~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make YOUT PUbllCCltlonS VZSlble. h for Economics ' '

Bouteska, Ahmed; Regaieg, Boutheina

Article
Earnings announcement effect on the Tunisian stock
market

Cogent Business & Management

Provided in Cooperation with:
Taylor & Francis Group

Suggested Citation: Bouteska, Ahmed; Regaieg, Boutheina (2017) : Earnings announcement effect
on the Tunisian stock market, Cogent Business & Management, ISSN 2331-1975, Taylor & Francis,
Abingdon, Vol. 4,

https://doi.org/10.1080/23311975.2017.1413733

This Version is available at:
https://hdl.handle.net/10419/206033

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

-. https://creativecommons.org/licenses/by/4.0/
Mitglied der
WWW.ECOMSTOR.EU K@M 3
. J . Leibniz-Gemeinschaft


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1080/23311975.2017.1413733%0A
https://hdl.handle.net/10419/206033
https://creativecommons.org/licenses/by/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

Bouteska & Regaieg, Cogent Business & Management (2017), 4: 1413733
https://doi.org/10.1080/23311975.2017.1413733

CrossMark

Received: 28 July 2017
Accepted: 30 November 2017
First Published: 07 December 2017

*Corresponding author: Ahmed
Bouteska, Faculty of Economics and
Management of Tunis, University of
Tunis El Manar, Tunis, Tunisia

E-mail: ahmedcbouteska@gmail.com

Reviewing editor:
David McMillan, University of Stirling, UK

Additional information is available at
the end of the article

4 W 3
Ahmed Bouteska

cogent--0a

<k cogent

business &
mManagement

BANKING & FINANCE | RESEARCH ARTICLE
Earnings announcement effect on the Tunisian

stock market

Ahmed Bouteska®* and Boutheina Regaieg?

Abstract: This paper treats the post-earnings announcement drift. Precisely, it
revisits the benefits announcement effect using various measurements of surprise
unexpected earnings. In addition, this work tries to explain the persistence of post-
earnings announcement drift on the financial markets using adapted methodol-
ogy. The empirical study on the Tunisian stock market shows the persistence of the
post-earnings announcement drift over the year 2013. It indicates that the observed
post-earnings announcement drift seems to be due to the behavior of investors
under psychological biases. This finding shows that the information provided by the
prevision and revision of earnings forecasts is not immediately included in the price,
but there is an anchoring bias in relation to the past earnings, as well as on the
investor time of response to the new information provided by the market.
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securities with extreme surprise of unexpected
earnings would record higher returns to those

of low surprise unexpected earnings securities.

We further show that investors overreact and
under react to past earnings surprises due to an
anchoring bias. However, the reference to past
information disappears gradually with time and
leads to a correction of the initial reaction. This
study of portfolio analysis is globally coherent with
the efficient market hypothesis (EMH) confirming
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adjustment of stock prices at financial earnings
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1. Introduction

Despite the strong evidence in favor of the theory of market efficiency, research has found empirical
results that deviate from expected reactions in financial markets. Anomalies are observed in these
markets and have been explained by the irrationality of market participants as well as by the effect
of their psychology on the formation of stock prices. The basic studies on the effect of result an-
nouncement are the work of Ball and Brown (1968), and Bernard and Thomas (1989). However, in
spite of numerous studies analyzing this phenomenon, the explanations of this effect remains a
“mystery” as Fama (1998) says. Thus, we devote this paper to further investigating this issue. The
aim is to revisit the most interesting anomaly of the persistence of the post-earnings announcement
drift effect under assumptions related to the behavioral approach for the case of Tunisian stock ex-
change. The objective is to extend the existent literature by formulating convincing answers to the
question of the earnings announcement effect on emergent stock markets.

Following the Kaestner model (2005), we try to detect through a portfolio study, the anchoring
bias of investors on the Tunisian stock market. We propose an analysis of the returns behavior of
short-term securities (the window of events is between 1 and 30 days). These returns are evaluated
by the market model following recent and previous announcements of results. We investigate some
testable implications of behavioral models according to the proposed methodology. Our results
show a persistence of the earnings announcement effect on Tunisian stock market which seems to
be a “surprise effect”. We indicate that the observed post-earnings announcement drift seems to be
due to the behavior of investors under psychological biases. This finding shows that the information
provided by the prevision and revision of earnings forecasts is not immediately included in the price,
but there is an anchoring bias in relation to the past earnings, as well as on the investor time of re-
sponse to the new information provided by the market. We also highlight the phenomenon of under-
reaction on the Tunisian market following the announcement of results, where high-earnings
surprise securities would record higher returns than low-earnings surprise securities.

This paper is organized as follow. Section 2 exposes the literature review and research hypotheses.
Section 3 presents the methodology and data. Section 4 presents the results and discussions of the
earnings announcement effect examined through a portfolio study. Finally we conclude in Section 5.

2. Literature survey and research hypothesis

The earnings announcement effect has been extensively documented in the international and
emerging financial markets. Ball and Brown (1968) have highlighted the association between abnor-
mal returns and forecast errors. They observe a high drift (respectively low) of the abnormal returns
of securities with high (respectively low) growth rates. However, in spite of a number of studies de-
voted to the earnings announcement effect, this phenomenon remains a mystery (Fama, 1998;
Fama & French, 1996). Even the reaction of Ball and Brown (1968) was skeptical. Several explana-
tions were given to the benefit announcement effect.

In the early 1980s, several studies explained the earnings announcement effect by factors at risk.
These explanations concern the “beta” risk factor, the PER effect, and the size. These studies have,
thus, shown that the explanations of the earnings announcement effect are rational linked to the
attributes of the securities. In particular, the earnings effect is more significant for companies with
low market capitalization. Some research suggests that the explanations for the effect of the results
publication are rational in relation to the microstructure of financial markets, especially transaction
costs (Watts, 1978). Recent work on the French financial market goes in this direction (Gajewski,
2000). Studies have highlighted the “Value Line” conundrum in the advent of the earnings effect,
where the design offices influence stock markets based on analyst recommendations (Affleck-
Graves & Mendenhall, 1992).

