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Abstract: The purpose of the study is to investigate the overreaction hypothesis in relation to the Ho
Chi Minh Stock Exchange (HOSE). The data used in this study consist of a monthly price series of
392 stocks traded on the HOSE, covering the period starting on 5 January 2004 through to 30 June 2021.
The findings derived from the tests examining the differences in excess returns across the winner
and loser portfolios confirm that the overreaction phenomenon exists in the HOSE. More specifically,
following the creations of the portfolios, the loser portfolio outperformed the winner portfolio
by 1.80% and 2.17% in the second and third month, respectively. In addition, the differences in
cumulative abnormal returns between the loser and winner portfolios were significantly positive for
almost all tracking periods. These findings support the hypothesis that the Vietnam stock market
is inefficient in its weak form. Based on these results, we suggest that investors can earn abnormal
returns by using contrarian trading strategies in the Vietnam stock market.
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1. Introduction

For decades, anomalies in stock returns have been extensively studied and docu-
mented in the financial literature. Regarding such anomalies, the overreaction effect has
been considered as one of the most important patterns, and it has been found in many
studies that concern both developed and emerging stock markets (De Bondt and Thaler
1985; Howe 1986; Chopra et al. 1992; Otchere and Chan 2003; Wang et al. 2004; Ma et al.
2005; Lobe and Rieks 2011; Musnadi et al. 2018; Lerskullawat and Ungphakorn 2019). The
stock market overreaction hypothesis posits that extreme price movements in a stock are
followed by a subsequent reversal in the opposite direction (De Bondt and Thaler 1985).
If the overreaction hypothesis is correct, investors can earn excess returns by employing
contrarian strategies; thus, empirical studies focusing on stock market overreaction provide
important insights and implications for market practitioners and academics alike.

Established on 28 July 2000, the Ho Chi Minh Stock Exchange (HOSE) was the first
and largest stock exchange in Vietnam. Although the Vietnamese market is currently
experiencing rapid growth, at the first trading session, only two stocks were traded; these
stocks had a total market capitalization of 444,000 million Vietnam Dong (VND) (about
USD 19.37 million) (Nguyen and Truong 2020). Initially, the growth in the number of listed
companies on the exchange was slow. In fact, at the end of 2001, only 10 companies listed
their stocks on the market. Despite this slow initial growth, over the last two decades, the
HOSE has experienced rapid growth as more companies went public. By the end of 2020, a
total of 392 joint-stock companies, with a total market capitalization of USD 178.04 billion,
were listed on the exchange. According to the MSCI (Morgan Stanley Capital International)
2020 annual market classification, the HOSE is a member of the frontier markets group.

Although the overreaction hypothesis has been extensively investigated and applied to
both developed and emerging stock markets (De Bondt and Thaler 1985; Chopra et al. 1992;
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Chang et al. 1995; Otchere and Chan 2003; Wang et al. 2004; Ma et al. 2005; Tripathi and
Aggarwal 2009; Lobe and Rieks 2011; Piccoli et al. 2017; Musnadi et al. 2018; Lerskullawat
and Ungphakorn 2019), to our knowledge, no study on this anomaly has been conducted
on frontier stock markets. To address this research gap in the financial literature, this
study tests the hypothesis of overreaction by applying it to the HOSE, a frontier market.
The HOSE provides fertile ground for a unique investigation of the overreaction effect
due to the fact that the market has been characterized by small individual investors (who
dominate the market) and a low level of information transparency (Nguyen et al. 2022;
Truong et al. 2022). These characteristics could make the market more inefficient; therefore,
it is expected that the overreaction effect is more pronounced on the HOSE.

Based on the empirical literature and characteristics of the market, we hypothesized
that the overreaction effect is present in the HOSE. This hypothesis was tested by using a
monthly price series of 392 stocks during the period from 5 January 2004 to 30 June 2021.
Using the same method as De Bondt and Thaler (1985), it was found that the overreaction
effect exists in the HOSE and investors can earn abnormal returns by using contrarian
trading strategies. The remainder of this paper is organized as follows: Section 2 reviews
the empirical literature. Section 3 describes the data used in the study, as well as the
research methodology. Section 4 discusses the empirical results. Finally, Section 5 concludes
the study.

