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1. Introduction

Hegel argues that societies will modernize when news replaces religion
in terms of guiding people and becoming the most fundamental authority.
In developed economies, the news has reached the power of religion
(Botton, 2015). The economy has been effective in this. Because the
economy is an important component of life. Almost every citizen in the
world is interested in the economy in some way, follows the economic
developments and wants to receive news from economy. Especially in
countries with high levels of education and development, economic
situation and economic news gain more importance (Ors, 2015).

How the public follows the economy is important in terms of their
economic decisions. People follow the economy and financial indicators
from newspapers, television and radio, such as watching weather forecasts
in their homes, workplaces. The economy is experiencing extraordinary
changes from day to day, even from hour to hour, not year after year.
Therefore, one by one individuals, groups and economic institutions are in
close contact with the mass media and the effect of mass media on public
opinion is increasing. In particular, individuals who suffer greatly from
economic crises have decreased their interest in other agenda items of
institutions, while increasing interest in the economy. The public gives full
attention to the economy (Ors, 2003).

The increase in information about financial markets and the ease of
access to information affect the decisions of investors. In this information
inflation, it is important for investors to determine information that will be
useful to them (Wei, Lu & Hsu, 2018). There is much research on the role
and effect of news in financial markets. In the literature, researches on this
subject are conducted in two ways. The first and older is about how the
news affects stock prices (Chan, 2001; Vega, 2005; Fang & Peress, 2009;
Tetlock, 2010). The second concerns the problem of how individual
investors react to the news (Barber & Odean, 2007; Yuan, 2015). Research
on the effect of news in investor decisions is more limited (Lillo, Micciche,
Tumminello, Piilo, & Mantegna, 2012). This study focuses on the effect of
news on individual investors’ decisions. The attention-grabbing effect of
economic news is discussed in the context of the availability heuristic.

When investing in financial markets, investors use some mental
shortcuts as well as the analysis predicted by classical theories. News texts
constitute one of the mainstays of these shortcuts. Each investors examines
news texts from different sources, acquires information about companies,
interprets the information obtained and ultimately decides with the effect of
these news. Therefore, news has a significant effect on reviewing
investment decisions, making new investment decisions and revising
portfolios. While developments in financial markets affect news content,
news content affects investors’ emotions and behaviors. Therefore, there is
mutual interaction between developments in financial markets and news
content. In the financial markets, investors invest in the familiar stock that
they are most familiar with. One of the main factors behind the familiarity
of companies to investors is the frequent news about companies. The fact
that firms frequently appear in the news attract the attention of investors
and are more easily remembered by the effect of availability heuristic (Atan
& Cinar, 2019). This indicates a mutual interaction between availability
heuristic and economics news. In fact, the attention-grabbing effect of the
news is related to the availability heuristic. In this study, the effect of
availability heuristic on investment decisions due to financial news is
examined. Accordingly, “Does economy-finance news affect investors'
decisions by causing investors to use availability heuristic.” This question
constitutes the purpose of the study. For this, studies in the literature were
searched. Statistical analysis was not performed.

This research also aimed to explore the following sub-questions in
terms of the conceptual framework: What is the effect of the availability
heuristic on investor decisions in terms of the studies examined? What is
the effect of economic news on investor decisions in terms of the studies
examined? What kind of interaction can there be between the availability
heuristic and the economic news? Is the news the mainstay of shortcuts?
What mainstays and attention-grabbing effects in economic news can be
taken into consideration in leading to availability heuristic? Are there
studies on this subject in the literature?

There are many studies in literature on the effect of economic news and
availability heuristic on investment decisions. These studies are
summarized below. However, there are very few studies addressing these
two issues together. Therefore, this study is important for the connection
between these two issues have been investigated. This research sheds light
on the unexplored points in the literature and on filling this gap.

2. Literature Review

In this chapter, first of all, the availability heuristic is defined and the
effect of availability heuristic on investor decisions is included. Then, the
importance of the effect of economic news, which has the power to affect
financial markets, on investor decisions and the effect of economic news on
investor decisions with attention-grabbing effects -by means of availability
heuristic- is emphasized.

