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Restudy in Overreaction Hypothesis in China’s security markets: A Case for

Sensitivity Analysis in Methodology and Data Choice
ZHAO Zhen —quan  SU Zhi
(Jilin University Quantitative Research Center of Economics, Changchun, 130012, China)
Abstract: As a very important issue of behavioral finance and theoretical foundation of contrarian strategy
in security markets, Overreaction Hypothesis (ORH) continues to stimulate both insight and controversy,
since it was addressed by De Bondt and Thaler in 1985, and stands in contradiction to the Efficient Market
Hypothesis (EMH). Some work has been done relevant to empirical study of ORH in China. However, the
results drew out were far away from each other. This paper states that there were some bias in the methods
used and the difference resulted from sensitivity of data chosen. The results illustrated that long-term
security markets overreacted and asymmetrically in China during 1996-2003, short-term returns of loser
portfolio had reversals and winner portfolio underreacted. Thus, weak-form efficient hypothesis could not
be accepted.
Key words: Market efficiency Behavior finance Overreaction Underreaction Sensitive analysis
JEL Classification: G110, G120
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