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Abstract: 

 
This study examines stock returns and trading activity around earnings announcements for  

all listed companies in the Saudi stock market (SSM). Our interest here is to examine the 

inefficiency issue  of the SSM that can arise around earning announcements by stressing 

that it is possible to predict future returns using current stock returns.  We use Event study 

methodology to document the price drift and then examine return predictability using cross 

sectional regression. High and significant  price and volume reaction around earnings 

announcement suggest that earnings announcements contain highly informative information 

. We examine the return predictability and trading volume  around quarterly earnings 

announcements for the period 2001-2008 .  We find  that earnings announcement return 

(EAR) can be  a good predictor for subsequent returns or drift  in the market for  the 

following four weeks.  We also  find that  relative trading volume (turnover) is a another 

good explanatory for future returns.  We also examine the effect of industry type and size of 

the firm with regard to  drift magnitude and return predictability and find that price drift is 

larger in industries with fewer institutional ownership  and in small-sized  firms.   
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