2.1. Availability Heuristic

Traditional finance theory is based on the view that the investor behaves
rationally. Accordingly, traditional finance model recognize that investors
have unlimited cognitive capacity and are always active in processing
information and making decisions. “The Expected Utility Theory”
proposed by Neumann & Morgenstern in 1944 is one of the important
studies carried out within the framework of rationality. Researches in the
behavioral finance field show that the cognitive capacity of the human brain
is limited and that people are not rational enough to consider all the
information available before making decisions. In 1979, Daniel Kahneman
& Tversky proposed the “Prospect Theory” versus the Expected Utility
Theory. According to the Prospect Theory, the decision maker uses
decision weights rather than probabilities. In the event of an overload of
information, people use a number of heuristic when deciding to process
information more easily (Kahneman & Tversky, 1979; Yuan, 2015; Ahmed
& Saravanaraj, 2016). Decision making strategy without collecting
information and analyzing it systematically is called heuristic. Heuristics
are involuntarily used by many people (Meng, 2017). The use of heuristics
and their effect on financial decisions are recognized by behavioral finance
(Khan, Naz & Ghafoor, 2017).

Financial decision making is an integral part of everyday life. As human
beings, we generally take into consideration our past experiences when
making decisions, even if they are not related to the present and future. We
are exposed to various internal and external factors. Therefore, our behavior
may vary depending on our emotions and feelings. As a result, our decisions
and actions move away from rationality (Kliger & Kudryavtsev, 2010). Yet,
when both can’t be done together at the same time, the brain has difficulty
deciding between efficiency and accuracy. In order to cope with this
situation, the brain uses a number of shortcuts that are often, but not always,
more reliable (Hendricks, 2018). Heuristics often simplify problems and do
not result in completely rational behavior (Kliger & Kudryavstsev, 2010:
4). In other words, people who do not like to be wrong can distort their
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ideas in order to comfort themselves. When a person makes important
decisions, if his / her knowledge is inadequate and he / she seeks more
evidence, he / she acts rationally; but if the person seeks evidence to support
and validate his / her current beliefs, he / she is irrational (Sutherland, 2011:
5).

Kahneman & Tversky described three heuristics in a series of articles:
“Availability”, “Anchoring” and “Representativeness” (Tversky &
Kahneman, 1974; Ahmed & Saravanaraj, 2016). The availability heuristic
is a type of cognitive heuristic that focuses on retrieving information from
memory, evaluating the frequency and likelihood of events based on past
experience and memory (Meng, 2017). The availability heuristic is defined
as the error of determining the frequency of events according to the
simplicity of the samples come to mind. Striking, dramatic events, pictures,
vivid examples and personal experiences of people are more easily
remembered and the frequency of such events is exaggerated. Low
probability is attributed to unexciting, unobtrusive, silent and invisible
situations. Because the brain thinks dramatically, not quantitatively. In
other words, there is a difference between the world in the minds of people
and statistics. The prevalence of the messages exposed, especially the role
of the media on this issue, the emotional intensity experienced, distorts the
expectations about the frequency of events (Dobelli, 2014; Kahneman,
2016).

Availability heuristic is affected by four factors. The first is situations
which samples can be brought to mind. Investors tend to find ideas more
reliable that come easily to their minds, even though they are not reliable
source of information. For example, deaths caused by vehicle accidents are
easier to remember than those caused by diabetes. Because accidents are
more common in the media (Tversky & Kahneman, 1974; Khan et.al, 2017;
Meng, 2017). News agencies inform airplane crashes with live images to
the public in detail and for a long time. As a result, people do not prefer air
travel for a while. Without availability heuristic, such events would not
adversely affect people's belief in the safety of air travel. Because such
incidents are not common and it is a known fact that airways are safer than
other transport routes (Chiodo Guidolin, Owyang & Shimoji, 2004).