Bernard and Thomas (1989, 1990) study the earnings announcement effect on the basis of critics.
Specifically, they examine the evolution of the abnormal returns of the US company portfolios. These
portfolios are constructed according to the extent of the results surprise (positive or negative), the
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surprise being measured by the difference between announced results and results as anticipated by
the market. These authors show that despite corrections, the effect of results publication remains on
the US financial market. Similarly, Abarbanell and Bernard (1992), using the methodology of Ball,
Kothari, and Watts (1993), show that positive (negative) equities are not also (less) risky. For Bernard
and Thomas (1989, 1990), and Abarbanell and Bernard (1992), the announcement effect is in con-
tradiction with the theory of the financial markets efficiency in the semi-strong sense, insofar as the
prices do not reflect all available public information from firms. The publication of results is, there-
fore, not immediately incorporated in the stock market prices of securities. A portfolio management
strategy resulting from the announcement of earnings through the purchase of securities with good
news and the sale of bad securities provides considerable benefits in the short-term. They explain
the surprise effect by the investors’ under-reaction to earnings with not responding correctly to the
results publication that they receive. De Bondt and Thaler (1985, 1987), and Ou and Penman (1989q,
1989b) follow this same direction but they explain the effect of earnings announcement by the over-
reaction of investors. Bernard (1993) synthesis study shows that the surprise effect of the result is
due to the biased behavior of investors, precisely to an under-reaction and not to an over-reaction
as suggested by De Bondt and Thaler (1987).

Studies by Fama and French (1992, 1993, 1995) have revived the debate between orthodox and
heterodox on the earnings announcement effect. The effect of the results is explained by the de-
fenders of financial market efficiency as an inadequate adjustment of the abnormal return of securi-
ties to fundamentals risk factors. For the orthodox, securities with negative surprise would be less
risky whereas high benefits surprise securities would be very risky in the short-term. Faced with this
inherent and visible risk, investors demand a risk premium, hence the observed abnormal returns. It
is, therefore, important to consider better methodologies for valuing these securities. Fama and
French (1995) found a difficulty in their tri-factorial model with pre-specified factors in capturing the
effect of the results on the US market. Nevertheless, their model that is to say the model of Fama
and French (1993) explains a majority of the financial market anomalies. Ball and Bartov (1996)
consider investors to be more than rational and non-irrational, as suggested by Bernard and Thomas
(1989, 1990), and Bernard (1993). Rangan and Sloan (1998) confirm the random seasonality of in-
comes. Their work seems to contradict the results of Bernard’s (1993) synthetic study and corrobo-
rate the results of Ball and Bartov (1996). A study conducted by Soffer and Lys (1999) reconciles the
conflicting studies of Bernard and Thomas (1989, 1990), and Ball and Bartov (1996).

As for the defenders of behavioral finance, they justify the effect of earnings announcement
through the cognitive biases of investors. They focus on the phenomena of the under-reaction of
Bernard and Thomas (1989), and Jegadeesh and Titman (1993), and the over-reaction of De Bondt
and Thaler (1985, 1987). Jegadeesh and Titman (1993) have highlighted the “momentum?” effect in
which stocks that performed well in the past year will continue their momentum in the following
year, but those whose performance was poor will not correct the situation the following year. Chan,
Jegadeesh, and Lakonishok (1996) link the “momentum” effect of Jegadeesh and Titman (1993) to
the earnings effect. By examining the book-to-market ratio effect found by Fama and French (1992),
Chan et al. (1996) show the predominance of the “momentum” effect on the book-to-market effect
around the date of earnings announcement. This effect is named by Chan et al. (1996) the earnings
momentum effect. For these authors, the effect “earnings momentum” may be linked to the under-
reaction of investors. Similarly, recent studies have focused on the “momentum” and over-reaction
effects to create behavioral models.

The general approach of these studies is the use of certain cognitive biases identified at individu-
als in the social sciences such as social and cognitive psychology. The cognitive biases would cause
erroneous judgments on the part of individuals in their decision-making. Psychologists describe indi-
viduals as non-rational people in their judgment when they think they are rational. These cognitive
biases can be heuristics (Kahneman & Tversky, 1982; Tversky & Kahneman, 1973, 1979), attribution
bias and personal satisfaction, overconfidence, etc. The Behavioral models incorporate cognitive bi-
ases of investors in the modeling of asset prices. Thus, dynamic models of asset prices are created.
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The main models are those of Delong, Shleifer, Summers, and Waldmann (1991), Barberis, Shleifer,
and Vishny (1998), Daniel, Hirshleifer, and Subrahmanyam (1998), and Hong and Stein (1999) for
equity assets, and the Poteshman (2001) model for options. Behavioral models attempt to explain
the effect of earnings in a behavioral approach. They reconcile the phenomena of under and over-
reaction to the earnings announcement.

In our empirical study, we try to re-examine the effect of earnings on the Tunisian stock market
under the assumptions of behavioral approaches. Our research hypotheses are as follows:

« If the incorporation of the announced benefits is gradual in stock prices i.e. if investors under-
react to the earnings announcements then the high-earnings surprise securities are higher than
those of the low-earnings surprise securities.

- If investors are unbiased and the market is efficient, then the reaction of investors to the an-
nouncement of results would instantly be incorporated into the price of the security at the an-
nouncement of the information. The difference in return between good and bad news would be
statistically zero.

3. Methodology and data

3.1. The sample

The sample is composed of publicly traded companies operating on the Tunisian stock exchange
during the year 2013. The choice of the sample is explained by the market availability of data. After
the Tunisian revolution in 2011, data on securities transactions becomes scarce and discontinuous,
so it has been preferable to limit our study to the year 2013 with a more complete database. Firms
that have been rated as non-significant by the market model are eliminated. Only 28 companies
were retained (Table 1). The firms in our sample share a common feature: that of announcing a re-
sult. We try to detect the anchor bias of the investors following the publication of the financial state-
ments during the year 2013.

3.2. Data and variables

Financial data such as the daily price of the shares and those of the Tunindex are provided by the
Tunisian Stock Exchange. In our portfolio analysis, the Tunindex is used as a market index. The fore-
casted profits and those realized are extracted from the “guide stocks” of the following intermediar-
ies on the stock exchange: MAC sa, Tunisia Values, Amen Invest, Cap Finance, and CGF. Three
variables are used: the surprise variable (SUE), the earning variation variable (AEPS), and the revision
of prevision variable (REV).

3.2.1. SUE variable

The SUE variable (“Surprise Unexpected Earnings”) measures the surprise of earning announcement.
The individual earnings forecasts are aggregated by calculating earnings surprises following the an-
nouncement date of earnings for each security. These earnings surprises are based on systematic
comparisons of an achievement and a forecast. All these comparisons are standardized over the

share price.
AMEN BANK BNA AIR LIQUIDE MNP
ENNAKL BT ICF NBL
HEXABYTE CIL PLACE-TUNISIE POULINA
SIMPAR GIF-FILTER TUNISIE RE SFBT
ATTIJARI LEASE SITS ADWYA SIPHAT
ATL SOTUMAG ASSAD STEG
BH TUNI-INVEST ELECTROSTAR TELNET
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SUE, = UE, /P, (1)

UE, is the unexpected earnings, which is equal to the difference between earnings per share (i) real-
ized and expected earnings per share (i), such as:

UE; = EPS realized — EPS expected )

P, is the price of the security on the day preceding result announcement. The expected earnings
represent the earnings forecasted by the financial analysts.