2. Literature Review

Over the last four decades, the overreaction hypothesis has been examined and ex-
tensively tested in relation to most market categories, including developed and emerging
stock markets. The majority of these studies investigate the long-term overreaction effect
in the U.S. market. The first empirical analysis that provided evidence for stock market
overreaction was conducted by De Bondt and Thaler (1985). Using the New York Stock
Exchange’s common stock monthly returns for the period January 1926 to December 1982,
they created two portfolios, which they called “winner” and “loser” portfolios; portfolios
were categorized in accordance with the excess returns of all the stocks in their sample.
They tracked these portfolios over a three-year period. Their analysis found that loser
portfolios significantly outperformed winner portfolios by 24.6%. In a subsequent study,
De Bondt and Thaler (1987) also found systematic stock price reversals in the U.S. market.
They also found that the stock price overreaction they documented was not attributable to
the size or risk of the portfolio.

Another study concerning U.S. stock market overreaction was conducted by Howe
(1986). In Howe's analysis, the Center for Research in Security Prices CRSP database’s
weekly returns were calculated for the period 1963-1981. The findings reveal that stocks
which provided “good news” (determined as such by their large positive returns) signifi-
cantly underperformed across the overall market over a 50-week period after the event;
however, stocks which provided unanticipated “bad news” (determined as such by their
large negative returns) significantly outperformed other stocks across the market over
the subsequent 20-week period. The differences in cumulative average returns between
stocks with “bad news” versus stocks with “good news” were positive for the entire
tracking period.

Subsequent research focusing on the U.S. stock market by Brown and Van Harlow
(1988), Chopra et al. (1992), and Ma et al. (2005) also provide substantial support for the
overreaction hypothesis. In another study focusing on stock price overreaction, Zarowin
(1990) re-examined the evidence that was reported by De Bondt and Thaler (1985, 1987).
The author found a significantly positive difference in abnormal returns between the loser
and winner portfolios that were invested in the U.S. stock market. Contrary to the findings
of De Bondt and Thaler (1987), the author argues that this result was due to the size of the
portfolios; loser portfolios are smaller than winner portfolios, and thus, the returns were
not the result of investor overreaction. Similar evidence is given by Clare and Thomas
(1995) who investigated the market overreaction hypothesis for the U.K. using monthly
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stock returns data over the period from 1955 to 1990. Further, Baytas and Cakici (1999)
investigated the overreaction hypothesis for seven developed stock markets (the U.S.,,
Canadian, the U.K,, Japanese, German, French and Italian stock markets) using stock
returns for the period between 1982 and 1991. As a result, they found empirical evidence to
support the hypothesis of overreaction for all markets, except the U.S. Moreover, Lobe and
Rieks (2011) examined the short-term overreaction for the Frankfurt stock exchange. They
also found evidence to conclude that the overreaction phenomenon exists on the Frankfurt
stock exchange. In addition, the authors conclude that investors earn minimal abnormal
returns on this anomaly due to transaction costs and unpredictable market sentiment.
Furthermore, Piccoli et al. (2017) observed individual U.S. stocks’ response to extreme
market events. They reported that stocks tend to overreact following both positive and
negative event disclosure.

Recently, the long-term overreaction effect has also been detected in emerging stock
markets. Da Costa (1994) investigated the overreaction for the Brazilian stock market
during a period from 1970 to 1989. Using both the market-adjusted and CAPM-adjusted
models, the author reports that the prior loser portfolio significantly outperforms the
market by 17.63% while the prior winner portfolio underperforms the market by 20.25%
for the 24-month period following the formation of portfolios. In addition, Wu (2011)
tested the hypotheses of short-term momentum and overreaction for the Chinese stock
markets. The findings of this study support the hypothesis of overreaction for the Chinese
stock markets. However, the short-term momentum effect is not present in the market.
Moreover, Musnadi et al. (2018) tested the hypotheses of overreaction and underreaction at
sectoral levels for the Indonesian stock market. The results of the t-test indicate that the
overreaction phenomenon is present for the winner portfolio in all sectoral stock indices.
For the loser portfolio, the underreaction hypothesis is not rejected for seven out of nine
studied sectoral indices. Similarly, Lerskullawat and Ungphakorn (2019) investigated
stock market overreaction in Thailand. Using a sample of 438 companies covering the
period from 1990 to 2016, the authors found that the overreaction phenomenon is present
on the Thai stock market. In a recent study, Ho et al. (2022) determined the effect of
information disclosure ratings on continuing overreaction in the Shenzhen Stock Exchange.
This study documented that a higher information disclosure rating is associated with
greater continuing overreaction.