The second is imageability bias. It is the tendency of the person to
evaluate a situation according to the rules given instead of the memory. The
person performs probability and frequency assessments based on his ability
to easily establish relevant examples. However, the ease of creating
examples does not always reflect the actual frequency. Therefore, this type
of evaluation leads to biases. The third is misleading correlation bias. It
occurs that the person establish contact between two variables that have no
relations to each other. People establish a misleading relationship between
two unrelated events or variables (Tversky & Kahneman, 1974; Khan et.al,
2017; Meng, 2017). The Anne Hathaway effect can be shown an example
for this situation. Anne Hathaway is an American actress and singer. It is
claimed that there is a relationship between Anne Hathaway and Berkshire
Hathaway stock performance. In the history of films in which Anne
Hathaway played the leading role, it was observed that the price of
Berkshire Hathaway stock increased. The news about Anne Hathaway
increases the demand for Berkshire stock irrationally (Hendricks, 2018).
The last factor is called “effectiveness of the search set”. What is easy to
search makes one feel comfortable and this makes it perceived as more. For
example, when the person is asked whether there are many words starting
with the letter “r’ in English, or if there are many words with the third letter
“r, most people say that there are more words starting with the letter "r".
Because it is easier to find words that start with the letter “r” (Tversky &
Kahneman, 1974; Khan et.al, 2017; Meng, 2017).

2.2. The Effect of Availability Heuristic on Investor Decisions

Availability heuristic affects people's perception of risk in finance and
can lead to wrong decisions. For example, an insignificant event in the
media can cause panic and government intervention. In such a case risk is
either ignored or overreacted (Kahneman, 2016). This causes investors to
make irrational decisions. The availability heuristic affects investors
financial decisions such as whether to invest, where and how they will
invest (Hendricks, 2018). Many individual investors invest in the
companies that they hear about in the news and attract their first attention.
When a company takes part in the news, individual investors are more likely
to buy the shares of that company (Barber & Odean, 2007).

While investors question the dividend growth of the companies they
consider investing and the latest published profit notifications, current price
earning rates, they do not question and do not care “What is it like to be a
sales representative or factory consultant for these companies?” or “How is
the management of these companies, production facilities, cafeteria?”” or
“What is the origin of raw materials?”. They do not question the meaning
of commercial activity in the human dimension. That's why investors look
like pilots flying through a landscape at night. While the pilots find their
direction according to the signals and visual clues of only a few lights;
similarly, investors make investments by paying attention to certain points
(Botton, 2015). In this sense, the availability heuristic can be considered as
a light signal or a visual clue that allows investors to pay attention to certain
points when making decision.

There are many studies supporting the effect of availability heuristic on
financial decisions. Kliger & Kudryavtsev (2010), investigated the effect of
availability heuristic on financial markets. In the study, investors’ responses
to analysts’ recommendations were tested in terms of the effect of
availability heuristic. According to the results of the research,
recommendations affect stock returns and availability affects heuristic
stock prices. Khan et al., (2017), investigated the effect of availability
heuristic in investors' stock purchase decisions. According to the research,
highly educated and experienced investors are less affected by heuristic.

Research is also available on the effects of availability heuristic on
advertising and marketing. Folkes (1988) investigated how availability
heuristic affects consumers' judgment on defective products. In the study,
the subjects were asked to estimate the probability of the products being
faulty. In this regard, subjects were given distinctive scenarios and brand
names for the products. Since distinctive scenarios and brand names
remained in the minds of the subjects, they perceived these products as
risker by being influenced by them (availability heuristic). Availability
heuristic also occurs when companies recall their defective products too.
Jarell & Peltzman (1985) found that the companies suffered major losses
when defective drug and automobile manufacturers withdrew these
products from the market. They found that not only the companies
producing these products, but also these companies adversely affected their
competitors and ultimately the whole sector. Therefore, when the defective
product is recalled from the market, this situation has a negative place in
the minds of both the consumers who purchase these products and the
shareholders who invest in these companies. As the news about defective
products makes bad connotations to investors, they are kept in their mind
due to the availability heuristic and so investors react accordingly.

One of the factors affecting the availability heuristic is that investors
invest in financial products that are familiar to them or in their region. The
term “home country bias” in English is used to mean that people invest in
financial products in their own country or region. Investing their money in
companies that are in front of their eyes is easier and safer for investors
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(Huberman, 1999; Strong & Xu, 2003; Morse & Shive, 2004; Van
Nieuwerburgh & Veldkamp, 2007).