These earnings surprises reveal whether investors tend to underestimate or overestimate earn-
ings announcements based on the average error for each horizon. In addition, the SUE variable gives
additional information by indicating the share price proportion of the difference between the realiza-
tion and the earning forecast.

The SUE, announcement surprise corresponds to the first half of SUE, and SUE,, corresponds to
the SUE of the second half of the year. If the date of the results’ announcement occurred at the be-
ginning of the year, the surprise of the announcement (SUE) corresponds to the SUE of the first half
of the year. If the date of the announcement was made toward the end of the year, the SUE corre-
sponds to that of semester 2.

3.2.2. AEPS variable
The earning change corresponds to the difference between the EPS realized during the second half
of the year and the one realized in the first half of the same year, as follows:

AEPS = EPS,, — EPS,, 3)

with EPS;, means to the earnings per share realized during the second half of the year and EPS, the
earnings per share realized during the first half of the same year. The change in earnings per share
realized AEPS,, is the difference between the earnings per share realized between the second and
the first half of the year. The change in earnings per share realized AEPS, is the difference between
the earnings per share realized between the first half of the year and the second half of the previous
year.

3.2.3. REV variable

The REV variable is the revision of profit forecasts prior to the profit announcement date. It corre-
sponds to the difference between two current profit forecasts by financial analysts. This allows eval-
uating the evolution of the forecast for each security on the market. Most analysts readjust their
forecasts and recommendations as soon as possible after profit announcements by companies.

REV, .., = EPS expected, , , — EPS expected, , (4)

it+1

3.3. The methodology

3.3.1. The choice of the method of events

Three categories of tests emerge from the broad set of empirical studies, notably those of Fama
(1991). Profitability predictability tests include low efficiency form tests, semi-strong form tests, and
private information tests that detect the strong form. We choose an event-time study because it
seems to be the most relevant of these three tests and is very appropriate for our portfolio analysis.
According to this approach, time does not correspond to the real time of the calendar, i.e. the actual
time of the calendar (day, month, and year), but rather to the time of the event. In other words, time
is defined as a function of an event that occurred at time t = 0; the time (t) represents the day of the
event. With this approach, we use cumulated abnormal returns (“CARs”) method of calculating
short-term abnormal returns.
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This methodology generally assumes that we proceed in several steps:

« Step 1. Define the event supposed having an impact, which is in our case, the publication of the
financial statements during the year 2013.

« Step 2. Determine dates corresponding to the publication of these financial statements, and col-
lect the stock data corresponding to our study.

« Step 3. Isolate the event’s effect using the market model, which distinguishes between normal
performance in the absence of an event and abnormal return related to the event impact.

« Step 4. Measure the statistical significance of the obtained abnormal returns.

We test our model on two event windows of different lengths for our companies’ sample. These are
made of these two windows, event and off-event, which leads us to study 28 announcing results for
stock market companies. The choice of event windows is not arbitrary. A short period of time
(30 days) was chosen to avoid a succession of events, which could minimize the impact of the re-
sults’ announcement on stock prices.

3.3.2. The model

The methodology based on the market model is initially proposed by Fama, Fisher, Jensen, and Roll
(1969). This method allows taking into account the risk associated with each security. The theoreti-
cal profitability of securities is linked to the market profitability through a coefficient of proportional-
ity f, specific to each security, as follows:

R,=a+pLnR_, +¢,

where, E(¢;,) = Ond Var (e, ) = 97
R, and R_, are the returns for the period (t) of the asset (i) and the market portfolio, respectively.
Ln designs the natural logarithm. g is the regression coefficient that measures the market profitabil-
ity of the security (i), and « is the intercept.
Cov(R, R.)
[ (6)
5°(R)

The coefficient s of each security is estimated over the entire period without weighting of returns by
market capitalization. In this study, the calculation of yields is determined as follows:

R, =L < i > 7)
. =Logl — 7
it Pt—l

where P, is the price of the asset at time (t) and Log denotes the logarithmic function.

Abnormal profitability is defined as the difference between the observed and the theoretical prof-
itability. The latter represents the profitability that should have taken place in the absence of events.
To do this, we use a market model, which allows us to estimate the monthly return of each security
in the sample, and to calculate abnormal profitability.

The abnormal profitability of each security (i) is calculated as the difference between the observed
daily yield of the security (i) and the expected daily yield:

AR, =R, —R,  avecR  =ER)

it

To judge the performance of a security as abnormal, we need the adjustment of the return observed
on the security after the event with the expected return of the security previously estimated by the
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market model. We then calculate the average abnormal returns of the portfolios for each day as
follows:

n
AR, royen = Z (1/nbAR, ,, 9)
i=1

We adopt the methodology for calculating abnormal returns, which refers to the cumulative aver-
age residual (CAR) method, as pointed out above. The CAR is calculated by cumulating the average
abnormal returns of each portfolio over the time horizon to be studied. It is formalized by the follow-
ing equation:

T T n

CART,moyen = ZARt,moyen = Z Z (1/nt)ARi,t (10)

t=1 t=1 i=1

Choosing the average CAR to measure the average abnormal performance of a sample of firms leads
us to define the following two research hypotheses:

H,:CAR =0

T, moyen
le CART, moyen 5& 0

If the market is efficient in the semi-strong form, the announcement should not have a significant
influence on stock prices, which implies that the observed profitability of the R, share is equal to the
expected profitability according to the market model ﬁ’i,t' In order to calculate the normal yield, it is
necessary to first estimate the coefficient of sensitivity g by a time series regression, after carrying
out the preliminary tests of stationarity, normality, and autocorrelation of the yields for all equities
in the sample.

3.3.2. Results of the market model

Based on the market model presented in Equation (5), we estimate the 28 firm securities of our
sample. The main results are summarized in Table 2. Only results exhibiting significant estimates of
the coefficient beta are reported. Results not statistically significant are systematically eliminated
from the remainder of our portfolio study.

The coefficient beta is a measure of the security sensitivity to market fluctuations. It is, therefore,
used to evaluate the specific risk of financial securities. The higher the value of beta coefficient and
the more the promise of stock profitability must be strong to offset the additional volatility of the
security and the risk it causes. Our results show beta values less than 1, which indicates that securi-
ties in Tunisian stock market are defensive and they mitigate market fluctuations. When the beta
estimates take negative values, this means that the fluctuations of the security are inverse to that
of the market. This finding suggests that securities react by reversing the orientation of its reference
market (Tunindex). This can be interpreted as follows: if the beta is negative by —0.31% for Amen
Bank securities for example, its value decreases by —0.31% when its market gains 1%.

