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Supplemental Appendix

Proof of Prediction 1.

Denote the average overreaction ratio for Ω and Ω′ by r(sj) and r′(sj), respectively. As
shown in the proof of Prediction 10 in Ba, Bohren and Imas (2024),
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If α > 1, then 0 < 1
N

(∑
ωl∈Ω(ER,l(ω|s2)− E0(ω))

)
< EB(ω|s2)− E0(ω). A similar deriva-

tion holds for r′(s2). It follows that r(s2) ∈ (−1, 0) and r′(s2) ∈ (−1, 0) when α > 1,
λ ∈ (0, 1], and λ′ ∈ (0, 1]. Moreover, r(s2) and r′(s2) are increasing in λ and λ′, respec-
tively, approaching −1 as λ and λ′ approach 0. Therefore, there exists an ϵ ∈ (0, λ) such
that if λ′ < λ− ϵ, then r′(s2) > r(s2). The argument is analogous for s1.
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