According to the study of Liu, Sherman & Zhang (2013), investors
prefer the most familiar stocks that attract their attention. This situation is
especially the case when buying stocks. According to the study of Barber
& Odean (2007), individual investors buy attention-grabbing stocks that
they hear in the news, especially when buying stocks. When buying stocks,
individual investors must face many stocks and do research. However,
investors do not enough research when selling stocks. Because the investors
sell their stocks which is ready and have at their disposal. This does not
apply to institutional investors. Institutional investors do more research
while buying or selling stocks. At the same time, institutional investors are
doing similar research for buying and selling stocks. Because institutional
investors have more stocks to sell in their hands than individual investors.
Attention is a limited resource for individual investors, but not for
institutional investors. In addition, institutional investors use computers to
make trading decisions, conduct their research according to certain criteria
or limit their research to certain sectors. Therefore, the irrational effect of
attracting attention decreases in institutional investors. In summary, it is
observed that the investors are exposed to the availability heuristic due to
the factors that are familiar to them and attract the attention of them. So,
they make decisions with the irrational effect of this.

2.3. The Effects of Economic News on Investor Decisions

The world's richest news organizations spend much of their time
preparing news about company developments to meet the needs of a
particular audience. This audience are investors who need urgent, exact and
accurate data on the commercial wealth of companies that want to increase
their wealth want to decide where, when and how to invest their wealth. For
this reason, news organizations give a wide range of real-time information
and developments to the latest figures on the stock exchanges around the
world and the growing and falling wealth of hundreds of thousands of
companies (Botton, 2015). Therefore, the news media has the power to
affect financial markets, except simply reporting events. Economy-finance
journalists, in particular, affect the behavior of individual investors in the
short term. Therefore, interpretation of economic news is important
(Dougal, Engelberg, Garcia & Parsons, 2012). The news in the media, the
content of the news, the categories of the news or the location of the press
each have effect on decisions of investors. The information obtained from
the news affects many financial factors such as market return, portfolio
selection and volatility (Wei et al., 2018).

Financial markets are highly heterogeneous systems and investors are
an important heterogeneous resource also. Investors vary in many ways.
The risk profiles of investors, the size of their investments, the information
they can access to and the regulations they face are different. For this
reason, households, foreign institutions, public institutions, non-profit
organizations react differently to the news (Lillo et al., 2012). As investors’
market composition is complex, reactions and replies to good or bad news
can be different. For example, an important component of the Taiwan Stock
Exchange is individual investors. Individual investors do not have
professional qualifications. Therefore, these investors do not distinguish
between information sources or make optimal investment decisions (Wei et
al., 2018). Inexperienced investors, in particular, rely more on mass media
than professional investors. Because there are not many information
channels that inexperienced investors can access like professional
investors. For this reason, the media is a fundamental mechanism for
attracting the attention of individual investors (Yuan, 2015).

Tetlock (2010), investigated the effect of the news on stock prices. As
a result of the research, it was stated that the news played a key role for
some experienced investors and this was not the case for other investors.
Chan (2001) investigated whether there was a difference in stock returns
after the news. In this study, it is concluded that stock returns are affected
negatively by bad news and investors are sensitive to information.
Klibanoff, Lamont & Wizman (1998) investigated that the hypothesis that
individual investors gave more importance to the salient news and paid less
attention to the less emphasized news.

The question of “Does the news provide investors with significant
earnings opportunities?” was evaluated from Engelberg, Reed &
Ringgenberg (2012), in terms of short — selling investors. There are two
views on the issue. Accordingly, news reduces information asymmetry
among investors. Thus, short sellers cannot make a significant profit. On
the other hand, there are investors with different skills in the ability to
process information in real life. The person who reads the same news can
interpret the information in a different way according to himself/herself.
This news creates an opportunity for the investor who has the ability to
process information. Short seller investors can make profitable transactions
because they have the ability to analyze information correctly. Vega (2005),
stated in his research that it does not matter whether the news was public or
private. According to him, the important point was the information obtained
from the news was the rate of reaching the informed investor. He stated that
not all the information obtained had the same effect on the efficiency of the
market. Therefore, according to the demographic characteristics of the
investors (such as gender, age, education level, marital status, income
status), it is important to investigate the effect of the news.

