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Investor Inattention and Friday Earnings
Announcements

STEFANO DELLAVIGNA and JOSHUA M. POLLET∗

ABSTRACT

Does limited attention among investors affect stock returns? We compare the response
to earnings announcements on Friday, when investor inattention is more likely, to the
response on other weekdays. If inattention influences stock prices, we should observe
less immediate response and more drift for Friday announcements. Indeed, Friday
announcements have a 15% lower immediate response and a 70% higher delayed
response. A portfolio investing in differential Friday drift earns substantial abnor-
mal returns. In addition, trading volume is 8% lower around Friday announcements.
These findings support explanations of post-earnings announcement drift based on
underreaction to information caused by limited attention.

INVESTORS HAVE A LIMITED AMOUNT OF TIME AND COGNITIVE RESOURCES to process infor-
mation. Despite the intuitive appeal of limited attention, little evidence exists
on the extent to which the quality of decision-making by investors declines in
response to distractions. Incentives, information aggregation across investors,
and arbitrageurs may eliminate the effects of limited attention.

We examine a decision in which attention to new information plays a crucial
role: the response to earnings surprises. We compare announcements that oc-
cur just before the weekend, on Friday, to announcements on other weekdays.
If weekends distract investors and lower the quality of decision-making, the
immediate response to Friday earnings surprises should be less pronounced.
As investors revisit their decisions in subsequent periods, the information
should eventually be incorporated in stock prices. As a result, the delayed re-
sponse, measured by the post-earnings announcement drift, should be of greater
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magnitude for Friday announcements. If instead, limited attention does not af-
fect stock prices, the response to announcements should not differ for Friday
and non-Friday announcements.

This paper addresses the debate on the explanation for the post-earnings
announcement drift (Bernard and Thomas (1989) and Chan, Jegadeesh, and
Lakonishok (1996)). Behavioral explanations depend on the disposition effect
(Frazzini (2006) and Grinblatt and Han (2005)), f luctuations in overconfidence
(Daniel, Hirshleifer, and Subrahmanyam (1998)), beliefs about mean reversion
(Barberis, Shleifer, and Vishny (1998)), or underreaction to information due
to cognitive limits (Hong and Stein (1999)). Of the explanations in the litera-
ture, only underreaction to information makes the prediction that distractions
increase the drift.

The paper proceeds as follows. In Section I, we present a model of the response
of stock prices to signals about earnings. In each period, a share of the agents is
distracted and does not observe a signal regarding company performance. Given
limits to arbitrage in the form of risk aversion, the distracted agents affect
prices. A larger share of inattentive investors shrinks the immediate response
and magnifies the delayed response of prices to the signals. Therefore, distrac-
tion increases the post-earnings announcement drift. The combined response
to the announcement, however, is not affected by the distracted investors. We
also show that companies that maximize short-term share value release bad
news on high distraction days.

In Section II, we characterize our sample of earnings announcements from
January 1995 until June 2006. Since we analyze the difference between Friday
and non-Friday announcements, the accuracy of the announcement date is crit-
ical. We devise a rule, based on newswire announcement dates, that identifies
the correct announcement date from I/B/E/S and COMPUSTAT data with more
than 95% accuracy. This rule can be used to improve the accuracy of the I/B/E/S
announcement date from 1984 onward.

In Section III, we evaluate the immediate and delayed stock return response
to information by comparing the top and bottom quantile of the earnings sur-
prise. The immediate stock response is 15% lower for Friday announcements
than for non-Friday announcements. Conversely, the delayed response is 70%
larger for Friday announcements. We combine these findings in a summary
measure. The delayed response as a percentage of the total response is 60% on
Friday and 40% on other weekdays. According to our model, these estimates
imply that the share of distracted agents in the economy is at least 60% on
Friday and 40% on other days.

While our initial analysis is focused on the top and bottom quantiles, we
also examine the immediate and delayed response for the entire sample of
earnings announcements. The results from this regression analysis are quan-
titatively similar and more precisely estimated. In addition, we construct port-
folios to measure the differential post-earnings announcement drift for Friday
announcements. A trading strategy that purchases (long position) the Friday
drift and sells (short position) the non-Friday drift earns abnormal returns of
approximately four percentage points per month.
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These findings are consistent with weekend distractions altering the investor
response to earnings information. Individuals are more likely to underreact ini-
tially to Friday announcements. Eventually, investors become aware of the in-
formation they neglected and trade accordingly. The stronger delayed response
(larger drift) reverses the initial underreaction.

If investors are more distracted on Friday, we also expect lower abnormal
trading volume for Friday announcements. In Section IV, we find that the ab-
normal volume is indeed 8% lower for Friday announcements than for non-
Friday announcements.

The stock return and volume results suggest that investors exhibit a lower
immediate response to Friday announcements. Managers that maximize short-
term value should respond by releasing worse announcements on Friday. Hence,
the results in this paper provide an explanation for the known findings of
worse earnings (and dividend) announcements on Friday (Penman (1987),
Damodaran (1989), Bagnoli, Clement, and Watts (2005)).

In Section V, we consider alternative explanations of the findings. First, the
slower response to Friday announcements may be due to mechanical differences
between Friday and non-Friday announcements due to the extended trading
stoppage or to a larger share of announcements made after the market is closed.
However, the 2-day break after Friday announcements should allow investors
more time to respond and thereby reduce the underreaction. Moreover, during
the sample period Friday announcements are less likely to be released after
the market closes. Second, the slower response to Friday announcements may
be caused by pre-announcement leakage of information. However, the stock
returns during the 30 days before the announcement do not differ systemati-
cally for Friday and non-Friday announcements after conditioning on earnings
news. Third, the slower response to Friday announcements could be due to sys-
tematic differences in the characteristics of companies announcing on Friday.
While it is impossible to fully control for company heterogeneity, the results
are largely unaffected by the introduction of time, market capitalization, and
earnings surprise volatility controls.

The results in this paper are related to the literature on inattention in finance
(Barber and Odean (2008), Cohen and Frazzini (2008), DellaVigna and Pollet
(2007), Dyck and Zingales (2003), Hirshleifer and Teoh (2003), Hong and Stein
(1999), Huberman and Regev (2001), Peng and Xiong (2006)) and economics
(Gabaix et al. (2006)). From this standpoint, our key finding is that a proxy for
inattention increases the delayed reaction of stock prices to new information.
This result supports the theory that momentum (Jegadeesh and Titman (1993))
and post-earnings announcement drift (Bernard and Thomas (1989) and Chan
et al. (1996)) are caused by underreaction to new information due to cognitive
constraints. In a related paper, Hirshleifer, Lim, and Teoh (forthcoming) show
that the response of stock prices to earnings news is delayed on days with more
earnings announcements, a proxy of distraction. The evidence in our paper
about the speed of information assimilation by weekday differs from the pre-
vious evidence on aggregate return and trading volume by weekday (French
(1980), Keim and Stambaugh (1984)).
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Finally, this paper is another example of a market response to a bias, in
this case due to investor inattention. This is a long-standing theme in finance
(Baker, Ruback, and Wurgler (2007), DeLong et al. (1990), Shleifer (2000)) and
it has more recently been applied to firm pricing (DellaVigna and Malmendier
(2004), Gabaix and Laibson (2006)).

I. Model

We present a model of portfolio choice where all investors are exposed to a
signal about next period’s dividend, but the fraction of investors that pay atten-
tion to this signal varies (e.g., by weekday). While managers cannot manipulate
the signal itself as in Hirshleifer and Teoh (2003), they choose to announce the
signal when either a high fraction or a low fraction of investors is distracted.

A. Setup

The risky asset has price Pt, pays a risky dividend Dt+1 before the start of
period t + 1, and is in fixed supply. The dividend Dt+1 is equal to δ + st + εt+1,
where st ∼ N(0, σ 2

s ) is the signal broadcast to the public before the start of period
t and εt+1 ∼ N(0, σ 2

ε ) is the random component that is unknown until the end of
period t. We assume that st and εt are contemporaneously independent and are
drawn identically and independently across periods. The riskless asset has a
price normalized to one, a gross return of 1 + R every period, and is in perfectly
elastic supply.

There is a continuum of investors on the interval [0,1] where a fraction 1 − µt
of investors observes the signal st (the attentive investors) and a fraction µt of
investors does not (the distracted investors). The manager observes the signal st
and then decides to release the signal on a high distraction day, denoted µt = µh
(e.g., Friday), or on a low distraction day, denoted µt = µl (e.g., another week-
day), where 0 ≤ µl ≤ µh ≤ 1. The model analyzes an overlapping generations
framework where all wealth is consumed at the end of each period (quarter).