The problem of residual autocorrelation is corrected with the generalized least squares (GLS)
method. The White test is also used to correct the problem of self-correlation of residual variances
(heteroscedasticity test). This has significantly improved Durbin Watson’s statistics, which show val-
ues close to 2 for all estimated securities. The relatively low values of R? are justified by the single
factor market model, where the return of an asset is explained only by the market portfolio return
variable (Tunindex), excluding other controlling variables.
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Table 2. Summary of estimates results of the market model

Titers Obs a B R? bW

Amen Bank 178 -0.0001 (0.0003) -0.3144** (0.1638) 0.0912 2.0395
BT 179 -0.0002 (0.0003) -0.3064* (0.1701) 0.0260 2.0774
BH 178 0.0003 (0.0003) -0.2304* (0.1299) 0.0565 2.0231
BNA 179 0.0002 (0.0004) -0.3639** (0.1822) 0.0176 2.4075
ICF 179 0.0003 (0.0005) 0.4967* (0.2810) 0.0521 2.3649
AIR LIQUIDE 179 -0.0001 (0.0003) -0.3082*** (0.1254) 0.0261 2.3837
SFBT 178 0.0001 (0.0004) -0.3230* (0.1895) 0.0666 2.0476
TUNINVEST 179 0.0010** (0.0004) 0.3705* (0.2092) 0.0172 19774
PLACTSIE 178 0.0000 (0.0001) -0.1022* (0.0618) 0.0136 2.0122
CIL 179 —0.0000 (0.0005) -0.4736*** (0.1896) 0.0231 2.8244
ATL 179 -0.0002 (0.0009) 0.5683* (0.3380) 0.0168 2.3555
MONOPRIX 179 -0.0000 (0.0004) -0.4462*** (0.1575) 0.0338 2.4014
SIMPAR 178 0.0000 (0.0003) -0.2328*(0.1380) 0.1153 1.9359
SOTUMAG 178 0.0002 (0.0005) -0.4101* (0.2386) 0.0872 2.0521
ELECTROSTAR 179 -0.0011 (0.0010) -1.0878** (0.0010) 0.0320 2.2622
SIPHAT 178 -0.0010** (0.0004) 0.3699* (0.2203) 0.0794 1.9856
STEQ 179 0.0004 (0.0002) 0.2187*(0.1292) 0.0181 2.2068
ASSAD 178 -0.0006* (0.0003) -0.3543*(0.1896) 0.1235 1.9696
GIF-FILTER 178 -0.0011 (0.0008) -0.6020* (0.3744) 0.0191 1.9952
SITS 178 -0.0001 (0.0005) -0.4083* (0.2324) 0.0325 2.0353
ADWYA 178 -0.0003 (0.0004) -0.4202* (0.2527) 0.0383 2.0140
POULINA GPH 178 -0.0003 (0.0003) -0.3612*(0.2162) 0.0942 2.1641
TUNISIE RE 179 -0.0005 (0.0005) -0.4092** (0.1850) 0.0184 2.5724
ENNAKL 178 -0.0003 (0.0004) -0.6518**(0.3252) 0.0920 1.9660
TELNET 178 -0.0004 (0.0003) -0.2638* (0.1594) 0.0637 2.1172
Attijari Lease 179 -0.0003 (0.0008) -0.4246* (0.2385) 0.0120 1.6142
HEXABYTE 179 -0.0007 (0.0006) 0.4697* (0.2804) 0.0123 2.8062
NBL 29 -0.0009* (0.0005) -1.0187*(0.5617) 0.1019 1.6970

Note: The values in parentheses represent the standard errors of the estimators.

*Statistical significance of the variable at a level of 1%.

**Statistical significance of the variable at a level of 5%.

***Statistical significance of the variable at a level of 10%.

4. Empirical analysis

4.1. Earnings announcement’s effect following the variable SUE

After estimating the returns of securities in our sample and calculating the abnormal returns, we use
a methodology similar to that adopted by Kaestner (2005) in order to detect the anchor bias of in-
vestors in the very short-term stock market. This methodology distinguishing between the portfolios
can be studied as a function of the given sign of both the SUE and the AEPS variables, and then ana-
lyzing the evolution of the abnormal returns over a period of 30 days.

4.1.1. Determination of portfolios to be studied
* The first step consists of decomposing our sample of 28 firms into two portfolios depending on

the sign of the surprise (SUE variable). Securities with a positive announcement surprise are
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grouped together in the same portfolio, while securities with a negative announcement surprise
are classified in another portfolio.

 The second step consists of splitting each of these two portfolios obtained according to the evo-
lution of the earning compared to the second half of 2013 (variable AEPS,). Companies with a
positive earning change compared to the first half of 2013 are classified in the same portfolio,
while firms with lower earning than in the previous semester will be grouped into a second
portfolio.

In total, we have broken our sample of 28 companies into four securities portfolios, according to the
sign taken by the two variables SUE and AEPS.

Table 3 describes these four portfolios such as:

« SUE positive et AEPS positive (Portfolio 1);

« SUE positive et AEPS negative (Portfolio 2);
 SUE negative et AEPS negative (Portfolio 3);
 SUE negative et AEPS positive (Portfolio 4).

4.1.2. Results of the portfolio study

After determining abnormal returns on four securities portfolios, we move to the next step of analy-
sis, which is to calculate the average of the abnormal returns per date in the event window for each
portfolio. It has been proposed to study the under-reaction of investors on six windows of different
events, each composed of 5 days. Table 4 summarizes the results of average cumulative abnormal
returns (CMARs) for our sample of 28 companies.

Our underlying assumption is that if investors under-react to the recent announcement of earn-
ings per share, positive announcement surprise portfolios (SUE > 0) will perform better than those on
negative announcement surprise (SUE < 0). Therefore, our study is based on the comparison of ab-
normal profitability observed after positive and negative surprises.