Similarly, the short-term overreaction effect has also been documented in the literature.
Bowman and Iverson (1998) tested for the presence of short-run overreaction in the New
Zealand stock market by employing weekly return data for the period from 1967 to 1986.
The main findings of the study indicate that the hypothesis of short-run overreaction
cannot be rejected for the New Zealand stock market. Specifically, the abnormal returns
of prior loser and winner stocks in the week after the portfolio formation are 2.4% and
—1.5%, respectively. Similarly, Boubaker et al. (2015) tested the hypothesis of short-term
overreaction to specific events for the Egyptian stock exchange. They found that the short-
term overreaction is present in the Egyptian stock exchange. In another study, Otchere and
Chan (2003) examined the short-run overreaction for the Hong Kong stock market using
daily return data over the period from March 1996 to June 1998. In general, the empirical
evidence obtained from this study indicates that overreaction is present in the Hong Kong
stock market. Specifically, price reversals of winners and losers are more pronounced in the
period of the pre-financial crisis in Asia than in the crisis period. However, after accounting
for transaction costs, the authors found that investors cannot earn abnormal returns based
on a contrarian trading strategy. Furthermore, Wang et al. (2004) documented a significant
short-run overreaction effect for the Chinese stock market by using weekly return data of
301 individual stocks for the period from August 1994 to July 2000. They found significant
evidence of short-run overreaction for the Chinese stock market. Specifically, for the whole
sample of 301, the prior loser portfolio significantly outperformed the market by 0.55%
while the prior winner portfolio significantly underperformed the market by 0.52% in the
consecutive week after the portfolio formation.
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Other studies investigated the relationship between the overreaction effect and con-
trarian investment strategies. Lo and MacKinlay (1990) researched possible causes of
overreaction profits using CRSP database weekly returns for 551 stocks for the period
starting July 1962 through December 1987. The study’s results reveal that stock returns
often have positive cross-autocorrelation, which provides support that a contrarian trad-
ing strategy may provide abnormal returns to investors even if no stock overreaction is
observed. The authors contend that the presence of stock price overreaction and its effect
on the success of contrarian strategies is small compared to the more substantial lead and
lag relationship across stock returns.

In line with Lo and MacKinlay (1990), Jegadeesh and Titman (1995) examined overre-
action, delayed reaction, and contrarian strategies for the U.S. markets for the period 1963
through to 1990. The authors found that stock prices overreact to firm-specific events, but
tend to underreact to systematic market factors. However, contradicting Lo and MacKinlay
(1990), Jegadeesh and Titman (1995) documented that the majority of abnormal returns
from contrarian strategies is obtained from stock price overreaction while only a minor
part of the excess return is from the lead-lag relationship across stock returns.

In addition, Chang et al. (1995) investigated short-run abnormal returns by using
contrarian investment strategies for Japanese stocks listed on the Tokyo Stock Exchange.
Using monthly stock returns during the period from 1975 to 1991, the findings from this
study indicate that investors can earn abnormal returns in the short-term by using a
contrarian strategy. In addition, the authors also conclude that short-term contrarian profits
are not fully explained by firm size and return seasonality. Moreover, Antoniou et al. (2005)
investigated the presence of contrarian profits and sources of such profits for the Athens
Stock Exchange (ASE) by employing weekly price data for all stocks listed on the ASE over
the period from January 1990 to August 2000. The results of this study are similar to those of
Jegadeesh and Titman (1995) on the U.S. stock market. Specifically, the authors documented
the presence of contrarian profits in the ASE for both cases: without and with risk and
market frictions adjustment. Furthermore, they reported that the contribution of stock price
overreaction to firm specific information to such profits is larger than the delayed reaction
to the common factors. Furthermore, Tripathi and Aggarwal (2009) tested the overreaction
hypothesis for the Indian stock market. Using the monthly prices of 500 stocks during the
period from March 1996 to March 2007 and the methodology proposed by De Bondt and
Thaler (1985), they found that the overreaction effect is present in the Indian stock market.
In addition, the authors confirmed that investors can earn abnormal returns by using a
contrarian investment strategy.