B. Portfolio Choice

At the beginning of quarter t, agent i invests λi
t units in the risky asset in

order to maximize end-of-period wealth Wi
t . Attentive investors use the sig-

nal st to make this decision, while distracted investors do not. We define Ei
t[.]

and σ 2
i,t,(.) as the conditional expectation and variance operators, respectively,

using the information set for individual i. For example, the expected dividend
for attentive investors (where i > µt) is denoted Ei

t[Dt+1] = E1−µ
t [Dt+1] = δ + st

and the expected dividend for distracted investors (where i ≤ µt) is denoted
Ei

t[Dt+1] = Eµ
t [Dt+1] = δ. Each investor has a quadratic utility function with

risk aversion parameter γ > 0. The ith individual solves

max
λi

t

Ei
t

[
W i

t+1

] − γ

2
V ari

t

[
W i

t+1

]
s.t. W i

t+1 = λi
t

(
Pt+1 + Dt+1 − Pt

) + (
W i

t − λi
t Pt

)
R + W i

t .
(1)
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Hence, the demand for the risky asset is

λi
t = Ei

t [Pt+1 + Dt+1] − Pt(1 + R)
γ σ 2

i,t, P+D

. (2)

C. Equilibrium

We impose the market clearing and transversality conditions to solve for the
equilibrium price:

Pt = δ − ā
R(1 + R)

+ δ − at

1 + R
+ 1 − bt

1 + R
st , (3)

where at = [µt/(γ σ 2
µ,t, P+D) + (1 − µt)/(γ σ 2

1−µ,t, P+D)]−1, bt = µt/(γ σ 2
µ,t, P+D)at ,

ā = ηa(µh) + (1 − η)a(µl ), and η = prob(µt+s = µh). Since bt increases with the
fraction of distracted agents, inattention causes prices to be less responsive to
signals.

D. Response to Signal

We derive measures of the immediate and the delayed response of the stock
price to the signal (e.g., an earnings announcement). Define the dollar ex-
cess return from t − 1 to t as Zt = Pt + Dt − (1 + R)Pt−1. The abnormal return
from t − 1 to t is the change in expected returns due to new information. This
abnormal return incorporates two sources of new information: the signal st
and the unexpected dividend Dt − Et−1[Dt]. Since the second component is
unrelated to the signal, we define the immediate response to the signal as
Et[IRt] ≡ Zt − Et−1[Zt] − (Dt − Et−1[Dt]).

The excess return for the second period (t to t + 1) is Zt+1. The change in the
expectation for this excess return caused by the signal is Et[DRt+1] ≡ Et[Zt+1] −
Et−1[Zt+1]. This measure captures the delayed response and is the theoretical
equivalent of the post-earnings announcement drift. We also define the long-
term response to the announcement Et[LRt+1] as the discounted sum of Et[IRt]
and Et[DRt+1]. Once Dt+1 is paid to investors, the information in the signal st
is irrelevant for all subsequent investment decisions because expectations of
future cash flows do not depend on st. Hence, the impact of distraction at t on
abnormal returns is fully resolved by t + 1.1

PROPOSITION 1: (i) The immediate response Et [IRt] is a linear function of the
signal st, with slope coefficient (1 − bt)/(1 + R). The slope (1 − bt)/(1 + R) is de-
creasing in the share of distracted investors µt and is equal to 1/(1 + R) if µt = 0.

(ii) The delayed response Et[DRt+1] is a linear function of the signal st, with slope

1 Given the information and trading structure of the model, the behavior of the stock return
remains unchanged if we assume that the distracted investors observe the signal one period after
announcement or that the distracted investors never observe the signal. This result is driven by
the inability to trade between the announcement of the signal at t and the dividend payment at
t + 1, when the information in the signal becomes irrelevant.
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coefficient bt. The slope bt is increasing in the share of distracted investors µt
and is equal to zero if µt = 0. (iii) The long-term response Et[LRt+1] is a linear
function of the signal st, with slope coefficient 1/(1 + R). The slope 1/(1 + R) is
independent of the share of distracted investors µt.

Inattentive agents delay the incorporation of information into the stock price.
A larger fraction of these distracted agents lowers the immediate response and
increases the delayed response to information. The immediate response on a
high distraction day is approximately proportional to the immediate response
on a low distraction day for identical signals, with the proportionality factor (1 −
bh)/(1 − bl). The long-term response does not depend on the share of inattentive
investors.

We consider a summary measure for the delayed incorporation of news
into stock prices. Let sA and sB be signals of different quality, where sA >

sB. We define the delayed response ratio as the ratio of the differential de-
layed response to the differential long-term response: DRRt = (E[DRt | sA, µt] −
E[DRt | sB, µt])/(E[LRt | sA, µt] − E[LRt | sB, µt]).

COROLLARY 1: (i) The delayed response ratio DRRt equals bt(1 + R). (ii) DRRt
is increasing in the share of distracted investors µt and is equal to zero if
µt = 0. (iii) DRRt provides a bound on the share of distracted investors: µt ≥
DRRt.

On high distraction days a greater fraction of the long-term response is de-
layed. If there are no distracted investors, the delayed response ratio is zero.
We use the bound µt ≥ (1 + R)DRRt in Section III.

Manager optimization. The manager of the firm can announce the signal
on a high distraction day (µt = µh) or a low distraction day (µt = µl). Long-
term managers maximize the expected long-term price Et[Pt+1] and short-term
managers maximize the current price Et[Pt] = Pt.

PROPOSITION 2: (i) Managers that maximize long-term value are indifferent
between µl and µh. (ii) Managers that maximize short-term value choose
µt = µh whenever st ≤ −σ 2

s γ. It follows that E[st | µt = µh] < E[st | µt = µl] and
E[IRt | µt = µh] < E[IRt | µt = µl].

Since the long-term price is independent of the fraction of distracted in-
vestors, long-term managers are indifferent about the release decision. Short-
term managers with sufficiently negative news choose to release the signal
on high distraction days because they prefer an attenuated immediate re-
sponse. The threshold rule used by short-term managers implies that the
average signal and immediate response are worse on high distraction days.
Hence, investor inattention explains the well-documented finding that earn-
ings surprises and returns surrounding earnings announcements are lower
for Friday announcements. (Penman (1987), Damodaran (1989), Bagnoli et al.
(2005)).
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II. Data and Summary Statistics

A. Data

Our sources of earnings data are I/B/E/S and COMPUSTAT. We begin with all
quarterly earnings announcements from I/B/E/S for which at least one analyst
forms an earnings forecast in the 90 days before the announcement. We restrict
the sample to announcements that have stock return data in CRSP and are
reported in both I/B/E/S and COMPUSTAT with a difference of at most five
calendar days between the reported announcement dates. The resulting sample
includes 228,651 announcements from January 1984 to June 2006.

We construct a measure of the announcement date using the reported
COMPUSTAT and I/B/E/S dates. In order to quantify the accuracy of these
dates, we randomly select 2,487 earnings announcements for the period 1984
to 2002 and use Lexis-Nexis to search the announcement date in the PR
newswires. We look for the function of the COMPUSTAT and I/B/E/S dates that
matches the newswire date most accurately. We oversample announcements
that occur on Friday according to I/B/E/S. The results of the search (available
upon request) suggest that the optimal imputation rule for the date differs for
three categories of announcements:

1. I/B/E/S and COMPUSTAT announcement dates differ. In the case of dis-
agreement, the earlier date is usually the actual date of the announce-
ment, and the later date is the date of publication in the Wall Street Jour-
nal. We impute the date to be the earlier one.

2. Before January 1, 1990: I/B/E/S and COMPUSTAT announcement dates
agree. In this case, most announcements are recorded using the Wall Street
Journal date in both data sets. We assign the announcement date to be
the previous trading date.

3. After January 1, 1990: I/B/E/S and COMPUSTAT announcement dates
agree. During this time period, the announcement date is usually from a
newswire source. We impute the date to be the I/B/E/S and COMPUSTAT
date.

After applying these rules, we measure the accuracy of the imputed an-
nouncement date (Table A.I in the Appendix) for Friday and non-Friday an-
nouncements. Before 1995, a high number of earnings announcements were
recorded with an error of at least 1 trading day. In addition, the errors are
more common for Friday announcements than for non-Friday announcements.
During the more recent years, the accuracy of the earnings date has increased
substantially, and is almost perfect after December 1994. For the purposes of
this paper, even a 1-day error in the date is important, since it would lead to a
misclassification of Friday announcements. In light of this evidence, we limit
the analysis to the 154,051 earnings announcements taking place after 1994.
In this period, the imputed earnings announcement date is correct more than
95% of the time for both Friday and non-Friday announcements.