Table 3. Portfolios under analysis

Portfolio 1 Portfolio2

SUE (+) and AEPS (+) SUE (+) and AEPS (-)
AMEN BANK AIR LIQUIDE
ENNAKL ICF

HEXABYTE PLACE-TUNISIE
SIMPAR TUNISIE RE
Portfolio 3 Portfolio 4

SUE (=) and AEPS (-) SUE () and AEPS (+)
ATTIJARI LEASE ADWYA

ATL ASSAD

BH ELECTROSTAR

BNA MNP

BT NBL

CIL POULINA
GIF-FILTER SFBT

SITS SIPHAT

SOTUMAG STEQ

TUNI-INVEST TELNET
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Table 4. Evolution of abnormal returns over a period of 30 days

SUE>0 SUE<O0

AEPS>0 AEPS<O0 AEPS<O0 AEPS>0

Portfolio 1 Portfolio 2 Portfolio 3 Portfolio &
Interval of time CMAR CMAR CMAR CMAR
[0,5] 0.0257 -0.0093 -0.0367 -0.0092
[0,10] 0.0317 -0.0061 -0.0367 -0.0091
[0,15] 0.0323 -0.0079 -0.0414 -0.0132
[0,20] 0.0331 -0.0010 -0.0486 -0.0144
[0,25] 0.0222 -0.0022 -0.0540 -0.0100
[0,30] 0.0267 -0.0001 -0.0532 -0.0106

Table 5 reports the daily mean abnormal yields for our four portfolios studied. Results show that
portfolios with positive SUE and AEPS generally have higher mean abnormal returns than those with
negative SUE and AEPS. In order to test the significance of this hypothesis, the Student test was
performed on an average daily abnormal yields (MAR). Results of significance test are summarized
in the last column of Table 5. The Student test shows that the mean abnormal yields are generally
statistically significant.

Theoretically the prices’ adjustment after the result announcement must be identical for these
two announcement surprises. However, in the face of anchoring bias affecting investors, the differ-
ence between these two returns will be non-zero, and will depend on the evolution of earnings per
share. From Table 5, it can be seen that the abnormal profitability ratios (CMARs) of the positive an-
nouncement surprise portfolios are higher than those of negative one, regardless of the event win-
dow chosen. Portfolios 1 and 2 with a positive SUE have higher abnormal returns than portfolios 3
and 4 with a negative SUE. In fact, these results show a significant price reaction within 5 days of the
profit announcement when the surprise has the same sign as the change in earning; this is the case
for portfolios 1 and 3. This reaction is accentuated within 20 days of the announcement. Portfolio 1
returns are the highest among the four portfolios. However, the abnormal returns of portfolio 3 are
the lowest in our sample, whatever the window of event studied.

It should also be noted that portfolio 2 displaying an announcement surprise with a sign opposite
to that of portfolio 1, has achieved lower abnormal returns than the latter. This important result can
be explained by the negative evolution of EPS. Indeed, investors remained anchored to previous
earnings which are higher than earnings realized during the second half of 2013, which caused an
under-reaction of the market following result announcement. Investors have not adjusted their be-
liefs to the new information. Indeed, in the absence of this bias, these two portfolios should record
absolutely identical returns.

On the other hand, we note that portfolio 4 has exhibited abnormal returns higher than those of
portfolio 3, despite the fact that it has an announcement surprise of the same sign (negative SUE).
These different abnormal returns could be explained by the change in earning. This confirms the
anchoring bias of investors.

4.1.3. Graphical presentation of results

Figure 1 illustrates our main empirical results. It validates our underlying assumption that if inves-
tors under-react to information, then good surprise’s portfolios perform better than bad surprise’s
ones. Graphically, the cumulative abnormal returns of the positive announcement surprise portfolios
are significantly higher than those of negative announcement ones. These results confirm the con-
clusion of Kaestner (2005): “The price adjustment is not simply a function of the new information
brought to the market (surprise), but depends also of the difference between this information and

Page 10 of 20



Bouteska & Regaieg, Cogent Business & Management (2017), 4: 1413733 *-: Cogent o b us | Ness & mana g eme nt
https://doi.org/10.1080/23311975.2017.1413733

Table 5. Student’s test of mean abnormal returns

SUE>0 SUE<O
AEPS>0 AEPS<O0 AEPS<O0 AEPS>0
Portfolio 1 Portfolio 2 Portfolio 3 Portfolio 4
Day MAR MAR MAR MAR p-value
0 -0.0043 -0.0013 -0.0153 -0.0038 0.0105***
1 0.0129 -0.0065 -0.0032 -0.0020 0.8231
2 0.0050 0.0008 -0.0027 0.0009 0.0130**
3 0.0115 0.0003 -0.0029 0.0001 0.0440**
4 -0.0046 -0.0040 0.0031 -0.0028 0.0187**
5 0.0052 0.0013 -0.0154 -0.0017 0.3702
6 0.0037 0.0010 0.0001 -0.0016 0.0003***
7 0.0028 0.0000 0.0010 0.0030 0.0014***
8 -0.0007 -0.0013 -0.0016 -0.0031 0.0638*
9 0.0010 0.0029 0.0005 0.0010 0.0572*
10 -0.0008 0.0004 —-0.0002 0.0009 0.0825*
11 -0.0051 0.0003 —-0.0008 -0.0018 0.4249
12 0.0003 -0.0018 0.0000 0.0011 0.0899*
13 -0.0011 -0.0003 -0.0005 -0.0021 0.1030*
14 -0.0000 0.0007 -0.0020 -0.0012 0.0010***
15 0.0065 —-0.0005 -0.0012 0.0000 0.0841*
16 0.0004 0.0019 -0.0020 0.0004 0.0136***
17 -0.0058 0.0000 -0.0007 0.0001 0.7475
18 0.0034 -0.0006 -0.0007 0.0028 0.1099*
19 —-0.0005 0.0015 -0.0008 -0.0021 0.6392
20 0.0032 0.0038 -0.0028 -0.0025 0.7809
21 -0.0045 0.0008 -0.0012 0.0018 0.7984
22 0.0028 0.0005 -0.0002 0.0006 0.0358™*
23 -0.0000 -0.0015 0.0010 -0.0006 0.7509
24 —0.0005 -0.0007 -0.0044 0.0021 0.8001
25 —0.0084 -0.0003 -0.0005 0.0003 0.4977
26 0.0018 -0.0005 0.0034 0.0002 0.0429**
27 -0.0027 0.0006 0.0013 -0.0013 0.8190
28 -0.0000 0.0044 -0.0030 -0.0024 0.5814
29 0.0011 -0.0014 -0.0002 0.0016 0.0342**
30 0.0042 -0.0010 -0.0006 0.0012 0.0116**

*Statistical significance of the variable at a level of 1%.
**Statistical significance of the variable at a level of 5%.
***Statistical significance of the variable at a level of 10%.

the anchor information, here constituted by the previous earning”. It is noted that this reaction in-
creases over time in a first place before eventually decreasing. A certain kind of return adjustment
took place.

