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Can You Hear Me Now? 

Earnings Surprises and 
Investor Distraction in 
the Hospitality Industry 

by Pamela C. Moulton

ABouT The AuThor

Pamela C. Moulton, Ph.D., CFA, is an assistant professor at the Cornell University School of Hotel 
Administration (pmoulton@cornell.edu). Her teaching and research interests include financial markets and 
market microstructure, with a special interest in liquidity. Moulton’s publications include papers on time 
variation in liquidity, international cross-listings, and optimal trading strategies. Her current research focuses 
on institutional trade holding periods, the impact of institutional investment on stock performance, and who 
trades on sell-side analyst recommendations. Moulton’s research has been published in several of the leading 
finance and accounting journals, including Journal of Finance, Journal of Financial Economics, Journal of 
Accounting and Economics, and Journal of Financial and Quantitative Analysis. Prior to her academic career, 
Moulton worked in research for more than a dozen years at various Wall Street investment banks, including 

Deutsche Bank, where she was a Managing Director and Global Co-Head of Relative Value Research. From 2003 to 2006 she was a 
Managing Director and Senior Economist at the New York Stock Exchange, where she focused on equity market microstructure research. .
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exeCuTive SuMMAry

O
ne explanation for the phenomenon of stock price drift involves the limitations of 
investors’ attention span. This study finds that investors often under-react to earnings 
announcements when numerous firms release their results on the same day. Particularly 
in the case of earnings surprises, however, stock prices gradually move in the expected 

direction over time, even if the initial reaction is muted. This slow adjustment appears to reflect 
investors belatedly processing the announcement information and incorporating that into the stock 
prices. Thus, for hospitality stocks at least, market efficiency is delayed due to humans’ slow response 
to a heavy information load. This under-reaction has the longer-term effect that stocks whose earnings 
are announced on days with the highest information load also experience greater post-earnings-
announcement drift, as their prices make up for the initial under-reaction by moving towards fair 
value over the subsequent month. One implication is that hospitality investors who are “late to the 
party” by not making a move on the earnings announcement day can still anticipate further price 
changes as the stock price moves to its fair value. 
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One of the most enduring stock valuation puzzles occurs in connection with 
quarterly earnings announcements. The question is why stock prices tend to drift 
gradually higher after a positive earnings surprise (and lower after a negative 
earnings surprise), rather than immediately adjusting to fully reflect the new 

information in a firm’s earnings announcement. This rapid adjustment should happen in an efficient 
market, especially since quarterly earnings announcements are among the events most closely watched 
by investors and analysts. Typically the chief financial officer or other senior executive announces the 
firm’s quarterly results on a conference call, presenting the accounting results such as earnings per 
share and also providing some qualitative sense of the firm’s prospects. With so much attention paid 
to a firm’s quarterly announcement, let’s examine why stock prices do not fully reflect the news 
conveyed in that announcement. 

Can You Hear Me Now?

Earnings Surprises and Investor 
Distraction in the Hospitality 
Industry

by Pamela C. Moulton

Cornell hoSPiTAliTy rePorT
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This study tests an important possible explanation 
for this apparent inefficiency: investor distraction. With 
thousands of publicly traded firms and only 60 or so trading 
days in each quarter, there are often hundreds of firms an-
nouncing their earnings on the same day during “earnings 
season.” Given the limits of the human attention span, this 
may simply constitute too much information. In this study 
I demonstrate how the initial price under-reactions and 
subsequent post-earnings-announcement drift of hospitality 
stocks are related to the information load facing investors on 
the day a hospitality firm announces its earnings. 