We use the consensus analyst forecast from I/B/E/S as a proxy for the expec-
tations of investors. The consensus forecast is defined as the median forecast
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among all the analysts that make a forecast in the last 30 calendar days before
the earning announcement. If an analyst has made multiple forecasts in this
time horizon, we use only the most recent one.2

We define the earnings surprise as the difference between the earnings an-
nouncement and the consensus earnings forecast, normalized by the price of a
share (Kothari (2001)). Let et,k be the earnings per share announced in quarter
t for company k and êt,k be the corresponding consensus analyst forecast.3 Fur-
ther, indicate by Pt,k the price of the shares of company k 5 trading days before
the announcement in quarter t. The earnings surprise st,k is

st,k = et,k − êt,k

Pt,k
. (4)

We match the announcement dates with information on stock returns and
trading volume from CRSP. We construct cumulative abnormal returns for dif-
ferent windows around the announcement date. Let Ru,k be the stock return
of company k on day u and let Ru,m be the market return on day u. We obtain
β̂ for company k in quarter t from the regression Ru,k = αt,k + βt,kRu,m for days
u from τ − 300 to τ − 46, where τ is the date of the announcement in quarter
t. The buy-and-hold abnormal return R(h,H)

t,k over time period (τ + h, τ + H) for
stock k in quarter t is then computed as [�τ+H

j=τ+h(1 + R j ,k)] − 1 − β̂t,k[�τ+H
j=τ+h(1 +

R j ,m) − 1].4

We drop observations with a missing earnings surprise (8,853 observations),
or in which the earnings announcement et,k or the earnings forecast êt,k is larger
in absolute value than the price of a share Pt,k (215 observations). We also elim-
inate penny stocks (812 observations) as well as announcements on Saturday,
Sunday, or holidays (306 observations). Finally, we exclude observations with
returns in the top and bottom 5/10,000th of the distributions for R(0,1)

t,k or R(2,75)
t,k

(282 observations). The final sample includes 143,583 observations.

B. Summary Statistics

More than 80% of announcements occur on Tuesday, Wednesday, or Thursday,
13.8% occur on Monday, and only 5.7% are on Friday (Table I.A). The model can
explain the small share of announcements on Friday—firms that commit to an
announcement schedule never commit to announcements on a high-inattention
day (Friday).

In Table I.B we present summary statistics for the 8,166 Friday announce-
ments (column 1), and for the 135,417 non-Friday announcements (column 2).

2 The results are similar if we use the average forecast as a measure of consensus forecast or if
we use analyst forecasts made within a shorter time horizon (15 days).

3 The measure of earnings per share in I/B/E/S reflects capital structure changes. In order to
make the units of the earning announcements and forecasts comparable with the units of the price
data Pt,k, we apply the adjustment provided by I/B/E/S. Since the adjustment factor is stored as a
truncated number, the resulting variables et,k and êt,k have fractional cents. We round the earnings
per share measure et,k to the nearest cent and the earnings forecast êt,k to the nearest half cent.

4 The results in the paper are similar if we use raw returns or net returns.
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Firms announcing on Friday have more negative earnings surprises and 10%
smaller market capitalization. Friday announcements are more prevalent to-
ward the beginning of the sample period. For non-Friday announcements,
60.59% of announcements occur in the first month of the quarter (January,
April, July, and October), 31.14% in the second month, and only 8.27% in the
third month. Friday announcements are more likely to occur in the second or
third month.

Columns 4 and 5 present the summary statistics for companies with 10%
to 90% of their announcements on Friday. This criterion excludes companies
that rarely announce on Friday (116,251 observations) or that almost always
announce on Friday (202 observations). For the remaining sample of 27,130
announcements, the summary statistics for announcements on Friday (column
4) and other weekdays (column 5) are less dissimilar. The controls for month
of announcement are no longer significantly different, and the difference in
the average year of announcement is reduced to less than 2 months. This sub-
sample, labelled Homogeneous Sample, addresses the concern that companies
announcing on Friday may also have unobservable features that differ from
companies announcing on other days.

III. Stock Return Response

In this section, we examine the responsiveness of stock returns to earnings
surprises at various horizons. We compare the responsiveness for announce-
ments on Friday to the responsiveness for announcements on other weekdays.
If the fraction of distracted investors is higher on Friday, there should be less
immediate response to Friday announcements, followed by more delayed re-
sponse; the total long-term response should be unchanged (Proposition 1). The
fraction of the stock reaction occurring with delay should be higher for Friday
announcements (Corollary 1). We present graphical evidence, followed by an
analysis of earnings announcements in the top and bottom earnings quantiles,
including delayed response ratios, and then by regressions using all announce-
ments. Finally, we analyze the portfolio returns for a strategy that exploits the
difference in drift between announcements on Friday and other weekdays.

A. Graphical Evidence

To measure announcement quality, we divide announcements into 11 bins,
ordered by the earnings surprise st,k. Negative earning surprises are in quan-
tiles 1 through 5, followed by zero surprises (quantile 6), and positive surprises
(quantiles 7 through 11). The thresholds for the bins are set separately for each
year to guarantee an equal number of non-Friday announcements for quantiles
1 through 5 and for quantiles 7 through 11. Since positive surprises are twice
as common as negative surprises, quantiles 7 through 11 have twice as many
observations as quantiles 1 through 5. Within each bin, we separate the Friday
announcements from the non-Friday announcements. While this procedure has
the advantage that it separately identifies the 10% to 17% of announcements
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with no earnings surprise in each year, we also consider the more traditional
decile sorting procedure in the statistical analysis in the next subsection. The
threshold for the bins is set each year to sort the non-Friday announcements
into 10 equal groups. Since approximately 15% of the announcements are for
zero surprises and these announcements fall into either decile 3 or 4, deciles 3
through 5 are of unequal size.

Table I.C reports the average earnings surprise st,k within each quantile for
the Friday and the non-Friday announcements. The within-quantile average
earnings surprise is very similar for Friday and non-Friday announcements.
The only exception is quantile 1, where the average surprise for Friday an-
nouncements is 10% lower than for non-Friday announcements.

A.1. Immediate Response

In Figure 1(a) we display the immediate response of stock returns, R(0,1)
t,k ,

to earnings surprises for Friday and non-Friday announcements. By con-
struction, R(0,1)

t,k is the return from the close on the trading day before the earn-
ings announcement to the close on the trading day after the earnings announce-
ment for stock k in quarter t. This measure captures the short-term response
to announcements made during trading hours and announcements made after
the market is closed.5 Compared to announcements on other days, the respon-
siveness of stock prices to earning surprises is substantially flatter for Friday
announcements. Interestingly, most of the underreaction occurs for positive
announcements: Companies with positive announcements on Friday are sig-
nificantly penalized initially. However, even for negative announcements there
is less initial reaction on Friday: Stock returns for quantiles 1 through 5 are
less negative for Friday than for non-Friday announcements

A.2. Delayed Response

In Figure 1(b) we display the delayed reaction of stock returns, R(2,75)
t,k , to

the earnings announcements. In the non-Friday sample, positive earnings sur-
prises are followed by positive returns in the period subsequent to the announce-
ment, and the pattern is increasing in the magnitude of the surprise. Negative
surprises are followed by negative delayed returns, but the magnitudes are
smaller. Compared to non-Friday announcements, Friday announcements ex-
hibit more delayed response. The pattern is strongest for the the most negative
surprise, but is also present for the positive surprises.

B. Top and Bottom Quantiles

To quantify the graphical findings, we examine the stock response to very
positive earnings news (top quantile) and very negative news (bottom quantile).

5 Since the time stamp for each announcement is not available in I/B/E/S or COMPUSTAT, we
cannot separate announcements made during trading hours from those made after close.
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Figure 1a and b. Immediate response to earnings surprises and delayed response to
earnings surprises. Stocks in CRSP are matched to quarterly earnings announcements in I/B/E/S
from January 1995 until June 2006. In event time, day 0 is the day of the announcement. The cumu-
lative abnormal return for each stock is the raw buy-and-hold return adjusted using the estimated
beta from market model. The earnings surprise for an announcement is the difference between
actual earnings for the quarter recorded by I/B/E/S and the median analyst forecast included in
the I/B/E/S detail file during the 30 days before the quarterly earnings announcement scaled by the
stock price 5 trading days before the announcement. Quantiles 1 to 5 contain earnings announce-
ments for five quintiles of negative earnings surprises and quantiles 7 to 11 contain earnings sur-
prises for five quintiles of positive earnings surprises. Quantile 6 contains all announcements with
an earnings surprise equal to zero. The breakpoints for the quantiles are determined separately
for each year. Announcements made on Saturday or Sunday are excluded from the sample.
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Figure 1c and d. Pre-announcement behavior before earnings surprises and nonlinear
form of the immediate response to earnings surprises. Stocks in CRSP are matched to quar-
terly earnings announcements in I/B/E/S from January 1995 until June 2006. In event time, day
0 is the day of the announcement. The cumulative abnormal return for each stock is the raw buy-
and-hold return adjusted using the estimated beta from market model. The earnings surprise for
an announcement is the difference between actual earnings for the quarter recorded by I/B/E/S and
the median analyst forecast included in the I/B/E/S detail file during the 30 days before the quar-
terly earnings announcement scaled by the stock price 5 trading days before the announcement.
Quantiles 1 to 5 contain earnings announcements for five quintiles of negative earnings surprises
and quantiles 7 to 11 contain earnings surprises for five quintiles of positive earnings surprises.
Quantile 6 contains all announcements with an earnings surprise equal to zero. The breakpoints
for the quantiles are determined separately for each year. Announcements made on Saturday or
Sunday are excluded from the sample.
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We compare the immediate, delayed, and long-term sensitivity for Friday and
non-Friday announcements. The OLS specification is

