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5. Report

5.1 Proposed Executive Summary

Studies on overreaction hypothesis on conventional stocks have been vastly
documented in previous research (De Bondt and Thaler 1985, 1987; Spyrou et. al
2005; Saleh 2007 and Morad and Salehi 2011, among others). Recently, Morad and
Salehi (2011), found that there has been investor's overreaction and it is possible to
earn abnormal return by applying the contrarian strategy (inverse investment
strategy) in the Tehran stock exchange. In Malaysia, many published works found
evidences of overreaction in stock returns such as studied by Hameed and
Ting(2000), Ahmad and Hussain (2001) and Lai et al (2003) Norli et al (2009), Norli
et. al (2010, 2011).

Although ample evidences have been presented by previous studies mention above,
however, there still lack of research in this area on syariah-compliant stocks. It is
known that the characteristics of syariah stocks are different from their conventional
counterpart in the sense that for firms to be classified as syariah compliant, they need
to meet certain regulations or to posses certain features. Questions may arise
whether syariah stocks behave like conventional stocks? Do syariah compliant stocks
are also the subjects of stock overreaction behavior? Do these stocks able to
generate abnormal returns? This study aims to investigate the behavior of syariah
compliant stocks with respect to stock overreaction hypothesis.

The purpose of this paper is to study stock overreaction behavior in syariah compliant
stocks in Bursa Malaysia. This paper is divided into four sections. Next section
reviews the background of syariah compliant stocks in Bursa Malaysia. Section three

outlines the methodology used in the paper and section four discusses the findings of
the study.



5.3 Introduction

Studies on overreaction hypothesis on conventional stocks have been vastly
documented in previous research (De Bondt and Thaler 1985, 1987; Spyrou et. al
2005; Saleh 2007 and Morad and Salehi 2011, among others). Recently, Morad and
Salehi (2011) found that there has been investor's overreaction and it is possible to
earn abnormal return by applying the contrarian strategy (inverse investment
strategy) in the Tehran stock exchange. In Malaysia, many published works found
evidences of overreaction in stock returns such as studied by Hameed and
Ting(2000), Ahmad and Hussain (2001) and Lai et al (2003) Norli et al (2009).
Although ample evidences have been presented by previous studies mention above,
however, there still lack of research in this area on syariah-compliant stocks. It is
known that the characteristics of syariah stocks are different from their conventional
counterpart in the sense that for firms to be classified as syariah compliant, they need
to meet certain regulations or to posses certain features. Questions may arise
whether syariah stocks behave like conventional stocks? Do syariah compliant stocks
are also the subjects of stock overreaction behavior? Do these stocks able to
generate abnormal returns? This study aims to investigate the behavior of syariah

compliant stocks with respect to stock overreaction hypothesis.

Stock overreaction hypothesis suggests that stocks that are past losers tend to
outperform those of past winners. Therefore, the hypothesis point towards a potential
profitable strategy known as Contrarian Strategy. This strategy asserts that investors
are able to earn abnormal profit by buying past losing stocks and simultaneously
selling past winning stocks. This is because, according to stock overreaction
hypothesis, stocks that performed poorly in initial period have a tendency to perform
better in the successive period and vice versa. This usually due from investors
actions who incline to overreact to new information but will correct their behavior once
they realize of the misbehavior. For example, investors have a tendency to overly
undervalued stocks that showed a series of negative earnings resulting in large drop
in the stocks prices. The ensuing undervaluation makes market realize of the
overreaction behavior and will correct themselves. Thus those losing stocks will tend
to become winner in the following period.

The purpose of this paper is to study stock overreaction behavior in syariah compliant
stocks in Bursa Malaysia. This paper is divided into four sections. Next section

3



	Contents
	5. Report
	5.1 Proposed Executive Summary
	5.2 Enhanced Executive Summary
	5.3 Introduction
	5.4 Brief Literature Review
	5.5 Methodology
	5.6 Results and Discussion
	5.7 Conclusion and Recommendation
	5.8 References/Bibliography
	6. Research Outcomes
	2. Appendix