Theoretical Background
Post-earnings announcement drift contradicts the “efficient 
market hypothesis,” a fundamental principle of modern 
finance which asserts that stock prices reflect all publicly 
available information and that prices instantly change to 
fully reflect new public information.1 Although markets may 
generally be efficient, numerous studies have documented 
that a firm’s stock price typically continues to move in the 
same direction as on the announcement day for several 
weeks after the quarterly earnings announcement. This 
drift essentially makes up for the price movement that did 
not occur on the announcement day. For example, if a firm 
announces unexpectedly high earnings, its stock price not 
only rises on the day of the announcement (as the efficient 
market hypothesis predicts), but its price also continues 
to rise in the following weeks. This scenario describes the 
behavior of hospitality stocks, particularly in the first month 
after their earnings announcements.2 

The psychologically based explanation for post-earn-
ings-announcement drift starts with investor under-reaction 
to the news contained in earnings announcements simply 
because they have too much information to process at once. 
Over time, as investors catch up from their initial under- 
reaction to the earnings news, stock prices gradually 
respond to investors’ actions, and thus we notice post-
earnings-announcement drift. In this study, I test this idea 
that human attention or cognitive constraints are driving 
this phenomenon for hospitality stocks. Despite people’s 
belief in multi-tasking, the truth is that humans find it hard 
to perform multiple tasks or process multiple pieces of in-
formation at the same time.3 Likewise, in financial markets, 

1 This is the semi-strong version of the efficient market hypothesis. The 
weak form states only that prices fully reflect all past publicly available 
information, while the strong form of the hypothesis states that prices 
reflect all private as well as public information.
2 See: Pamela C. Moulton and Di Wu, “Earnings Announcements in 
the Hospitality Industry: Do You Hear What I Say?,” Cornell Hospitality 
Reports, Vol. 12, No. 11 (2012), Cornell Center for Hospitality Research. 
3 See: J.R. Busemeyer, I. J. Jyung, and M. A. McDaniel, “Cue Competition 
Effects—Empirical Tests of Adaptive Network Learning Models,” Psycho-
logical Science, Vol. 4 (1993), pp. 190–195.

theoretical models predict that a heavier information load 
(such as may arise from multiple firms announcing earnings 
on the same day) leads investors to under-react to salient 
news.4 

This study tests the scenarios above in two ways. First, 
to assess whether investors in hospitality stocks under-react 
to earnings news when they face a heavier information 
load, I use the number of earnings announcements made 
by other firms on the same day to measure the information 
load facing investors. By inference, this should demonstrate 
whether attention limitations during numerous earnings 
announcements affect hospitality stock valuations on earn-
ings announcement days. Second, I test whether stocks 
that are subject to the greatest investor distraction on their 
announcement dates also exhibit the highest post-earnings-
announcement drift over the subsequent month. Based on 
human psychology and market efficiency concepts, my hy-
potheses are, first, greater investor distraction leads to more 
severe under-reaction to a hospitality firm’s earnings news 
and, second, this weaker immediate reaction is followed by a 
stronger post-earnings-announcement drift. 

Sample and Methodology
I analyzed the stock price behavior of 165 hospitality firms 
whose stock was publicly traded in the United States from 
the fourth quarter of 1999 through the first quarter of 2010, 
a total of 38 quarters.5 I included a wide swath of hospitality 
industry stocks, including 90 restaurants companies, 39 ho-
tel firms, 22 airlines, and 14 amusement parks and recreation 
operators (see Exhibit 1). 

There’s a great potential for our hospitality companies’ 
earnings announcements to be buried in the crush of other 
firms’ announcements, as shown in Exhibit 2. On the day 

4 See: D. Hirshleifer and S.H. Teoh, “Limited Attention, Information Dis-
closure, and Financial Reporting,” Journal of Accounting and Economics, 
Vol. 36 (2003), pp. 337–386.
5 My sample is restricted to firms for which the required data are available 
from the main data sources, including Compustat for earnings release 
dates and reported values, CRSP for daily stock returns, and either IBES 
or Bloomberg for analysts’ forecasts. 

Exhibit 1

Sample composition (N = 165)

Type of firm
number of 

firms
Percentage 

of total

Restaurants 90 55%

Hotels 39 24%

Airlines 22 13%

Amusement Parks and Recreation 14 8%
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of hospitality earnings announcements a mean of 186.4 
other earnings announcements are issued, suggesting a 
heavy information load for investors to digest. The median 
is even higher, at 234, as earnings announcements tend 
to cluster. The hospitality firms in our sample are covered 
by a mean of 6.4 analysts, and the median firm is covered 
by four analysts. As noted in Exhibit 2, actual earnings are 
frequently a “surprise” to these analysts, opening the door 
to earnings drift. 