R(h,H)
t,k = φB + φT−Bdtop

t,k + φF
B d F

t,k + φF
T−Bdtop

t,k d F
t,k + �0 X t,k + �1dtop

t,k X t,k + εt,k ,
(5)

where R(h,H)
t,k denotes the abnormal stock returns for company k in quarter t

between h days before the announcement and H days after the announcement.
The sample includes only observations in the top quantile(s) (dtop

t,k = 1) or the
bottom quantile(s) (dtop

t,k = 0). We focus on the coefficients φT−B and φF
T−B. The

coefficient φT−B measures the return to good news (top quantile) relative to bad
news (bottom quantile) for non-Friday announcements. The coefficient φF

T−B
captures the differential reaction for Friday relative to non-Friday announce-
ments. Under the null hypothesis of constant (or no) investor distraction, φF

T−B
should equal zero. Under the alternative hypothesis of higher distraction on
Friday, φF

T−B should be negative for the immediate response (R(0,1)
t,k ) and posi-

tive for the delayed response (R(2,75)
t,k ). Distracted investors react less to news

initially, and more afterwards.
Specification (5) allows the stock response to depend on a set of control vari-

ables Xt,k. For example, the responsiveness of stocks to earnings news may be
correlated with company size if profit shocks are more permanent for larger
firms. Similarly, the responsiveness may have increased over time if earnings
disclosure regulation decreased the pre-announcement leakage of information.
We include indicators for year of announcement, as well as indicators for market
capitalization deciles. The indicators for market capitalization are constructed
from the log market capitalization of company k in quarter t minus the aver-
age of the log market capitalization for other companies announcing earnings
in the same quarter. We also include month indicators to control for differ-
ences in return sensitivity across quarters and within a quarter (early versus
late announcements). Finally, in some specifications we also control for earn-
ings surprise volatility. Each year, we sort announcements into deciles using
the company’s earnings surprise standard deviation during the previous four
years, requiring a minimum of four observations. Each control (if included)
is also interacted with the indicator variable for the top quantile (or top two
quantiles). Standard errors are clustered by day of announcement to control for
correlation of returns on the same day.

B.1. Immediate Response

Table II.A presents specification (5) with the immediate abnormal return
R(0,1)

t,k as dependent variable. Without controls (column 1), the top-to-bottom
average return for non-Friday announcements is 6.59% (φ̂T−B = 0.0659). Com-
pared to this value, the top-to-bottom return for a Friday announcement is
(marginally) significantly smaller by 0.88 percentage points (φ̂F

T−B = −0.0088).
The top-minus-bottom return differential for Friday announcements is not sig-
nificant with the standard set of controls (φ̂F

T−B = −0.0059, column 2) and
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marginally significant with additional controls for earnings surprise volatility
(φ̂F

T−B = −0.0090, column 3). Using deciles to form the outermost groups, the
coefficient φF

T−B is negative (φ̂F
T−B = −0.0071, column 4), but not significant.

In columns 5 to 7 we consider specification (5) for the observations in the
top two and bottom two quantiles. (The variable dtop

t,k is now an indicator for
the top two quantiles.) The larger sample increases the precision of the esti-
mates substantially. The top-to-bottom return differential for non-Friday an-
nouncements is 5.82% (φ̂T−B = 0.0582, column 5). Relative to this differential,
Friday announcements are associated with a 15.8% (0.0092/0.0582) lower im-
mediate return response, an economically and statistically significant differ-
ence. This difference is of about the same size and significance level with the
standard set of controls (not shown) and with the additional volatility controls
(φ̂F

T−B = −0.0086, column 6). The result is slightly larger if we use deciles to
form the top and bottom two groups (φ̂F

T−B = −0.0095, column 7).

B.2. Delayed Response

In Table II.B we estimate specification (5) with the delayed abnormal per-
formance R(2,75)

t,k as dependent variable. In the specification without controls
(column 1), the estimated post-earnings announcement drift for non-Friday
announcements, φ̂T−B, is 5.14%. (We measure drift as the difference in perfor-
mance between the top and bottom earnings surprise quantiles). This magni-
tude is consistent with previous estimates (Bernard and Thomas (1990)). The
drift for Friday announcements is significantly higher by 4.62 percentage points
(φ̂F

T−B = 0.0462), an 89.8% increase compared to other weekdays. The differen-
tial drift remains large and significant with both sets of controls (columns 2 and
3) but is somewhat smaller and insignificant using deciles (φ̂F

T−B = 0.0208, col-
umn 4). The smaller differential drift obtained using deciles is consistent with
Figure 1(b), because the decile approach selects less extreme announcements
in the bottom group, which is responsible for much of the differential drift.6

In columns 5 to 7 we replicate these results using the top two and bottom
two groups. The drift is significantly larger on Friday both without controls (col-
umn 5) and with controls (column 6). In this latter specification, the Friday drift
is 77.2% (0.0350/0.0453) larger than drift on other weekdays. The differential
drift on Friday is marginally significant using deciles to form the outermost
groups (φ̂F

T−B = 0.0216, column 7).
To better understand the nature of this differential drift, we examine drift

at various horizons for announcements on Friday and other weekdays in Fig-
ure 2. We measure drift as the difference in the average buy-and-hold abnormal
returns between the top and bottom quantile. Most of the differential drift be-
tween Friday and non-Friday announcements does not emerge in the first 10
trading days following an announcement. Instead, differential drift becomes
more readily apparent approximately 30 trading days after the announcement

6 The bottom quantile contains 8,428 observations, while the bottom decile contains 15,045 ob-
servations.
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and continues to increase during the next 60 trading days. These patterns sug-
gest that the neglected information is not incorporated immediately following
the weekend, but in a slow process. One possibility is that investors do not
realize that they have ignored an announcement until they revisit their in-
vestment decisions for other reasons (e.g., subsequent news about the same
company). Alternatively, investors might mistakenly believe that after miss-
ing the opportunity to trade on the day of or the day after the announcement
there is no benefit to trading during the subsequent week. As Figure 2 shows,
the timing of the increase in the differential drift is similar to the timing of
the increase in drift for the baseline group (non-Friday announcements), which
also appears largely after 30 trading days. This result is consistent with our
preferred explanation that both drift and differential drift are due to the same
underlying phenomenon, that is, the delayed response following inattention to
information.

B.3. Long-Term Response

In Table II.C we measure the impact on long-term returns R(0,75)
t,k . For the six

specifications used in Table II.A and Table II.B, the top-bottom return differ-
ential on non-Fridays varies from 12.18% (φ̂T−B = 0.1218, column 2) to 10.08%
(φ̂T−B = 0.1008, column 7). The top-to-bottom differential response on Fridays
φ̂F

T−B is positive, significantly so in some of the specifications. The long-term re-
sponse to earnings news thus is somewhat larger for Friday than for non-Friday
announcements.

B.4. Summary

Stock prices respond less to Friday earnings surprises than to non-Friday
earnings surprises immediately, event window (0,1). In the subsequent period,
event window (2,75), stock prices respond more to Friday earning surprises,
with smaller effects for the decile-based sorting procedure. Summing these two
effects in the event window (0,75), since the drift result is larger in magni-
tude, Friday announcements have a somewhat larger long-term effect. These
patterns are generally consistent with the predictions of the model if more
investors are inattentive to the information released on Friday. For Friday an-
nouncements, inattention leads to less initial response, followed by more de-
layed response, as investors become aware of the neglected information.

C. Delayed Response Ratio

We implement a unified test of the model, suggested by Corollary 1, in Ta-
ble II.D.7 We compute the share of the total stock response to announcements
(R(0,75)

t,k ) that occurs with delay (R(2,75)
t,k ). We then test whether the delayed re-

sponse ratio (DRR) is higher for Friday announcements. There are two ad-
vantages of this methodology: (i) it controls for heterogeneity in the long-term

7 We thank Owen Lamont for suggesting this approach.
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reaction for Friday and non-Friday announcements (see Table II.C) by renor-
malizing with the long-term reaction; (ii) it offers an easily interpretable mea-
sure of the delay that provides a lower bound on the share of inattentive agents.