Overall, these results show that the good new stocks outperform the bad new ones after the an-
nouncement of results. Thus, investors react positively (negatively) to the recent announcement of
good (bad) news. These results corroborate the assumption of investors’ under-representation to
results. They are consistent with Bernard and Thomas (1989) studies, which highlight the fact that
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Figure 1. CAR comparative
graph to the earnings surprise.
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investors take time to revise their valuation. This psychological bias, namely the anchoring mecha-
nism, served as a first hypothesis in the generation of the under-reaction phenomenon in the behav-
ioral model of Barberis et al. (1998). This bias is only a manifestation of this under-reaction of the
market where the investor does not sufficiently revise his belief due to the specificity of recent infor-
mation which is the announcement of results.

4.2. Persistence of earnings announcement’s effect following the variable REV

This second portfolio study reanalyzes the anchoring bias of investors on the Tunisian stock market,
dealing with the reaction of stock prices following the revision of forecast earnings. Using the same
methodology used in the previous portfolio study, we question the persistence of the earnings effect
and anchor bias following the variable REV.

In order to analyze the effect of the earning revision on market investors and the performance of
securities, we will break down our sample into four portfolios according to the sign given by the vari-
ables REV and AEPS. This decomposition allows us to determine and compare the abnormal perfor-
mance of securities for each portfolio after the revision of earning forecasts.

4.2.1. Determination of portfolios to be studied

The first step is to decompose our sample of 28 firms into two portfolios, according to the sign of
the revision (variable REV). Securities with a positive revision are grouped in the same portfolio, while
securities with a negative revision are classified in another portfolio.

The second step consists in splitting each of these two portfolios obtained according to the evolution
of the earning in 2013 (variable AEPS). Companies with positive earning changes are classified in the
same portfolio, and firms with lower earning than in the previous half of the year will be grouped into
a second portfolio.

In total, we broke our sample into four securities portfolios, according to the signs taken by the two
variables REV and AEPS. Table 6 describes these four portfolios such follows:

 REV positive and AEPS positive (Portfolio 1);

» REV negative and AEPS positive (Portfolio 2);
 REV positive and AEPS negative (Portfolio 3);
» REV negative and AEPS negative (Portfolio 4).

4.2.2. Results of the portfolio study
The determination of the abnormal returns in these four securities portfolios allows us to calculate
the mean of the abnormal returns per date in the event window for each portfolio. Similarly to the
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Table 6. Portfolios under analysis

Portfolio 1 Portfolio 2

AEPS (+) and REV (+) AEPS (+) and REV (-)
ADWYA ATL

AIR LIQUID BT

ASSAD ELECTROSTAR

GIF FILTER ENNAKL

POULINA NBL

SFBT PLAC TSIE

SIMPAR SITS

SIPHAT STEQ

TUNISIE RE TELNET

Portfolio 3 Portfolio 4

AEPS (=) and REV (+) AEPS (=) and REV (=)
BH AMEN BANK

BNA ATTIJARI LEASE

CIL ICF

HEXABYTE TUNINVEST
MONOPRIX

SOTUMAG

previous portfolio study focusing on the variable SUE, it was also proposed to study investors’ under-
reaction on six windows of different events, each composed of 5 days. Table 7 summarizes the re-
sults of cumulative mean abnormal returns (CMARs) for our sample.

Our hypothesis is that if investor under-react to the revision of earning per share forecasts, then
the positive revision portfolios (REV > 0) will perform better than negative revision ones (REV < 0).
Therefore, our study is based on the comparison of abnormal profitability observed ex-post, after a
surprise of positive or negative announcement following the revision of earnings forecasts.

Results in Table 7 seem to validate the earnings announcement effect following the forecasts revi-
sion (REV) as well as the under-reaction of investors on the Tunisian stock market. Indeed, there is a
difference of abnormal returns between the portfolios with positives revisions on the one hand and
those with negatives revisions on the other. Among the four portfolios studied, returns from portfolio
1 with positives values of REV and AEPS are the highest ones. Results indicate a positive reaction
during the 5 days following the earnings announcement which increases during the following

Table 7. Evolution of abnormal returns over a period of 30 days

AEPS >0 AEPS <0
REV >0 REV<0 REV >0 REV<0
Portfolio 1 Portfolio 2 Portfolio 3 Portfolio &

Interval of time CMAR CMAR CMAR CMAR
[0,5] 0.0306 0.0168 0.0155 -0.0088
[0,10] 0.0315 0.0093 0.0085 -0.0123
[0,15] 0.0503 0.0085 0.0149 -0.0086
[0,20] 0.0528 0.0160 0.0147 -0.0237
[0,25] 0.0507 0.0061 0.0067 -0.0198
[0,30] 0.0558 0.0109 0.0101 -0.0160
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30 days. However, the abnormal returns of portfolio 4 are negatives and are the lowest in our sample
whatever the window of event studied.

Table 8 reports the daily mean abnormal yields for our four portfolios studied. Results show that
portfolios with positive REV and AEPS generally have higher mean abnormal returns than those with
negative REV and AEPS. We conclude that securities with a high-earning forecast revision outperform
the low-earning forecast revision ones. To test the significance of results, the Student test was per-
formed on daily mean abnormal returns (MAR). Test results are summarized in the last column of Table
8. The Student test indicates that the mean abnormal yields are generally statistically significant.

Table 8. Student’s test of mean abnormal returns

AEPS >0 AEPS <0
REV >0 REV< O REV >0 REV< 0
Portfolio 1 Portfolio 2 Portfolio 3 Portfolio 4
Day MAR MAR MAR MAR p-value
0 0.0066 -0.0031 -0.0064 -0.0057 0.3634
1 0.0037 0.0091 0.0039 -0.0001 0.0125**
2 0.0083 -0.0023 -0.0020 -0.0025 0.7896
3 0.0067 0.0001 0.0057 0.0047 0.0981*
4 0.0047 0.0075 0.0113 -0.0032 0.0099***
5 0.0003 0.0054 0.0028 -0.0019 0.3998
6 -0.0028 0.0006 -0.0044 -0.0003 0.0459**
7 -0.0008 -0.0029 -0.0009 -0.0018 0.0025***
8 0.0050 0.0000 -0.0004 0.0031 0.3528
9 -0.0000 -0.0008 0.0022 -0.0029 0.0875*
10 -0.0003 -0.0045 -0.0035 -0.0014 0.0025***
11 0.0047 -0.0010 0.0021 0.0016 0.4597
12 0.0046 -0.0007 -0.0003 -0.0038 0.9745
13 0.0026 0.0008 -0.0002 -0.0004 0.7272
14 0.0048 0.0007 0.0020 0.0055 0.0989*
15 0.0017 -0.0005 0.0027 0.0008 0.7801
16 -0.0011 0.0011 0.0009 -0.0032 0.0782*
17 0.0013 -0.0004 0.0018 -0.0030 0.7243
18 0.0039 0.0018 0.0000 -0.0061 0.8506
19 0.0054 0.0051 0.0001 0.0005 0.0967*
20 -0.0070 -0.0002 -0.0032 -0.0032 0.0255**
21 0.0002 -0.0022 0.0000 0.0028 0.4802
22 -0.0022 0.0000 -0.0018 -0.0049 0.0603*
23 0.0006 -0.0029 -0.0064 0.0032 0.1058*
24 0.0002 -0.0025 0.0004 0.0008 0.0872*
25 -0.0010 -0.0021 -0.0002 0.0019 0.0867*
26 -0.0003 -0.0029 -0.0040 0.0066 0.3194
27 0.0070 0.0055 -0.0008 -0.0008 0.0367**
28 -0.0029 0.0037 0.0057 -0.0014 0.6566
29 0.0010 0.0019 0.0020 0.0004 0.5546
30 0.0002 -0.0035 0.0003 -0.0009 0.0702 *