In addition to the demographic characteristics of the investors, the effect
of the news may differ depending on whether they are corporate or
individual. Nofsinger (2001), investigated the reactions of corporate and
individual firms to the news. Nofsinger argues that corporate and individual
investors react differently to specific news and macro news published about
companies on Wall Street. According to him, when special news about
companies is published, especially when it comes to earnings and dividend
news, investors make more transactions in the financial markets. While
institutional investors trade both good news and bad news, individual
investors only trade good news. In addition, the length of the news can be
effective for individual investors. Individual and corporate investors invest
in large corporations after good economic news and dispose of large
corporations after bad news. Engelberg & Parsons (2011) compared the
behavior of investors accessing the same information published in different
media. They investigated how financial events in the media affect investor
behavior.

2.4. Effect of Economic News on Investor Decisions by means of
Availability Heuristic

There are very few studies dealing with the economic news and
availability heuristic. Unlike other studies, the effect of news to attract
investors' attention has been handled within the context of availability
heuristic. Unique factors of news such as sticking in the mind, attention-
grabbing, looking familiar, repetition constitute the basis for the availability
heuristic. In order for availability heuristic to process, investors’ goals to
follow the news, the frequency of investors following the news, the news
content they follow are the points that should be taken into consideration
according to the demographic characteristics of the investors. Studies in the
literature mostly focused on the attention-grabbing effect of the news
(Barber & Odean, 2007; Da, Engelberg & Gao, 2011; Yuan, 2015). In fact,
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the attention-grabbing effect of the news constitute basis for availability
heuristic.

Investors have difficulty deciding which stock to buy. Therefore, they
focus only on the stocks that attract their attention. Similarly,
advertisements use investors' behavioral biases in processing information.
The increase in advertisements increases the visibility and value of a
company among investors. When investors see a company in
advertisements on a continuous basis, they tend to think that the probability
of the company’s growth will be high. This leads to an increase in the price
of the stock (Lou, 2009).

When investors are faced with a lot of information when making an
investment decision, they must be selective in processing the information
(Peng & Xiong, 2006). If the return of a stock is high or the stocks’ name
is mentioned in the news media, it attracts the attention of investors.
However, this may be due to factors that are not related to the attention of
the investor. On the other hand, news published in the newspapers does not
guarantee that the investors will always attract attention. The prerequisite
for attracting attention is that the investor reads the news. Moreover, the
wealth of information can also create attention constraints (Da, Engelberg
& Gao, 2011). Information is meaningful if it is used appropriately. Human
behavior, which learns a lot but is unable to put this knowledge into
practice, is incompatible with rationality (larslan, 2015). On the other
hand, it is difficult to draw the attention of the uneducated population to
economic news. Numerical expressions can get confuse people from time
to time. Most people don't know what these numerical expressions’ mean
(Botton, 2015). Considering these factors, investors' decisions may also
differ.

Yuan (2015) pointed out that the front page news had a significant effect
on investors' trading decisions. On the other hand, Fang & Peress (2009)
found that stocks that were not included in the media had higher earnings
than those in the media. The press gives place to companies that will attract
the attention of the market and affect the market (Liu et al., 2013).
Therefore, the press's attempts to attract the attention of the market through
the news cause availability heuristic in investors.

In addition to news, the search engine Google is the main source of
information for investors to conduct research, gather information.
Accordingly, Google's research can be used to measure investors' attention.
Da et al., (2011), looked at the frequency of Google search to measure the
attention of their investors. Accordingly, they found a relationship between
the stock prices and investors' attention. Therefore, besides the news, the
frequently encountered data in google can be considered as one of the
remarkable factors.

Sagiroglu (2013), investigated the extent to which the corporate /brand
news on the economy pages of newspaper had effect on general and
business readers. In this study, it was sought to answer the question whether
brand news on the economy pages had effect on the sectorial environment
and the end consumer, and whether visibility in the economy press had a
positive effect on reputation. As a result of the research, it was found out
that the respondents sometimes followed the economic pages of the
newspapers and followed the news content mostly related to the country's
economy and financial and money markets. In order to be exposed to
availability heuristic, it is important whether investors follow the news, and
if so, what news content they pay attention to. Firms frequently included in
the news and the contents of the economic news are effective in the
investors' exposure to availability heuristic. In addition to the news,
advertisements in financial markets are also used to attract investors'
attention. Advertisements attract investors' attention by increasing the

visibility of a company. As investors' attention levels increase, returns on
stocks also increase (Chemmanur & Yan, 2019).