We compute the numerator and denominator of DRR as the difference in the
average cumulative abnormal returns between the top and bottom quantile.
The measure for non-Friday announcements is

DRRN F

= E
[
R(2,75)

k,t

∣∣ dtop
t,k = 1, d F

t,k = 0
] − E

[
R(2,75)

k,t

∣∣ dtop
t,k = 0, d F

t,k = 0
]

E
[
R(0,75)

k,t

∣∣ dtop
t,k = 1, d F

t,k = 0
] − E

[
R(0,75)

k,t

∣∣ dtop
t,k = 0, d F

t,k = 0
] = φ

(2,75)
T−B

φ
(0,75)
T−B

, (6)

where φ
(2,75)
T−B is the coefficient φT−B estimated in (5) with R(2,75)

k,t as dependent
variable (and similarly for φ

(0,75)
T−B ) (Tables II.B and II.C). The standard errors are

derived using the Delta method. In the specification without controls (column
1), 42.44% of the top-to-bottom stock response is delayed (DRRNF = 0.4244).
The results are remarkably similar with controls (columns 2 and 3),8 using
deciles (column 4), and using the top two and bottom two quantiles (columns 5
to 7). For these different specifications, the average DRR lies between 0.40 and
0.45.

Similarly, we compute the delayed response ratio for Friday announcements:

DRRF

= E
[
R(2,75)

k,t

∣∣ dtop
t,k = 1, d F

t,k = 1
] − E

[
R(2,75)

k,t

∣∣ dtop
t,k = 0, d F

t,k = 1
]

E
[
R(0,75)

k,t

∣∣ dtop
t,k = 1, d F

t,k = 1
] − E

[
R(0,75)

k,t

∣∣ dtop
t,k = 0, d F

t,k = 1
]

= φ
(2,75)
T−B + φ

F (2,75)
T−B

φ
(0,75)
T−B + φ

F (2,75)
T−B

.

(7)

In the benchmark specification (column 1), 61.87% of the top-to-bottom re-
sponse on Friday occurs with delay (DRRF = 0.6287). Compared to the delayed
response ratio of 0.4244 on other weekdays, Fridays have an additional 19 per-
centage points of delayed reaction, an economically and statistically significant
difference. The controls (columns 2 and 3) and the top two and bottom two
quantiles (columns 5 and 6) have little effect on the results. In the specifica-
tions using deciles (columns 4 and 7), the difference is marginally significant
in one specification and highly significant in the other. Hence, even in specifi-
cations for which the initial reaction or the delayed reaction is not significantly
different (Tables II.A and II.B), there is a significant difference in the delayed
response ratio for Friday and non-Friday announcements.

These results provide a lower bound for the share of distracted agents. Using
Corollary 1, the estimates for DRRNF and DRRF imply that the share of dis-

8 In the specifications with controls, we estimate the differential response ratio at the average
value for each of the controls.
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tracted agents µt is larger than 0.4 for non-Friday announcements and larger
than 0.6 for Friday announcements. Quantitatively, inattention appears to be
substantial.

To estimate whether the findings depend more on the response to positive an-
nouncements (top quantile) or negative announcements (bottom quantile), we
compute the delayed response ratio separately for the top and bottom quantiles.
In unreported results, the numerator and denominator of DRR are estimated
using the difference between average returns in quantile j and average returns
in quantile 6. Friday announcements have higher delayed response ratios for
both quantile 1 and quantile 11, compared to non-Friday announcements.

C.1. Summary

For non-Friday announcements, 40% to 45% of the stock response is delayed.
For Friday announcements, this figure is between 54% and 62%.9 According to
the model, these figures provide a lower bound for the share of distracted agents.
The substantially higher delayed response ratio for Friday announcements is
consistent with increased distraction postponing investor response on Friday.
This pattern is observable both for positive and for negative surprises, although
the results are less precise for negative surprises.

D. Regressions Including All Announcements

In the regressions above, we restrict our attention to very positive and very
negative earnings news. While this approach is simple and nonparametric, it
does not take advantage of all available information. In order to use all the
data, we impose identification restrictions on the relationship between earn-
ings surprises and abnormal returns. Figure 1(a) indicates that the relationship
between the earnings quantiles and the immediate stock response is approxi-
mately linear, with a differential slope for the Friday announcements. Linearity
in the surprise quantile should not be confused with linearity in the surprise
itself. As Figure 1(d) shows, the relationship between earnings surprises and
the immediate stock response is monotonic but highly nonlinear, with a clear
S-shape (Kothari (2001)). While the relationship between earnings surprise
quantiles and the delayed stock response is more noisy, Figure 1(b) indicates
that this relationship is approximately linear as well.

Following Hirshleifer et al. (forthcoming), we estimate the regression

R(h,H)
t,k = α + βSt,k + βF St,kd F

t,k + φd F
t,k + �0 X t,k + �1St,k X t,k + εt,k , (8)

where St,k indicates the quantile corresponding to the earnings surprise and
Xt,k is the same set of controls that we use in Subsections B and C. The con-
trols are present both in levels and interacted with the quantile function to
allow for differential slopes of the function as a function of the controls. The

9 The delayed response ratios for the Homogenous sample are similar to those for the whole
sample.
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coefficient β captures the average response of stock return for as increase of
one quantile in non-Friday announcements. The coefficient βF captures the dif-
ferential response of Friday earnings announcements, compared to non-Friday
announcements. Following the model, this specification assumes that the re-
sponse to Friday announcements is proportional to the response to non-Friday
announcements conditional on the controls.

Columns 1 to 3 in Table III present the results of specification (8) using the
short-run returns R(0,1) as dependent variable. The specification in column 1
without controls indicates that the short-run response for Friday announce-
ment is 16.9% flatter than on other weekdays (0.0011/0.0065). The effect is
precisely estimated and consistent with the finding of a 15.8% lower immedi-
ate response for the extreme quantiles (Table II.A). As we stated before, the
assumption of linearity in the quantile embedded in this specification should
not be confused with the assumption of linearity in the surprise itself. The
R2 of 0.0582 in the specification of column 1 is substantially higher than the
R2 of 0.0090 for a specification that is piece-wise linear in the surprise (in-
stead of in the quantiles), R(0,1)

t,k = α + α1st,k + φFst,kdF
t,k + γ dF

t,k + εt,k.10 We ob-
tain very similar results with the standard set of controls (column 2) and when
we also control for earnings surprise volatility (not shown). The results are
also similar when we use deciles instead of quantiles (column 3). Finally, when
we allow for a different response on each weekday, the immediate stock re-
sponse is significantly different (lower) only for Friday announcements (not
shown).

In columns 4 to 6 in Table III we present the results of specification (8) us-
ing the long-term returns R(2,75) as the dependent variable. The specification
in column 1 without controls indicates that the log-run response to Friday an-
nouncements is 56.2% larger than on other weekdays (0.0027/0.0048). This
effect is also precisely estimated and consistent with the 77.2% increase for the
extreme quantiles (Table II.B). The results are very similar using the standard
set of controls (column 2), including additional controls for earnings surprise
volatility (not shown), and replacing quantiles with deciles in specification (8)
(column 3).

D.1. Summary

Friday announcements are associated with a 16.9% lower response of stock
prices in the 2 days surrounding the announcement. These results are not sen-
sitive to the introduction of controls or specification modifications, and are
consistent with the results obtained using only the top and bottom quantile
(Table II.A). We obtain a similarly robust result for the effect on the delayed
stock response: It is 56.2% larger for Friday announcements.11 The decreased

10 Bagnoli et al. (2005) use a piece-wise linear specification and find that the short-run response
to Friday announcements is muted for negative surprises.

11 In unreported regressions using the Homogeneous sample, there is less short-run attenuation
and more differential drift for Friday announcements, compared to the whole sample.
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initial response and larger subsequent response supports the hypothesis that
Friday and the weekend temporarily distract investors.12

E. Portfolio Returns

The post-earnings announcement drift is substantially larger for Friday an-
nouncements than for non-Friday announcements. As an alternative measure
of this differential drift, we present the returns to a portfolio that buys the
Friday drift and sells the drift on other weekdays. This methodology mimics
a feasible trading strategy designed to capture the specific type of inattention
described in the model. It also demonstrates that the findings above are not
induced by a pattern associated with a large number of announcements in a
particular month or small number of months.

We analyze a monthly strategy from January 1995 to June 2006. The non-
Friday drift portfolio for calendar month t purchases companies that, in month
t − 1, made an announcement on a non-Friday in the top quantile; the port-
folio sells short companies that, in month t − 1, made an announcement on a
non-Friday in the bottom quantile.13 Therefore, the return for the non-Friday
drift portfolio is RD

NF = R11
NF − R1

NF, where the returns refer to calendar month t.
The average non-Friday portfolio includes 168 stocks per month (113 long posi-
tions and 55 short positions). We compute monthly portfolio returns by equally
weighting the relevant individual stock returns.14 Figure 3 shows year-by-year
the average monthly return of this portfolio.