Contrary to most empirical studies mentioned above, Jegadeesh and Titman (1993)
reported evidence against the hypothesis of stock price overreaction. Specifically, they
found that the winners over the past 6 months outperformed the losers by one % per month
over the following 6 to 12 months. Similarly, using a comprehensive sample of stocks listed
on the New York Stock Exchange (NYSE) and the American Exchange (AMEX) from 1963
to 1985, Davidson and Dutia (1989) documented that prior winners continue to be winners
and losers keep on losing for at least one year. In other words, the stock prices have a
delayed reaction to information.

In summary, the overreaction effect for both long-term and short-term investment
horizons has been detected in many markets, including developed and emerging ones. In
addition, abnormal returns to contrarian investment strategies are also found for some stock
markets. Moreover, some evidence of the delayed reaction in stock prices is documented
in the literature. On the basis of this survey, the hypothesis of this study is that the stock
price overreaction is present in the HOSE, the biggest stock exchange in Vietnam. This
hypothesis is tested by applying the method proposed by De Bondt and Thaler (1985).
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3. Data and Methodology
3.1. Data

The data used in this study include the monthly series of the Vietham market index
(VN-Index) and the monthly price series of all stocks listed on the HOSE. The data were
obtained from the website of the HOSE (www.hsx.vn, accessed on 15 July 2021). The
HOSE was launched on 28 July 2000 with only two firms listed. At the beginning period,
the growth of the number of listed companies was slow. In fact, by the end of 2003,
only 22 companies were listed on the HOSE. Therefore, to have sufficient stocks to form
portfolios, this study employed the data for the period from 5 January 2004 to 30 June
2021. Based on the primary data, a natural logarithmic transformation was performed to
generate a time series of continuously compounded returns. Specifically, monthly market
and stock returns were computed by the following equation:

Ry = Log(Py) — Log(P;—1) 1)

where,

Ry: Market/stock returns of month £;

Py: Market index/stock prices at the end of month ¢;

P;_1: Market index/stock prices at the end of month t — 1.

It is important to note that the number of companies listed on the HOSE continuously
increased during the studied period. The summary statistics of the studied stocks during
the period from 2004 to 2021 are presented in Table 1.

Table 1. Summary statistics of the selected stocks during the period 2004-2021.

Average Capitalization of Average Monthly Trading

Year Number of FISted the Companies Value of Stocks
Companies (VND Billion) (VND Billion)

2004 26 163.0 6.3

2005 32 230.9 7.2

2006 106 1395.9 27.9

2007 138 2640.8 121.2
2008 174 973.3 59.7

2009 200 2475.5 176.0
2010 275 2150.3 114.1
2011 301 1507.6 441

2012 308 2202.6 58.7
2013 301 2797.7 723

2014 305 3230.4 145.6
2015 307 3735.9 130.8
2016 320 4661.8 156.8
2017 344 7599.3 252.2
2018 373 7709.2 298.8
2019 378 8676.2 216.5
2020 392 10,410.1 2514
2021 392 13,101.7 1116.3

Source: Annual reports of the HOSE.