To reinforce the point about the crush of earnings an-
nouncements, Exhibit 3 shows the way quarterly earnings 
announcements tend to cluster, using the fourth quarter of 
2009 as an example. Other quarters yield similar profiles. 
Each bar represents the number of firms announcing earn-
ings on that day. The peak period for earnings announce-
ments tends to occur between four and six weeks from the 

variable Mean Median Std. Dev.

Price ($) $19.41 $14.94 $18.54

Volume ($000) $1,100 $170 $3,400

Number of analysts 6.4 4 5.8

Analyst earnings forecast  
($/share) $0.71 $0.38 $1.89

Actual earnings ($/share) $0.16 $0.18 $0.87

Number of other announcements 
on same day 186.4 234 118.1

Exhibit 2

Cross-sectional stock characteristics

Exhibit 3

number of earnings announcements per day (fourth quarter of 2009)
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returns are determined by summing abnormal returns over 
20 trading days.8 

Findings
To examine the effect of investor distraction on price reac-
tions to earnings surprises, I analyze the pattern of abnormal 
returns across five different levels of earnings surprise and 
across five different levels of distraction, measured by the 
number of other earnings announcements on the same 
day.9 For each calendar year, I perform a two-way indepen-
dent sort of quarterly hospitality earnings announcement 
observations in that year into 5 x 5 = 25 groups based on (1) 
the number of other earnings announcements on the same 
day (distraction) and (2) the earnings surprise, as defined 
above. For each distraction quintile, I calculate the average 
announcement-day and 20-day cumulative abnormal return 
(CAR) for the most negative earnings surprise quintile 
(earnings surprise quintile 1) and for the most positive earn-
ings surprise quintile (earnings surprise quintile 5). I also 
calculate the differences in returns between the two extreme 
earnings surprise quintiles for each distraction quintile, 
and between returns for the highest and lowest distraction 
quintiles. 

As shown in Exhibit 4, the data provide strong evidence 
of investor distraction. The difference between the an-
nouncement-day cumulative abnormal returns in the highest 
quintiles compared to the lowest earnings surprise quintiles, 
in column (3), reflects how responsive investors are to the 

8 This is the method used in most studies, including G. Foster, C. Olsen, 
and T. Shevlin, “Earnings Releases, Anomalies, and the Behavior of Secu-
rity Returns,” The Accounting Review, Vol. 58 (1984), pp. 574–603.
9 In unreported tests, I find no difference in the average number of ana-
lysts following stocks across the different distraction quintiles.

end of the quarter. This clustering may be partly due to the 
Securities and Exchange Commission rules requiring pub-
licly traded companies to file their quarterly reports within 
45 days following their fiscal quarter end, although different 
companies follow different fiscal calendars. Since I use the 
number of earnings announcements on a day as a measure 
of investors’ information load, a large number of earnings 
announcements signals high investor distraction, and a 
small number signals low investor distraction. 

I calculated earning surprises each quarter following 
the extensive literature on stock price reactions to such 
surprises. Based on the concept of efficient markets, only 
the unexpected part of earnings should affect stock prices 
(since the expected earnings should already be incorporated 
in the price). Earnings surprises are defined as the difference 
between reported earnings and analyst-forecasted earn-
ings, normalized by the absolute value of analyst-forecasted 
earnings.6 

Likewise, I follow the standard methodology to cal-
culate cumulative abnormal returns for each stock on its 
earnings announcement date and over the subsequent 20 
trading days (that is, about one month).7 The daily abnormal 
return is the actual stock return minus the return on the 
CRSP value-weighted index; 20-day cumulative abnormal 

6 I use the single most timely analyst forecast rather than the consensus 
forecast as the estimate of expected earnings because research has estab-
lished that it is relatively more accurate than the consensus, that earnings 
surprises based on this measure (rather than the consensus) are more 
highly associated with stock price changes, and that it better represents 
the definition of an earnings surprise, as traders are likely to update their 
expectations to reflect the most recent analyst forecast.
7 Previous work has shown that post-earnings-announcement drift for 
hospitality firms tends to peak around 20 days. See: Moulton and Wu, op. 
cit.