We construct a Friday drift portfolio for month t following a similar procedure
except that we consider only companies that made an announcement on Fri-
day during the previous month, RD

F = R11
F − R1

F. The average Friday portfolio
includes 15 stocks per month (eight long positions and seven short positions).
The average monthly return for this portfolio is higher, approximately 4% per
month (Figure 3), but more volatile given the smaller number of companies
making Friday announcements. Nevertheless, in 10 years out of 12 the Friday
drift portfolio has higher returns than the non-Friday drift portfolio, and it
performs substantially worse only in 1 year.

In Table IV, we evaluate a monthly portfolio that purchases (long posi-
tion) the Friday drift portfolio and sells (short position) the non-Friday drift
portfolio, RD

F−NF = RD
F − RD

NF = R11
F − R1

F − (R11
NF − R1

NF). We control for mar-
ket performance by regressing the monthly differential drift on the CRSP

12 We would like to test whether the decrease in the initial response occurs on Friday, before
the weekend, or on Monday, after the weekend. However, this test requires that the fraction of
announcements taking place after market close be similar for Friday and non-Friday announce-
ments. Unfortunately, in recent years Friday announcements are significantly less likely to occur
after market close according to Bagnoli et al. (2005), making a direct comparison impossible.

13 An announcement is part of the portfolio in month t if the second trading day after the an-
nouncement is in month t − 1. We compute the breakpoints for the 11 quantiles with the procedure
described previously, except that we use the breakpoints from the prior calendar year. This ap-
proach guarantees that the trading strategy does not use any forward-looking information. If there
are no stocks for a constituent portfolio, then that month is excluded from the performance analysis.

14 Value-weighting the returns within the constituent portfolios yields similar results.
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Figure 3. Average monthly return for zero-investment drift portfolios, yearly plot. For
each year we report the average monthly return for the zero-investment portfolio for announce-
ments on Friday and for announcements on other weekdays. Stocks in CRSP are matched to quar-
terly earnings announcements in I/B/E/S from January 1995 until June 2006. The earnings surprise
for an announcement is the difference between actual earnings for the quarter recorded by I/B/E/S
and the median analyst forecast included in the I/B/E/S detail file during the 30 days before the
quarterly earnings announcement scaled by the stock price 5 trading days before the announce-
ment. Quantiles 1 to 5 contain earnings announcements for five quintiles of negative earnings
surprises and quantiles 7 to 11 contain earnings surprises for five quintiles of positive earnings
surprises. Quantile 6 contains all announcements with an earnings surprise equal to zero. An-
nouncements made on Saturday or Sunday are excluded from the sample. The sorting mechanism
in the portfolio strategies analyzed below uses the breakpoints for the quantiles determined by
non-Friday announcements during the previous calendar year. At the end of calendar month t − 1
the zero-investment drift portfolio for month t using Friday announcements (other weekdays) is
created as follows. The strategy purchases stocks with earnings surprise announcements in the
highest quantile and sells stocks with earnings surprises in the lowest quantile in month t − 1.
For a stock to be included in the 1-month holding period strategy for calendar month t, the second
trading day after the announcement must be in month t − 1. If there are no stocks in a constituent
portfolio, then that month is excluded from the analysis. Returns are equally weighted within the
constituent portfolios.

value-weighted stock index, net of the 1-month Treasury rate. The stan-
dard errors are corrected for heteroskedasticity and autocorrelation using
the Newey-West estimator with six lags.15 The portfolio earns a significant
monthly abnormal return of 3.84% (column 1). The estimated abnormal re-
turn increases somewhat if we include the size, book-to-market, and momen-
tum factors (column 2). While the magnitude of this effect seems implausibly

15 The results do not change qualitatively if the lag length for the Newey-West estimator of the
standard errors is 12.
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large, we cannot reject a 1.8% monthly abnormal return, which is consistent
with the estimated differential drift of 4.6 percentage points over 3 months
(Table II.B).

One explanation of these results is that Friday announcements in the bot-
tom and top quantiles have more extreme surprises, and that more extreme
announcements display more drift. To address this explanation, we match an-
nouncements on the earnings surprise. For each Friday announcement in the
bottom (top) quantile, we find the five non-Friday announcements in the same
quantile and month with the closest earnings surprise, subject to the constraint
that the non-Friday surprises must be larger in absolute value.16 The latter re-
quirement guarantees that the differential drift results are not driven by the
presence of more extreme news in the Friday portfolio. The portfolio formed
according to this procedure (column 3) earns a monthly return of 5.84% that is
somewhat larger than the return of the baseline portfolio (column 2).

The average abnormal return is smaller (but still significant) if we compute
the portfolios using the top two quantiles and the bottom two quantiles (column
4). As in Table II.B, the differential Friday drift is smaller for these less extreme
announcements. The portfolio return is lower (2.14%), albeit still significant,
if we include companies that made announcements in months t − 1 or t − 2,
rather than just in month t − 1 (column 5). Finally, in column 6 we determine
the top and bottom groups by sorting the announcements into deciles instead
of quantiles. The average return of the strategy, 2.77%, is significant; while the
return is lower than for the quantile-based procedure (column 2), the signifi-
cance level is higher. The lower average return is not surprising because the
decile approach selects less extreme announcements in the bottom group.

E.1. Summary

We detect significantly higher portfolio returns from a drift strategy on Friday
announcements than on non-Friday announcements. The differential return is
generated largely in the first month after the announcement. The direction of
the results is consistent with the findings in Table II.B, although the point
estimates from the portfolio approach are larger.

IV. Volume Response

The immediate stock response to Friday earnings announcements is substan-
tially lower than for non-Friday announcements. If this difference is caused by
investor distraction, we expect a similar attenuation of trading volume in re-
sponse to Friday news, because trading is the mechanism that causes prices to

16 If there are fewer than five non-Friday announcements with more extreme earnings sur-
prises than a specific Friday announcement, the returns of the stocks with these non-Friday an-
nouncements are overweighted appropriately. Friday announcements that cannot be matched to
at least one non-Friday announcement with a more extreme earnings surprise are excluded from
the analysis.
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adjust.17 If the difference is caused by higher dispersion of opinions for Friday
announcements instead of inattention to Friday announcements, we expected
greater abnormal volume rather than less volume after Friday announcements.

The measure for abnormal volume is

�v(h,H)
t,k =

τ+H∑
u=τ+h

log
(
V u

t,k

)
/(H − h + 1) −

τ−11∑
u=τ−20

log
(
V u

t,k

)
/10, (9)

where Vu
t,k is the value of shares traded on day u and τ is the date of the

earnings announcement in quarter t for company k. The measure �v(h,H)
t,k is the

percentage increase in volume around announcement date at horizon (h, H) for
stock k in quarter t. In particular, �v(0,1)

t,k is the immediate abnormal volume
due to the announcement.

A. Graphical Evidence

Figure 4 plots the average abnormal volume �v(h,H)
t,k at various horizons. For

non-Friday announcements, the abnormal volume increases to 47% on the day
of the announcement and then to 61% on the next trading day, before it decays
slowly. A week after the announcement, the trading volume is still 13% higher
than normal. The abnormal volume for Friday announcements is 13% higher
compared to non-Friday announcements on the announcement day, and 43%
lower on the next trading day. During the subsequent days, abnormal volume
is slightly higher for non-Friday announcements.

The main difference between Friday and non-Friday announcements occurs
during the day of and the day after the announcement. Abnormal volume �v(0,1)

t,k

is substantially lower for Friday than for non-Friday announcements.18 Our
interpretation of this finding is that the weekend distracts investors. This in-
terpretation also suggests why the difference between Friday and non-Friday
announcements mostly disappears by day τ + 2. Two offsetting forces are at
work. On the one hand, some of the investors that have been distracted by
the weekend are still not trading. On the other hand, other investors trade to
respond to the underreaction after the weekend.

B. Regressions

We test whether the finding of lower abnormal volume �v(0,1)
t,k for Friday

announcements is affected by adding control variables. Specifically, we run the
OLS specification

�v(0,1)
t,k = α +

∑
j 
=6

α j d
j

t,k + φF d F
t,k + �X t,k + εt,k . (10)

17 This prediction does not follow from the model in Section I because the model has no natural
definition of trading volume.

18 The measures �v(0,0)
t,k and �v(1,1)

t,k need to be considered together because the share of announce-
ments after market close is lower on Friday.



740 The Journal of Finance R©

-0
.1

00

0.
00

0

0.
10

0

0.
20

0

0.
30

0

0.
40

0

0.
50

0

0.
60

0

0.
70

0

-2
-1

0
1

2
4

5

T
ra

d
in

g
 D

ay
s 

af
te

r 
A

n
n

o
u

n
ce

m
en

t 
D

at
e

Daily Abnormal Volume

A
nn

ou
nc

em
en

ts
on

 F
rid

ay

A
nn

ou
nc

em
en

ts
on

 O
th

er
 D

ay
s

3

F
ig

u
re

4.
A

b
n

or
m

al
vo

lu
m

e
ar

ou
n

d
ea

rn
in

gs
an

n
ou

n
ce

m
en

t
d

at
e.