In short, external stimuli (news, the content of the news, the way it is
presented, etc.) affect the ability of investors to process information and
their financial decisions. Economic news as an external stimulus is
important factor in causing the availability heuristic.

3. Methodology

In this study, a literature review was conducted. This study does not
include statistical analysis. The purpose of the literature review is not to
report the known, but to determine the unknown (Lingard, 2018). In this
study, the effect of economic news on attracting the attention of investors
is discussed in the context of the availability heuristic, and an attempt is
made to summarize the contributions and findings of various researchers in
the literature.

4. Conclusion

In recent years, rapid changes can be experienced in the economy in
short time intervals and the investor wants to learn these changes instantly.
In general, it is known that investment decisions focus on news in the
economy. News provides investors with easy access to information and
ease of recall. News has a significant effect on reviewing investment
decisions, making new investment decisions and revising portfolios. So
economic news is important sources of information for investors. As
Tversky & Kahneman (1973) stated for the availability heuristic, people
use shortcuts while making decisions by focusing the information that is
frequently repeated, remarkable, easily remembered, and familiar to them.
Economic news underpins the availability heuristic for reasons such as
frequent repetition of news, memorable, attracting attention and providing
familiarity. This situation causes investors to make irrational decisions. It
is important to analyze the economic news correctly.

As stated in the literature review, economic news (Wei et al., 2018;
Yuan, 2015; Dougal, Engelberg, Garcia & Parsons, 2012; Tetlock, 2010)
and availability heuristic (Khan et al., 2017; Kliger & Kudryavtsev, 2010)
affect investor decisions. Companies that appear in the news are more
remembered, investors more importance to the salient news. After the news
there can be difference in stock returns and this may cause the stock of that
company to be purchased more (Chemmanur & Yan, 2019; Barber &
Odean, 2007; Chan, 2001). The information obtained from the news affects
many financial factors such as market return, portfolio selection and
volatility (Wei et al., 2018). The economic news can distort investors
perception of risk in finance and can lead to wrong decisions. Investors
should not ignore the stocks of companies that do not appear in the news
much. Because earning opportunities can be here as well.

In the literature research, it has been seen that the news does not have
the same effect on every investor. The attention-grabbing effect of the news
differs according to the investor profile. Individual-institutional investor;
experienced-inexperienced
households,
organizations react differently to the economic news. In addition, the

investor, informed-ignorant  investors,

foreign institutions, public institutions, non-profit
attention-grabbing effect of the economic news differs according to the
demographic characteristics of the investors and their ability to process
information (Yuan, 2015; Engelberg, Reed & Ringgenberg, 2012; Tetlock,
2010; Lillo et al., 2012; Barber & Odean 2007; Vega, 2005; Nofsinger,

2001).
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In this study, it is revealed in which contexts the economic news and
availability heuristic in the literature is discussed. The mainstays and
attention-grabbing effects that lead to the availability heuristic in economic
news are investigated. Due to its structure, the news may expose investors
to the availability heuristic in many ways. The content, frequency, format
and length of the news, good and bad news can be considered as shortcuts
in investor decisions (Wei et al., 2018; Chan, Sagiroglu, 2013; 2001;
Nofsinger, 2001).

On the other hand, according to literature research investors choose the
stocks of companies that are familiar to them and that they frequently
encounter in the news. Apart from news, advertisements, social media and
search engines such as google also have attention-grabbing effect. These
tools can be searched within the scope of the availability heuristic. Because
investors are constantly faced with these stimuli. Therefore, investors
become vulnerable to manipulation. With this study, it can help investors
gain awareness.

The connection of economic news with the availability heuristic can be
clarified in terms of conceptual and theoretical foundations. Studies on
economic news and the availability heuristic can also open up research
avenues in the field of behavioral finance.

This study has some limitations. This study is limited to a literature
review only. The relationship between the economic news and the
availability heuristic can be revealed by different methods and tools.
Research on this subject should deepen in the literature.

Yazar Katki Orani1 Beyani

Tiim siire¢ sorumlu yazar Bilgehan Kiibilay tarafindan yiiriitiilmiistiir.

Catisma Beyam

Calismada yazarlar arasinda ¢ikar ¢atigmasi yoktur.

Destek Beyani

Bu caligsma i¢in herhangi bir kurumdan destek alinmamistir.
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