Exhibit 4

Cumulative abnormal returns of extreme-earnings-surprise quintiles by number-of-announcement quintiles

Average Announcement-day  
Cumulative Abnormal returns

Average Subsequent 20-day  
Cumulative Abnormal returns

Distraction 
Quintiles

earnings Surprise Quintiles earning Surprise Quintiles

Quintile 1 
(lowest)

Quintile 5 
(highest) Quintile 5-1

Quintile 1 
(lowest)

Quintile 5 
(highest) Quintile 5-1

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

1 (lowest) -2.89% 4.11% 7.00%*** 0.18% 1.94% 1.76%*

2 -2.30% 3.20% 5.23%*** -0.60% 1.33% 1.93%**

3 -2.55% 4.44% 6.99%*** -1.08% 1.97% 3.05%***

4 -1.88% 2.94% 4.81%*** -2.35% 2.34% 4.69%***

5 (highest) -2.91% 2.23% 5.14% -2.64% 5.58% 8.22%***

Quintile 5-1 -0.02% -1.88%** -1.86%** -2.82%** 3.64%** 6.46%***

 Note: Significance of differences: ***p < .01; ** p < .05; *p < .10.
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news contained in earnings reports. A larger spread indi-
cates that investors respond more strongly to earnings news 
on the announcement date, but the spreads are not as large 
as one might expect. This comparison of the responsiveness 
across different distraction quintiles in column (3) is the 
indication of investor distraction. The difference between 
cumulative abnormal returns for announcements with high 
earnings surprises versus low earnings surprises is 7.00 per-
cent when there are few other announcements (distraction 
quintile 1), but shrinks to 5.14 percent when there are many 
other announcements on the same day (distraction quintile 
5). The last row of column (3) shows that the difference of 

-1.86 percent between distraction quintiles 5 and 1 is statisti-
cally significant at the 5% level. 

The effects of post-earnings announcement drift appear 
in the spread in the subsequent 20-day cumulative abnormal 
returns between the highest and the lowest earnings-sur-
prise quintiles, in column (6). If stock prices were perfectly 
efficient, there would be no spread between the 20-day 
CARs in columns (4) and (5). Instead the positive spreads in 
column (6) indicate that the stocks with the highest earnings 
surprises have higher abnormal returns in the subsequent 
month, while those with the smallest earnings surprises 

have lower abnormal returns. Furthermore, the pattern of 
differences in column (6) shows that the stocks whose an-
nouncements were accompanied by the heaviest information 
load (distraction quintile 5) have the largest post-earnings 
announcement drift, while stocks in the lowest distraction 
quintile exhibit the smallest difference between high and low 
earnings surprise quintile returns. The last row of column 
(6) shows that the difference of 6.46 percent between distrac-
tion quintiles 5 and 1 is statistically significant at the 1% 
level.10 

Taken together, the results for announcement-day and 
post-announcement returns paint a picture of investors 
under-reacting to salient news about stocks when there is 
a heavy information load, a situation that in turn leads to 
higher post-earnings-announcement drift. Exhibits 5 and 
6 illustrate the announcement-day under-reaction and 

10 The effect is driven by the two extreme quintiles, as is often the 
case with market anomalies. I follow the univariate methodology of D. 
Hirshleifer, S.S. Lim, and S.H. Teoh, “Driven to Distraction: Extraneous 
Events and Underreaction to Earnings News,” Journal of Finance, Vol. 
64 (2009), pp. 2289–2325. My results are also robust to a multivariate 
regression specification controlling for stock characteristics including size, 
book-to-market, institutional ownership, earnings volatility, and share 
turnover. 