Figure 1 illustrates that the number of listed companies on the HOSE continuously
increased during the period of interest from 2004 to 2021. Particularly, the most dramatic
growth in listed firms occurred for the period of 2004-2012 with growth slowing substan-
tially after that period with an increase from 301 to 392. Similarly, Figure 2 shows that the
average capitalization of the companies also improves from 2004 to 2021. Specifically, it
increased in the period between 2004 and 2017, but stalled in 2008 because of the global fi-
nancial crisis. Then, the average capitalization of listed companies continued growing from
2011 to 2021, reaching a peak of VND 13,101.7 billion in 2021. Lastly, there were fluctuating
changes in the average monthly trading volume of stocks. There was the same pattern with
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Number of listed companies

Average capitalization of the

companies
(Billion VND)

the changes in the average capitalization of the companies in the first ten years. The last
pattern was a decrease from 2014 to 2018 and a significant recovery during the COVID-19
term, reaching a peak at VND 1116.3 billion in 2021 (see Figure 3). In general, the HOSE
dramatically grew over eighteen years, as measured by increases in the average monthly
trading volume of stocks, the number of listed companies, and the average capitalization.

450
400

350 (301 308 301 305 307 320
30
25
20
138

15 106
10

50 26 32 I

o 1

\Q

Figure 1. Number of listed companies. Source: annual reports of the HOSE.

373 378 392 392

S O O o o O

14.00 13.10

12.00 10.41
10.00 8.68
1
$.00 7.607.7
6.00 4.66
3.74
23
+00 264 248 5 2.202'803
2.00 Laog o 97 151
0.16023 g I I I
\Q

Figure 2. Average capitalization of the companies. Source: annual reports of the HOSE.
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Figure 3. Average monthly trading value of stocks. Source: annual reports of the HOSE.

3.2. Research Methodology

This study employed the methodology used by De Bondt and Thaler (1985), and Wang
et al. (2004) to examine the overreaction hypothesis in the HOSE. For this methodology,
first, abnormal returns were calculated for each stock by employing the market-adjusted
model, as follows:

ARt = Rt — Rt 2

where AR;; is stock i’s abnormal return for month ¢; R; ; is stock i’s actual return for month
t; and the market return for month ¢ is represented by R ;.

Once abnormal returns were calculated for each stock, they were ranked from highest
to lowest and placed into “winner” and “loser” portfolios where the ten stocks with highest
abnormal returns were placed into the winner portfolio, and the ten stocks with the lowest
abnormal returns were assigned to the loser portfolio. Then, the winner and loser portfolios
were followed for a subsequent 6 months. For each month following the formation of the
winner and loser portfolios, mean abnormal returns were calculated for both the winner
and loser portfolios using the following equation:

1 10
ARy = 1OZAth (3)

where ARy + is the mean abnormal return for each portfolio (p = W for the winner and p = L
for the loser portfolio) at month ¢.

Following this, the average cumulative abnormal returns (ACAR) were then obtained
for each tracking period using the equation:

n
ACAR,; = % Y ARy, (4)
1=1

where ACAR, is the average cumulative abnormal returns for the winner and loser
portfolio’s portfolio (p = W for the winner and p = L for the loser portfolio) for month ¢ and
n is the tracking period (n =1, 2, 3, 4, 5, 6). Lastly, tests of the overreaction hypothesis were
conducted using the difference of average cumulative abnormal returns across the winner
and loser portfolios, as shown in the equation below:

ACARp,; = ACARL; — ACARy,, (5)
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Significant positive or negative values for ACARp ; provide evidence that stock market
overreaction or underreaction is present.

4. Empirical Results
4.1. Descriptive Statistics of the Portfolios for the Tracking Periods

The descriptive statistics of returns of the winner and loser portfolios for the tracking
periods are summarized in Tables 2 and 3, respectively. The number of observations, 30, for
each period is the number of non-overlapping time periods from 5 January 2004 to 30 June
2021, each with seven months, consisting of one month for the portfolio formation and
six months for the tracking portfolios. Each portfolio consists of 10 stocks from which the
mean return is calculated. The minimum, mean, and maximum are the lowest, average,
and highest mean returns of the 10 stock portfolios for a given month from the 30 non-
overlapping periods. The standard deviation is calculated from the mean of the 30 and
10 stock portfolios for a given month.

Table 2. Summary statistics of the winner portfolio.