*Statistical significance of the variable at a level of 1%.
**Statistical significance of the variable at a level of 5%.
***Statistical significance of the variable at a level of 10%.
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Figure 2. CAR comparative
graph to the earnings revision.
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On the other hand, it can be seen that portfolio 3 exhibiting the same sign of earning revision as
portfolio 1, has achieved mean abnormal returns that are generally lower than the latter. This result
is explained by the negative evolution of EPS and reflects the investors’ anchor to previous earnings
which are lower than those realized during the second half of 2013. This market reaction is the con-
sequence of result announcement. Similarly, for portfolios 2 and 4 which exhibited a negative earn-
ing revision have generally achieved higher mean abnormal returns. This result can be explained by
the positive evolution of EPS and reflects the over-reaction of investors. In both cases, investors have
not adjusted their beliefs to the new information.

4.2.3. Graphical presentation of results

Figure 2 illustrates our results. It seems to confirm our first observation that investors under-react to
bad news and over-react to good news. Graphically, the cumulative abnormal returns of the positive
earnings revision portfolios are significantly higher than those of the negatively revised portfolios.

This finding shows that the information provided by the revision of earnings forecasts is not im-
mediately included in the price, but there is an anchoring bias in relation to the past earnings, as well
as on the investor time of response to the new information provided by the market. Abnormal re-
turns are, thus, observed between the positive and negative earnings revision portfolios. This result
corroborates the studies of Jacquillat, Roger, and Grandin (1989), and Grandin (1995) on the French
stock market, and the work of Liu, Strong, and Xu (2003) on the English market namely from the
market to earning revision. This second test shows a persistence of the result announcement effect
following the revision of earnings forecasts on the Tunisian stock market.

4.3. Earnings announcement’s effect following the interaction of variables SUE and

REV

In addition, we examine the effect of earnings announcement and anchoring bias following the inter-
action of variables SUE and REV on the one hand, and the change in real earnings per share AEPS on
the other hand. Our analysis consists on evaluating their combined effect in order to check the ro-
bustness of the psychological bias of investors when revising earnings on the Tunisian stock market.

4.3.1. Determination of portfolios to be studied

Our methodology is similar to previous study but this time portfolios are composed according to
three combined variables AEPS, SUE, and REV. The first step consists of decomposing our sample into
two portfolios according to the sign of the change in EPS (variable AEPS). Securities with a positive
change are grouped in the same portfolio, while securities with a negative variation are classified in
another portfolio. Then these two portfolios obtained will be split according to the sign of the varia-
bles of announcement surprise (SUE) and earnings revision (REV). Companies with positive surprise
and revision are classified in the same portfolio, and firms with negative surprise and revision will be
grouped into a second portfolio. Our sample of 28 firms is reduced to 25 because three of them have
an opposite sign of the REV and SUE variables and were eliminated.
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Finally, we obtain four portfolios of securities whose mean and cumulative abnormal returns will
be evaluated in the following. Table 9 describes these four portfolios such as:

» REV and SUE positives, and AEPS positive (Portfolio 1);

» REV and SUE negatives, and AEPS positive (Portfolio 2);
» REV and SUE positives, and AEPS negative (Portfolio 3);
» REV and SUE negatives, and AEPS negative (Portfolio &).

4.3.2. Results of the portfolio study

Table 10 summarizes the results of cumulative mean abnormal returns (CMARs) for our sample of 25
companies studied in the event window centered on the projected earnings revision date. Investor
reaction is also assessed on six different event windows, each composed of 5 days.

Previous results are confirmed. Portfolios with positive surprise and revision of earnings outper-
formed those with negative surprise and revision. Indeed, the differences between the ex-post cu-
mulative mean abnormal returns of the portfolios with negative surprise and revision of earnings
(portfolio 4) and the positive ones (portfolio 1) over 5 days, 15 days, and 1 month are, respectively,
equal to -3.28,-6.77, and =7.78%.

Table 11 reports the daily mean abnormal yields for our four portfolios studied. Results show that
portfolios with positive AEPS, REV, and SUE generally have higher mean abnormal returns than those
with negative AEPS, REV, and SUE.

To test the significance of these results, the Student test was performed on daily mean abnormal
returns (MAR). Test results are summarized in the last column of Table 11. Results on mean abnor-
mal returns are generally statistically significant. As before, our results seem to confirm the persis-
tence of the announcement effect of earnings on the Tunisian stock market following the interaction

Table 9 Portfolios under analysis

Portfolio 1 Portfolio 2
AEPS (+), REV (+) and SUE (+) AEPS (+), REV (=) and SUE (-)
AIR LIQUIDE ATL
ADWYA ATTIJARI LEASE
ASSAD BT
POULINA ENNAKL
SIPHAT NBL
SITS
STEQ
TELNET
Portfolio 3 Portfolio &
AEPS (=), REV (+) and SUE (+) AEPS (=), REV (-) and SUE (-)
BNA ELECTROSTAR
CIL ICF
HEXABYTE PLACE TSIE
MONOPRIX TUNI-INVEST
SIMPAR
SFBT
SOTUMAG
TUNISIE-RE
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Table 10. Evolution of abnormal returns over a period of 30 days

AEPS >0 AEPS <0
REV >0 REV<O0 REV >0 REV<O0
SUE>0 SUE<O0 SUE>0 SUE<O0
Portfolio 1 Portfolio 2 Portfolio 3 Portfolio 4

Interval of time CMAR CMAR CMAR CMAR
[0,5] 0.0315 0.0147 0.0155 -0.0012
[0,10] 0.0378 0.0071 0.0121 -0.0047
[0,15] 0.0571 0.0103 0.0187 -0.0106
[0,20] 0.0601 0.0161 0.0249 -0.0185
[0,25] 0.0562 0.0083 0.0227 -0.0184
[0,30] 0.0666 0.0124 0.0249 -0.0112