S
to

ck
s

in
C

R
S

P
ar

e
m

at
ch

ed
to

qu
ar

te
rl

y
ea

rn
in

gs
an

n
ou

n
ce

m
en

ts
in

I/
B

/E
/S

fr
om

Ja
n

u
ar

y
19

95
u

n
ti

lJ
u

n
e

20
06

.I
n

ev
en

t
ti

m
e,

da
y

0
is

th
e

da
y

of
th

e
an

n
ou

n
ce

m
en

t.
T

h
e

ab
n

or
m

al
vo

lu
m

e
fo

r
ea

ch
st

oc
k

is
th

e
av

er
ag

e
lo

g
vo

lu
m

e
on

th
e

da
y

of
an

d
th

e
da

y
af

te
r

th
e

an
n

ou
n

ce
m

en
t,

di
vi

de
d

by
th

e
av

er
ag

e
lo

g
vo

lu
m

e
fo

r
th

e
pe

ri
od

−2
0

to
−1

1
in

ev
en

t
ti

m
e

(1
0

tr
ad

in
g

da
ys

).
A

n
n

ou
n

ce
m

en
ts

m
ad

e
on

S
at

u
rd

ay
or

S
u

n
da

y
ar

e
ex

cl
u

de
d

fr
om

th
e

sa
m

pl
e.



Investor Inattention and Friday Earnings Announcements 741

Table V

Short-Term Volume Response to an Earnings Announcement
Stocks in CRSP are matched to quarterly earnings announcements in I/B/E/S from January 1995 until June 2006. In
event time, day 0 is the day of the announcement. The abnormal volume for each stock is the average log volume on
the day of and the day after the announcement, divided by the average log volume for the period −20 to −11 in event
time (10 trading days). The aggregate abnormal volume is computed in a similar manner using volume for the whole
market. The earnings surprise for an announcement is the difference between actual earnings for the quarter recorded
by I/B/E/S and the median analyst forecast included in the I/B/E/S detail file during the 30 days before the quarterly
earnings announcement scaled by the stock price 5 trading days before the announcement.

Quantiles 1 to 5 contain earnings announcements for five quintiles of negative earnings surprises and quantiles 7 to
11 contain earnings surprises for five quintiles of positive earnings surprises. Quantile 6 contains all announcements
with an earnings surprise equal to zero. Since the number of negative earnings surprises, positive earnings surprises,
and surprises equal to zero are not equal, the number of observations in each quantile differ. In Column 5 we follow a
similar procedure but sort announcements into surprise deciles instead of quantiles. The breakpoints for the quantiles
(deciles) are determined separately for each year. Indicators for each earnings surprise quantile (decile) are included in
all regressions.

The standard set of controls includes indicators for the year of announcement, the month of announcement, and
the decile of a firm’s market capitalization. The additional earnings surprise volatility controls in columns 4 and 5 are
indicators for the decile of the company’s earnings surprise standard deviation during the previous 4 years (requiring at
least four observations). Announcements made on Saturday or Sunday are excluded from the sample. Estimates from
OLS regressions are reported in each column. Standard errors adjusted for heteroskedasticity and clustered by day of
announcement are in parentheses (∗ significant at 10%, ∗∗ significant at 5%, ∗∗∗ significant at 1%).

Dependent Variable: Abnormal Volume in Event Time from 0 to 1

(1) (2) (3) (4) (5) (6)

Friday −0.1109 −0.1235 −0.0436 −0.0413 −0.0414 −0.0173
(0.0161)∗∗∗ (0.0130)∗∗∗ (0.0129)∗∗∗ (0.0130)∗∗∗ (0.0129)∗∗∗ (0.0121)

Aggregate Abnormal 0.3977
Volume (0.0289)∗∗∗

Earnings Surprise X X X X X
Quantiles

Earnings Surprise X
Deciles

Standard Controls X X X X X
Surprise Volatility X X

Controls
Company Fixed X X X X

Effects
R2 0.0072 0.0344 0.1963 0.1987 0.1984 0.2021
N N = 143,369 N = 143,369 N = 143,369 N = 122,325 N = 122,325 N = 143,369

The terms dj
t,k are indicators for earning surprises st,k in the j-th quantile,

with quantile 6 (sk,t = 0) as the omitted category. The control variables Xt,k are
month, year, and size indicators, as well as earnings surprise volatility indi-
cators in one specification. Without controls (column 1 of Table V), the Friday
coefficient is negative and significant, φ̂F = −0.1109. Compared to the aver-
age immediate volume increase on non-Fridays, .5416, the abnormal volume
increase on Friday is 20.5% lower (0.1109/0.5416 = 0.2047). With controls (col-
umn 2), the Friday effect is larger (φ̂F = −0.1235).

In column 3 we introduce firm fixed effects to control for any company-level
difference in abnormal volume. Some of the Friday effect appears to be due
to heterogeneity in abnormal volume among firms, but the remaining effect
(φ̂F = −0.0436) is still large and significant. The 8.1% attenuation of abnor-
mal volume for Friday announcements (0.0436/0.5416 = 0.0081) is of the same
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order of magnitude as the 15% attenuation of the immediate stock return re-
action (Tables II.A and III). We include firm fixed effects in the subsequent
specifications. The results are very similar after controlling for earnings sur-
prise volatility (column 4), using decile indicators instead of quantile indicators
(column 5), and in the Homogeneous sample (not shown).

The attenuation of abnormal volume for Friday announcements could be ex-
plained by an unobserved variable that leads to lower aggregate market volume
on Friday and Monday. To test for this explanation, we include abnormal ag-
gregate volume as a control.19 After introducing this control, the Friday effect
is smaller and not statistically significant (column 6). While this result may
be a sympton of an omitted variable, it is also consistent with the inattention
hypothesis. Inattention predicts that volume should be lower in response to any
information on Friday and Monday, and hence aggregate volume should also
be lower.

C. Summary

Short-term abnormal volume is significantly lower for Friday earnings an-
nouncements, even after controlling for announcement quality, control vari-
ables, and firm-specific variation. The Friday effect in abnormal volume is of
the same order of magnitude as the Friday effect in immediate returns. The
effect is not statistically significant after controlling for aggregate volume. The
volume results are consistent with the hypothesis that investors underreact
initially to information released on Friday.

V. Alternative Explanations

In this section we consider four alternative explanations of the findings, infor-
mation processing time, pre-announcement release, announcement delay, and
firm heterogeneity. We also discuss an attention-related interpretation that is
inconsistent with the data.

A. Information Processing Time

The mechanics of Friday and non-Friday announcements differ. First, Friday
announcements during the 1970s were more likely to be made when the market
was closed (Patell and Wolfson (1982)). Second, Friday announcements are fol-
lowed by a 2-day break in trading. For both reasons, investors have a different
amount of time to process Friday announcements. However, these factors bias
the analysis against finding underreaction. During our sample period, Friday
announcements are less likely to be released after the market is closed (Bag-
noli et al. (2005)). (This explains why more of the volume response for Friday

19 We measure aggregate volume as the equal-weighted average across firms of the number of
shares traded, divided by shares outstanding. We generate the abnormal aggregate volume �v(0,1)

t,A

using equation (9).
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announcements occurs on the same day instead of the next day—Figure 4).
Moreover, the 2-day break in trading allows investors more time (not less) to
assimilate new information.

B. Pre-announcement Release

Companies release the date of the earnings announcements in advance. In the
event of poor performance, companies may also issue earnings warnings. These
pre-announcement releases could explain the lower immediate reaction of stock
prices to Friday announcements. Assume that firms announcing on Friday are
more likely to issue earnings warnings. Additionally, the decision to announce
on Friday, itself, could be interpreted as a warning about earnings. Stock prices
may respond before the official earnings announcement. Because forecasts are
not always revised after these pre-announcements, the negative surprises con-
structed from the media forecast may overestimate the “true” surprise to in-
vestors. This hypothesis can explain a lower short-term reaction of stock returns
to negative surprises. However, it does not explain the attenuated short-term
reaction for positive surprises. If anything, it predicts a stronger short-term
response to positive announcements. This interpretation is also unable to ex-
plain differential drift. Further, we can directly test whether investors perceive
more negative news before Friday announcements, conditional on the quantile
of the surprise. Figure 1(c) displays stock returns for the horizon (−30,−1) as a
function of the quantiles of earnings surprises. In each of the outermost quan-
tiles, the average pre-announcement returns are very similar for Friday and
non-Friday announcements.