Trac.k & Observations Minimum Mean Maximum Range Star}da}rd

Periods Deviation
F (To) 30 0.0108 0.1017 0.2231 0.2123 0.0550
T+1 30 —0.0657 —0.0040 0.0717 0.1374 0.0331
T+2 30 —0.0796 —0.0071 0.0811 0.1607 0.0334
T+3 30 —0.1201 —0.0111 0.0301 0.1502 0.0309
T+4 30 —0.0559 —0.0097 0.0697 0.1256 0.0276
T+5 30 —0.0551 —0.0112 0.0355 0.0906 0.0257
T+6 30 —0.0878 —0.0085 0.0454 0.1332 0.0314

Note: F is the formation (observation) month.

Table 3. Summary statistics of the loser portfolio.

Trac.k & Observations Minimum Mean Maximum Range Star}dérd
Periods Deviation
F (Tp) 30 —0.1931 —0.1178 —0.0218 0.1713 0.0467
T+1 30 —0.0590 —0.0134 0.0659 0.1249 0.0240
T+2 30 —0.0383 0.0109 0.0839 0.1222 0.0341
T+3 30 —0.0721 0.0106 0.0753 0.1474 0.0379
T+4 30 —0.0979 —0.0073 0.0780 0.1759 0.0339
T+5 30 —0.0961 —0.0087 0.0283 0.1244 0.0241
T+6 30 —0.0980 —0.0044 0.0735 0.1715 0.0356

Note: F is the formation (observation) month.

The summary statistics for the loser portfolio presented in Table 3 show a large
negative mean return for the observation month of 11.78%. Like the consistent positive
return results in the observation month of the winner portfolio in Table 1, all of the returns
in the observation month are negative for the loser portfolio. However, unlike the results
for the winner portfolio in Table 2, in the case of the loser portfolio, the tracking month
results were mixed with a slightly negative overall mean return of —0.21%. This indicates
that, overall, the initial market reaction for the loser portfolio was held for the tracking
months with a slight continuation of the negative market reaction.

4.2. Results of Overreaction Tests

Research results for the tests of overreaction are provided in Tables 4 and 5. Table 4
reports differences across mean abnormal returns for winner and loser portfolios in the
tracking months following the creation of the portfolios while the disparities in mean
cumulative abnormal returns for each tracking month for these portfolios are summarized
in Table 5.
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Table 4 shows that the winner portfolio outperforms the market portfolio by a sizable
10.17%, whereas on the other hand, the loser portfolio trails the market portfolio by 11.78%
during the formation month. As the overreaction hypothesis predicts, the winner portfolio
average abnormal returns are negative for the tracking month. However, the price reversals
of the losers only occur for months T + 2 and T + 3. The mean abnormal return differences
across winner and loser portfolios (AR; — ARy) in tracking months T + 2 and T + 3 are
1.80% and 2.17%, with both being significant at the 5% level. These results provide evidence
that the overreaction phenomenon exists in the HOSE. These findings are in line with
previous empirical findings of Chopra et al. (1992), Bowman and Iverson (1998), Otchere
and Chan (2003), Wang et al. (2004), Lobe and Rieks (2011), Boubaker et al. (2015), Musnadi
et al. (2018), and Lerskullawat and Ungphakorn (2019).

It is important to stress that the Vietnam stock market has been dominated by small
individual investors who may lack in experience and in-depth knowledge about stock
investments (Truong et al. 2021). Another characteristic of the market is a lack of informa-
tion transparency (Truong et al. 2022). These characteristics of the market could lead to
systematic mistakes by irrational investors in responding to new information that can be
explained by the theory of biased self-attribution proposed by Daniel et al. (1998). In other
words, the overreaction effect in the HOSE can be explained by the characteristics of the
market that are in line with the theory of biased self-attribution.

In addition, current institutional transaction costs for trading on the HOSE are approx-
imately 0.20%, consisting of 0.15% in brokerage commissions and 0.05% in fees to execute
each trade. Based on this evidence, it is proposed that investors can earn abnormal returns
by using contrarian trading strategies (selling the winners, buying the losers, and holding
for two to three months). It is noted that the short-run abnormal returns by using contrarian
investment strategies are also confirmed in previous studies of Lo and MacKinlay (1990),
Jegadeesh and Titman (1995), Chang et al. (1995), Antoniou et al. (2005), and Tripathi and
Aggarwal (2009).

