prer Fust All Fre Foat
S 1 x Q1 022 235 R 0539 014+ 0165
{-1.07) {a04) {005y (-1.83) (-13) ()
Siee 1 x @5 -l2T 006 LI CLTEE O
{4.17) (0.55) (-6.56) (-4.63) (261) (-7}
Sime 1 0377 (Kb i DEE (A 03600
{2.54) (5.76) (0.76) (3.81) (5.45) {2.04)
Sie 2 x 1 208 0297 0227 0.z7 001331 0258
(121 (-0.50) (1.43) (108} {31 (146}
i 2 x 045 05527 00706 05027 o 0241 05247
(-390) a0y {459) (234) (142) (-473)
Si 2 0.350% 00748 027 L 00956 0306
(316 {170} (2.43) (280) (1:24) (242)
Sise 3 x Q1 n0ans 00505 e ns1s s SR
(0.26) (0.09) {0.28) (n05) (-057) (0:33)
Size § x 035 n7Ep TR QT DA L186 A
4.0) (1.19) (451 (zT7) (132 (-80)
Sisr 3 ozt oz 008 s 0086 o
(4.05) (053 {4.03) (4.72) (1.0} (434)
Siar 4 x Q1 0270 V0382 016 [E) 0100 0.1
(0.22) (1.0) (-0n14) (1.38) (1.45) {0:78)
Siedx QS DBET 006 DERS 5000 0113 aEu
{-3:28) (115) (-04) {23 (0.47) (-40)
Siae 4 0340 0041 [E BAE 0 0302
(3.74) (1.71) (354) (4.08) (272) (222)
Sie 5 x Q1 D425 00136 (= 0200 ou7Es 01z
0.39) -0.32) (054 (1462) {1.28) (1.16)
Sk 5 x Q5 0216 00553 o 0195 0163 03617
{-175) () (278 (-1.15) {L87) (263)
Siu 5 0367 0I5 0138 st nmme 0176
(3.68) (3.67) (2.22) (4.4) {5.32) (2.56)
Observations 0355 30360 E) 0363 e 0363
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Conclusion

* Findings:

m Retail Investor Behavior: Retail investors prefer trading hard-to-value
stocks.

m 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.

m Retail investors are abnormally active buyers before earnings
announcements, especially in stocks they generally favor, predicting
positive post-announcement returns

* Implications:

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

¢ |n the theoretical model, informed investors trade less whether the
stock has higher noise-to-signal;

m But the mispricing can also be greater in these stocks.
m 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

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

e Some evidence for the Brazil:
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