C. Announcement Delay

Stock prices decline before an earnings announcement if the announcement
is delayed (Begley and Fischer (1998), Bagnoli, Kross, and Watts (2002)). It is
possible that Friday announcements are more likely to be late. Hence, part of
the stock price reaction may occur before the earnings announcement. However,
Bagnoli et al. (2002) also find that the response to earnings information is simi-
lar for on-time and late announcements. Late announcements, therefore, do not
explain the flatter short-term response to Friday earnings announcements. In
addition, delaying an announcement is essentially a pre-announcement warn-
ing. As we discussed above, there is no evidence of lower pre-announcement
returns for negative earnings surprises announced on Friday (relative
to other weekdays), after controlling for the earnings surprise quantiles
(Figure 1(c)).

D. Firm Heterogeneity

The attenuated immediate response on Friday could be due to unobserved
heterogeneity. For example, the news about future profitability embedded in
earnings announcements may be more transitory for firms making Friday
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announcements, or may reflect more divergence in opinions. Some of these
explanations are not consistent with other findings. For example, if the Fri-
day news were more temporary, we would expect less drift; if they reflected a
higher divergence in opinions, we would expect a higher initial abnormal vol-
ume. While it is impossible to fully control for all forms of heterogeneity, we
show that the results remain qualitatively unchanged after the introduction of
time, company, and market capitalization controls.

E. Task Overload

An attention-related interpretation is that investors on Monday are overbur-
dened by information that has accumulated on their desks during the weekend
and they find less time to react to Friday earnings announcements. However,
aggregate volume is 10% lower on Monday, contrary to the hypothesis that
traders are overwhelmed by this information.

VI. Conclusion

We compare the reaction to earnings announcements on Friday to the reac-
tion on other weekdays. Friday announcements are characterized by a lower
immediate response and a higher delayed response. The delayed response as a
percentage of the total response is 60% on Friday and 40% on other weekdays. A
portfolio that invests in the differential Friday drift earns substantial returns.
We observe analogous results for volume.

The evidence supports the inattention hypothesis. On Friday, investors are
distracted from work-related activities. Given limited attention, distractions
cause underreaction to the earnings information. Eventually, investors recog-
nize the mispricing and incorporate the information. Since a proxy for inatten-
tion increases the delayed reaction to earnings announcements, our findings
indicate that underreaction to new information is an important source of post-
earnings announcement drift.

Appendix

A. Equilibrium

In equilibrium, total demand must equal total supply for the risky asset or∫ 1
0 λi

tdi = 1. After substituting for λi
t in this expression, we solve for Pt:

Pt = bt Eµ
t [Dt+1 + Pt+1] + (1 − bt)E

1−µ
t [Dt+1 + Pt+1] − at

1 + R

= Ēt[Dt+1] + Ēt[Pt+1] − at

1 + R
,

(A1)
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where at = ( µt

γ σ 2
µ,t, P+D

+ 1−µt

γ σ 2
1−µ,t, P+D

)−1, Ēt = bt Eµ
t [.] + (1 − bt)E

1−µ
t [.], and bt =

µt

γ σ 2
µ,t, P+D

at . Recursively solving forward expression and also imposing the rele-

vant transversality condition limT→∞(Ēt Ēt+1 . . . Ēt+T+1[Pt+T+2])/(1 + R)T+2 =
0 yields

Pt = Ēt[Dt+1] − at

1 + R
+

∞∑
s=1

Ēt Ēt+1 . . . Ēt+s[Dt+s+1 − at+s](
1 + R

)s+1
.

Since the information available at time t is uninformative regarding
Dt+s+1, ∀ s > 0, we know that Ēt+1 Ēt+2 . . . Ēt+s[Dt+s+1] = δ. Since future signals
about dividends are not forecastable, the strategic release of future signals is
unforecastable as well. As long as perceived variances are time-invariant (ver-
ified below), Eµ

t+s−1[at+s] = E1−µ

t+s−1[at+s] = ā, where ā = ηa(µh) + (1 − η) a(µl )
and η = prob(µt+s = µh). Consequently, Ēt Ēt+1 . . . Ēt+s[at+s] = ā and the for-
mula for the equilibrium price follows.

B. Time-Invariant Perceived Variances

We show that σ 2
µ,t,P+D and σ 2

1−µ,t,P+D do not depend on t. First, we solve for
σ 2

µ,t,P+D:

σ 2
µ,t, P+D = Eµ

t
[(

Pt+1 + Dt+1 − Eµ
t [Pt+1 + Dt+1]

)2]

= Eµ
t


(

(1 − bt+1)st+1 − at+1 − (
Eµ

t [(1 − bt+1)st+1] − ā
)

1 + R
+ st + εt+1

)2



=
(

1
1 + R

)2

σ 2
(1−b)s−a + σ 2

s + σ 2
ε .

Similarly, σ 2
1−µ,t, P+D = ( 1

1+R )2σ 2
(1−b)s−a + σ 2

ε . If the strategic behavior of man-
agers is time-invariant (Proposition 2), neither perceived variance expression
depends on t.

C. Comparative Statics for at and bt

Let k = (1 + R)−2σ 2
(1−b)s−a + σ 2

ε . We substitute the expressions for σ 2
µ,P+D,

σ 2
1−µ,P+D, and k into the definition of at and rearrange to obtain

at = γ
(
k2 + kσ 2

s

)(
k + σ 2

s (1 − µt)
)−1

.

Since k > 0, it follows that ah > al. Using a similar procedure,

bt = kµt
(
k + σ 2

s (1 − µt)
)−1,

which implies that bh > bl and bt(µt = 0) = 0.
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Proof of Proposition 1: For part (i) we start with the definition of IRt,

Et[I Rt] = Et[Zt − Et−1[Zt] − (Dt − Et−1[Dt])] = Pt − Et−1[Pt]

= −at − ā
1 + R

+ (1 − bt)st − Et−1[(1 − bt)st]
1 + R

= ā − at

1 + R
+ σbs

1 + R
+ 1 − bt

1 + R
st .

The remainder of the proof follows from bh > bl and bt(µt = 0) = 0. For part (ii)
we start with the definition of Et[Zt+1]:

Et[Zt+1] = Et[Pt+1 + Dt+1 − (1 + R)Pt]

= − Et[bt+1st+1]
1 + R

+ st + at − (1 − bt)st = at − σbs

1 + R
+ btst .

This implies Et[DRt] = Et[Zt+1] − Et−1[Zt+1] = at − ā + btst − Et−1[btst] =
at − ā − σbs + btst . The remainder of the proof follows from bh > bl and bt(µt =
0) = 0. For part (iii) we rewrite that Zt+1,t−1 as Zt+1 + (1 + R)Zt. We substitute
this expression for Zt+1,t−1 into the expression for Et[LRt+1] (in the text) to
obtain

Et[LRt+1] = [(Et[Zt] − Et−1[Zt−1]) − (Et[Dt] − Et−1[Dt])]

+ Et
[
Zt+1

] − Et−1
[
Zt+1

]
1 + R

= Et
[
I Rt

] + Et
[
DRt

]
1 + R

.

The remainder of the proof follows from this expression for Et[LRt+1] and parts
(i) and (ii). Q.E.D.

Proof of Corollary 1: Part (i) follows from the expressions for Et[DRt] and
Et[LRt+1] in the proof of Proposition 1. Part (ii) follows from bh > bl and bt(µt =
0) = 0. Part (iii) follows from R > 0 and the definition of bt because σ 2

1−µ,t,P+D is
necessarily smaller than σ 2

µ,t,P+D. Q.E.D.

Proof of Proposition 2: Part (i) is discussed in the body of the paper. We
prove part (ii). The problem of the short-term manager is equivalent to solving
maxµt∈{µh,µl } −at − btst . Substituting in the values of at and bt, we obtain

max
µt∈{µh,µl }

(
−γ − µtst

k + σ 2
s

) (
µt

k + σ 2
s

+ 1 − µt

k

)−1

,

where k = (1 + R)−2σ 2
bs−a + σ 2

ε > 0. Announcing on a high distraction day is op-
timal if and only if(
−γ − µhst

k + σ 2
s

) (
µh

k + σ 2
s

+ 1 − µh

k

)−1

≥
(

−γ − µl st

k + σ 2
s

) (
µl

k + σ 2
s

+ 1 − µl

k

)−1

.
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Multiplying the terms together and simplifying leads to µhst − γ σ 2
s µl ≤ µlst −

γ σ 2
s µh, and finally to st ≤ −σ 2

s γ , the desired condition. Given this thresh-
old rule, E[st | µt = µh] < 0 and E[st | µt = µl] > 0 follow immediately. Hence,
E[st | µt = µh] < E[st | µt = µl]. The relationship E[IRt | µt = µh] < E[IRt | µt =
µl] follows from

E
[
I Rt | µt = µh

] − E
[
I Rt | µt = µl

]
= al − ah

1 + R
+ 1 − bh

1 + R
E [st | µt = µh] − 1 − bl

1 + R
E [st | µt = µl ]

because al − ah < 0, E[st | µt = µh] < 0, and E[st | µt = µl] > 0. Q.E.D.
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