Table 4. Differences in the mean abnormal returns between winner and loser portfolios following the
formation of the portfolios.

Winner Loser Loser-Winner (AR}, — ARy)
Month Observations .
ARw ARy, ARp t-Statistics
F 30 0.1017 —0.1178 —0.2195 —16.66 ***
T+1 30 —0.0040 —0.0134 —0.0094 —1.25
T+2 30 —0.0071 0.0109 0.0180 2.06 **
T+3 30 —0.0111 0.0106 0.0217 243 **
T+4 30 —0.0097 —0.0073 0.0024 0.30
T+5 30 —0.0112 —0.0087 0.0025 0.39
T+6 30 —0.0085 —0.0044 0.0041 0.47

F is the formation (observation) month. ***, ** and * indicate significance at 1%, 5% and 10% levels, respectively.

Additionally, the findings comparing mean cumulative abnormal returns between
the winner and loser portfolios for each tracking period, which are presented in Table 5,
provide support that the overreaction phenomenon is predominant during the test periods.
That is, the differences in mean cumulative abnormal returns across the loser and winner
portfolios (ACARp) in all test periods are positive and statistically significantly different
from zero at the 5% and 10% levels, except for the first two tracking periods. It is also found
that the ACARp mostly decrease over the test periods.
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Table 5. The differences in mean cumulative abnormal returns between the winner and loser portfolios.

Winner Loser Loser-Winner (AR;, — ARw)
Month Observations
ARw ARy ARp t-Statistics
F 30 0.1017 —0.1178 —0.2195 —16.66 ***

T+1 30 —0.0040 —0.0134 —0.0094 —1.25
T+2 30 —0.0056 —0.0012 0.0044 0.96
T+3 30 —0.0074 0.0027 0.0101 2.41**
T+4 30 —0.0080 0.0002 0.0082 2.32 **
T+5 30 —0.0086 —0.0016 0.0070 2.09 **
T+6 30 —0.0086 —0.0021 0.0065 2.00 *

F is the formation (observation) month. ***, ** and * indicate significance at 1%, 5% and 10% levels, respectively.

5. Conclusions

This study tested the overreaction hypothesis of the HOSE. Consistent with research
conducted by De Bondt and Thaler (1985), Chopra et al. (1992), Otchere and Chan (2003),
Wang et al. (2004), Lobe and Rieks (2011), Musnadi et al. (2018), and Lerskullawat and
Ungphakorn (2019), the results obtained from tests of the differences in abnormal returns
between winner and loser portfolios provide solid support for the existence of an over-
reaction effect for the HOSE. Particularly, this analysis observed that the loser portfolio
outperforms the winner portfolio by a significant 1.80% and 2.17% in the tracking months
T + 2 and T + 3. Furthermore, differences in cumulative abnormal returns across the winner
and loser portfolios are positive and significant for the last four test periods.

These findings also support the hypothesis that the Vietham stock market is not
efficient in the weak form. Based on the results, it is suggested that investors can earn
abnormal returns by using contrarian trading strategies in the Vietnam stock market. A
lack of weak form efficiency has clear implications for market participants. More timely
and greater informational transparency is needed for companies especially around key
events that may drive market overreaction. Possible policy implications include regulatory
oversight of material corporate announcements including the timing of announcements as
well as possible trading curbs surrounding material announcements.

Although this study provides some important insights for our understanding of the
overreaction hypothesis in the HOSE, a frontier stock market, it still has limitations that can
be addressed in future empirical analyses. First, through covering most of the available data
for the HOSE, the length of the time period of the sample is relatively short. Further research
using a longer observation period may provide more unambiguous conclusions regarding
the overreaction hypothesis for the Vietnam stock market. Second, the return reversals
found in this study can be caused by the size of the winners and losers. However, this issue
has not been taken into account in this study. This limitation could be an interesting topic
that awaits further research for the HOSE.
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