Exhibit 5

Market reactions to earnings news on announcement day, showing low and high distraction
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stein Noah Restaurant Group’s report of lower than expected 
earnings was accompanied by a one-day price drop of 14 
percent. This study suggests that in addition to analyzing the 
earnings news about a particular hospitality firm, investors 
should also be aware of how many other firms are announc-
ing earnings on the same day. On days with a heavy informa-
tion load stock prices are likely to under-react, leaving op-
portunities for investors to profit from the earnings surprises 
as prices drift over a longer period. In contrast, hospitality 
stock prices are likely to incorporate new information more 
efficiently when there are fewer other announcements to 
distract investors. Earnings announcement calendars, which 
are readily available on public websites as well as in the 
financial press, will help with this determination.11 This 
intuition should also carry over to other news announce-
ments (such as mergers, acquisitions, and other important 
corporate events). In short, being aware of the potential ef-
fects of extraneous news on hospitality stock prices may help 
investors to manage their own portfolios more efficiently. 

Hospitality company executives may also find practical 
applications for these research findings. If executives’ goal 
is to see their stock price efficiently reflect new information, 

11 For example, see: biz.yahoo.com/research/earncal/today.html. 

post-earnings-announcement drift. The graph in Exhibit 5 
compares the cumulative abnormal returns across earnings 
quintiles for stocks with the highest information load (solid 
line, distraction quintile 5) to the stocks with the lowest 
information load (dotted line, distraction quintile 1). This 
graph depicts the relatively muted reaction to earnings sur-
prises on announcement days with the heaviest information 
load. By comparison, investor reaction is much more notice-
able for stocks with earnings surprises that are announced 
on days with lighter information loads. Eventually, however, 
the requisite information is incorporated in the stock prices. 
Exhibit 6 shows that over the next 20 days this under-reac-
tion is corrected, as the stocks with the heaviest information 
load on their announcement dates (solid line) experience 
greater post-earnings-announcement drift, evidenced by the 
steeper line. 

Implications for Executives and Investors
This study has several practical implications for investors in 
hospitality stocks, particularly when a firm announces an 
earnings surprise. The results of surprises can be dramatic. 
For example, when Wyndham Worldwide reported first-
quarter 2009 earnings above expectations, its stock price 
rose more than 30 percent on the day. One week later, Ein-

Exhibit 6

20-day post-earnings-announcement drift, showing low and high distraction on announcement day
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they will likely benefit from announcing their earnings on 
days when there is a lighter information load from com-
peting earnings announcements. On the other hand, one 
could imagine that at some times executives would prefer 
that investors pay somewhat less attention to the firm’s 
announcement (such as when the firm announces surpris-
ingly low earnings). In that case executives may prefer to 
announce on a day with many other announcements to 
distract investors. The search for a less or more crowded 
date could be complicated if executives from many firms 
are pursuing a similar goal. Moreover, any changes must be 
handled delicately. Typically, a firm’s delaying its earnings 
announcement to much later in the quarter (not merely by a 
few days) is taken as a sign of bad news.12 

As with all historical studies, these findings are subject 
to the limitation that the future may not replicate the past. 
It is possible that as investors become aware of the effects of 
distraction on stock prices, they will find ways to overcome 
it. For example, the increased use of technology in trad-
ing may reduce the effects of investor distraction on stock 
prices if investors can find ways to use computers to gather 
and process multiple earnings announcements in a way that 
provides necessary information. So far that goal is elusive. 
Despite the development of textual analysis programs allow-
ing computers to “interpret” news announcements in recent 
years, post-earnings-announcement drift has endured as 
one of the most persistent exceptions to market efficiency 
for over four decades.13  n 

12 For example, see: J. Begley and P.E. Fischer, “Is There Information in 
an Earnings Announcement Delay?,” Review of Accounting Studies, Vol. 3 
(1998), pp. 347–363.
13 See: P.C. Jones and R.H. Litzenberger, “Quarterly Earnings Reports 
and Intermediate Stock Price Trends,” Journal of Finance, Vol. 25 (1970), 
pp. 143–148. 
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