Table 11. Student’s test of mean abnormal returns

AEPS >0 AEPS <0
REV >0 REV<O0 REV >0 REV<O0
SUE>0 SUE<O SUE>0 SUE<O
Portfolio 1 Portfolio 2 Portfolio 3 Portfolio 4
Day MAR MAR MAR MAR p-value
0 0.0023 -0.0040 -0.0004 -0.0043 0.3634
1 0.0035 0.0094 0.0031 0.0011 0.0125**
2 0.0074 -0.0007 0.0022 -0.0042 0.7896
3 0.0128 0.0023 0.0015 -0.0020 0.0981*
4 0.0053 0.0033 0.0085 0.0069 0.0099***
5 0.0000 0.0044 0.0004 0.0013 0.3998
6 -0.0021 0.0012 -0.0024 -0.0013 0.0459**
7 -0.0001 -0.0032 0.0003 -0.0015 0.0025***
8 0.0082 0.0004 0.0000 0.0019 0.3528
9 0.0000 -0.0010 0.0025 -0.0022 0.0875*
10 0.0002 -0.0050 -0.0039 -0.0003 0.0025***
11 0.0023 0.0012 0.0018 -0.0030 0.4597
12 0.0061 -0.0035 0.0025 0.0016 0.9745
13 0.0030 0.0013 -0.0011 0.0000 0.7272
14 0.0020 0.0025 0.0019 -0.0005 0.0989*
15 0.0056 0.0017 0.0014 -0.0038 0.7801
16 -0.0006 0.0016 0.0002 -0.0015 0.0782*
17 0.0039 0.0008 0.0018 -0.0064 0.7243
18 0.0023 0.0001 0.0031 -0.0015 0.8506
19 0.0006 0.0032 0.0062 0.0049 0.0967*
20 -0.0032 -0.0001 -0.0053 -0.0033 0.0255**
21 -0.0032 -0.0008 0.0039 -0.0005 0.4802
22 —-0.0033 -0.0028 -0.0017 0.0025 0.0603*
23 0.0030 0.0005 -0.0042 -0.0050 0.1058*
24 0.0001 -0.0038 0.0009 0.0046 0.0872*
25 -0.0005 -0.0007 -0.0010 -0.0013 0.0867*
26 0.0021 -0.0024 -0.0044 0.0048 0.3194
27 0.0087 0.0048 0.0014 0.0024 0.0367**
28 -0.0011 0.0037 0.0031 -0.0002 0.6566
29 -0.0027 0.0009 0.0024 0.0021 0.5546
30 0.0032 -0.0030 -0.0002 -0.0019 0.0702*

*Statistical significance of the variable at a level of 1%.

**Statistical significance of the variable at a level of 5%.

***Statistical significance of the variable at a level of 10%.
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Figure 3. CAR comparative
graph to the earnings surprise
and revision.
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of surprise and revision variables (SUE and REV). Portfolios with negative surprise and revision of
earnings experience lower performance than portfolios with positive surprise and revision.

The divergence of results following the positive or negative sign taken by the evolution of earnings
per share (AEPS) confirms the importance of investors’ anchoring bias to the past earnings. Results
are biased by this latter variable. A negative change in past earnings generally corresponds to a
mean abnormal return lower than that associated with a positive change, although the surprise and
revision of forecasts have the same positive sign. Similarly, when the evolution of real earnings is
favorable, and although negative surprise and revision forecasts, the mean abnormal return is clear-
ly higher than that of the case of an unfavorable return evolution.

4.3.3. Graphical presentation of results

Figure 3 illustrates our results. Graphically, the cumulative abnormal returns of positive earnings
surprise and revision portfolios are significantly higher than those of negative surprise and revision
ones.

This later test on the result announcement effect confirms our first results when the earnings an-
nouncement effect was analyzed according to the SUE and REV forecast earnings variables sepa-
rately. This effect of result announcement following the interaction of earnings surprise and revision
is due to the behavior of investors under psychological biases as Bernard and Thomas (1989, 1990)
studies show. It is an under-reaction of investors after recent earnings announcement.

5. Conclusion

This paper revisits the earnings announcement effect on the Tunisian stock market over the year
2013. It relied on two earnings surprise measures: earnings forecast errors (SUE) and earnings fore-
cast revisions (REV).

Our results show a persistence of the earnings announcement effect. The reaction of the market
consecutively to a publication of result is not only based on the information actually made during
this announcement. Investors systematically extrapolate the received signal and over-react, caus-
ing excessive stock price reaction. When excessive expectations are not confirmed by the following
surprise, a phenomenon of correction occurs with cumulative abnormal returns contrary to the ini-
tial over-reaction. The reaction of the price to the announcement of the realized earnings per share
corresponds in part to the correction of this previous under-reaction and results for a given surprise
of announcement by higher abnormal returns in the event of a positive change in earnings. Evidence
proves that anchoring to past earnings is translated at the time of the announcement by a price
adjustment which is not only a function of the new information but also of the anchor value. Our
empirical illustrations largely validate the lessons of behavioral models particularly those of Kaestner
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(2005), and Barberis et al. (1998). Recent announcement is not only a function of unexpected earn-
ings (the forecasting error of analysts) but also a function of previous earnings per share that is an
important anchor value for investors.

In addition to these confirmations, it has been found that the psychological biases of the investors
and the effect of earnings announcement persists even in the revision of actual and forecast results
of the financial analysts because they are themselves subjected to these biases. Our portfolio study
verifies that investors are under-reacting to the revision of earnings per share forecasts and that in
this way positive revision portfolios will perform better than those found on negatively revised port-
folios. The empirical evidence validates our fundamental theoretical hypothesis according to which
the psychological biases stemming from the effect of revision of the forecast profit are related to the
abnormal profitability of the securities. We can highlight the importance of the revision effect on the
behavior of investors on the one hand, and the informational content of the analysts’ forecasts and
the biases that they can lead on the other. We make general recommendations on the Tunisian
stock market. Financial analysts are called upon to improve the quality of their forecasts and subse-
quently their earnings revisions, given that investors’ reaction to the market is highly dependent on
them and is reflected in the securities return. This makes it necessary to reduce forecast errors and
to take them into account in revisions.

At the end of this paper, we recognize that the implications and recommendations of this study
should be interpreted with caution because of the small number of firms operating on the Tunisian
stock market. However, this weakness is the major obstacle facing the study of emergent stock mar-

kets that must be remedied.
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