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CHAPTER 1
INTRODUCTION

1.1 Background of the Study

The weak form of efficient markets hypothesis (EMH) states that it is
impossible to earn abnormal risk-adjusted profit based on the past prices and returns.
Such strong statements portend reversals, and the EMH is no exception. In the last
two decades, there have been consideragle cvidenees to suggest that trading strategies
based on the past prices.and returns data can be-piofitable. These results strongly
suggest that financial marketsare not efficient. The two main strategies which trading
based on past prices andireturns ase momentum and contrarian strate gies.

There are many s€searchers in dévéloped markets (e.g., DeBondt and Thaler
(1985, 1987), Delong et al. (1990), Jeggdq_esh (1990), Balvers, Wu, and Gilliland
(2000)) state that a contragian strategy p;Qduce returns that exceed market average
returns in long-horizon. JAn alternative e?;i?'léhation of this evidence, advanced by
DeBondt and Thaler (1985, 1987), 'Chopra: ét—al (1992) and Lakonishok, Shleifer and
Vishny (1994) is that stock prices E)Verreact%BTelliéondt and Thaler point the contrarian
profit to a stock market overfeaction for the':a{_sﬁéﬁty in the risk-price relation and the
asymmetric price-reverting-pattern-—Under-their-overreaCtion hypothesis, investors
overreact to market-news, and their systematic mispficing generates a price
momentum, which later reverses and can be exploited by the contrarian strategy.
Subsequently,..Barberis, Shleifer and. Vishny. (1998),-Hong and Stein (1999) and
Daniel, Hirshleiferiand.Subrahmanyam (1998) tryto’ constructimodels to predict the
stock price reversal following the overreaction. If-this explanationgs: true, I expect a
stronger contrarian effect in less transparent markets such-as the"SET. Because few
analysts follow the SET, information diffusion is not as strong as in other developed
markets. Therefore, I expect higher overreaction and higher contrarian profitability in
the SET.

In addition, this research also studies the long-term contrarian strategy with
trading volume as the analytical variable. I examine the difference in returns of
contrarian profitability among stocks with different levels of trading volume. The

using of trading volume stems from both theoretical and empirical considerations. The



trading volume serves many functions: it reflects divergence of opinion, reveals
private information, is used as a measure of liquidity and facilitates the price
discovery process. Blume, Easley and O’Hara (1994), Campbell, Grossman and Wang
(1993), Datar Naik and Radcliffe (1998) and Tkac (1999) develop theoretical models
in which past trading volume is related to return. They show that low (high) volume
firms earn higher (lower) future return and a stock price decline on a high-volume day
is more likely than a stock price decline on a'low-volume day to be associated with an
increase in the expected.stock return. These results are interpreted as providing
support for the liquidity hypethesis. -JThese findings are supported by Lee and
Swaminathan (2000), Hwadkjaer (2006), and Llorente, Michaely, Saar and Wang
(2002). They also find that trading volume can be used to predict the stock returns.

Focusing on momentun strategies, Lee and Swaminathan (2000) state that
past trading volumefcan' predict both magnitude and persistence of the price
momentum. Price revepsals are more prorfguhced among low volume losers and high
volume winner. Conversely, pfice moni’;éh'tdin is more pronounced among high
volume losers and low volume swinners. "I::'I_ges_e observations suggest two volume-
based price momentum strategies. :They refé-g;‘cz(;f'gthe first, which involves buying low
volume winners and selling -high Volume"'-'lﬁers, as the early-stage momentum
strategy, to capture-the idea that stocks in these portiolios exhibit future price
momentum over a longer horizon. They refer to the second strategy, which involves
buying high volume<winners and selling low volume losers, as the late-stage
momentum strategy to ‘capture the notion that the price momentum in these stocks
reverses faster. They [find that the carly stage momentum strategy is more profitable
than the late stage momentum strategy. From their idea, I adapt their two volume-
based, momentur, stratégies “to ‘two ‘volume-based long'term| centrarian strategies
whichfare early-stage contrarian strategy (buys low volume losers and sells high
volume winners) which is expected faster reversal and late-stage contrarian strategy
(buys high volume losers and sells low volume winners) which is expected longer
horizon reversal.

Another interesting point in their study, they use the ranking periods from 3 to
12 months and they find that the return reversals increase monotonically with the

length of the ranking period. This finding suggests that the contrarian strategy is



expected to be profitable when the return ranking period is extended. The existing
research on trading volume only focuses on interaction of returns and lagged volume
up to a year. Therefore, I study on the long-term trading volume plays in enhancing
the profitability of long term contrarian profits by using the ranking period and invest
period from 1 year to 7 years.

Furthermore, this study also combines the way to classify winner and loser
stocks of George and Hwang (2004) to my study. In their study, they classify the
winner and the loser stocks based on 52-week-high price instead of using past returns
that is the winner (loser) stock-1s the ;tock which has the highest (lowest) ratio of
current price and 52-wegkhigh price. In their study, they focus on the momentum
strategy and find that the'52-sweek high price explains a large portion of the profits
from the momentum investing. Buying stocks that are near to their 52-week high price
and selling stock thag'are far from their 52—\yeek high price generate positive returns
in U.S. market. Contradict to George and ﬁwéng’s study, Alsubaie and Najand (2008)
find the reversal in stocks that -have reacf;ié'd ‘their 52-week high price in the Saudi
Stock Market (SSM). They explain the difféi%_nt result obtain from the SSM compared
to the results from well developéd ﬁnancii}f !Jﬁlarket such as U.S. that it can be
attributed to the diffusion of iniformation and investors overreaction. Thus, I adjust the
strategy of the 52-week high price momentum to the long<term contrarian strategy
enhanced with trading volume in the SET which is one of the developing markets and
investigate whether the price reverses when a stock reaches its 52-week high price as
same as in the SSM.

In conclusion, my studies are as follows. First, I examine the returns of simple
contrarian portfolio for ranking perieds and investment periods of 1, 3, 5 and 7 years.
Second, ‘I examing the returns of contrarian portfolios ‘enhancéd with the trading
volume for 1 to 7 years which are similar to the first study. Third, I study on the early
stage contrarian strategy (buys low volume losers and sells high volume winners) and
the late stage contrarian strategy (buys high volume losers and sells low volume
winners) by investigating the time-series and the investment period returns of the
early and the late stage contrarian strategies comparing to the returns of simple

contrarian strategy portfolio. Finally, I repeat three steps above based on the 52-week



high price instead of using the past return. All data used in this study is collected from
the Stock Exchange of Thailand.

In Thailand, prior researchers on the contrarian strategy profitability (e.g.,
Nuttawat (1998), Punnee (1998), Thanawat et al. (1996) and Krissana et al. (1994))
state that the contrarian strategy can make abnormal returns in SET but they do not
enhance trading volume to their study. Singe Thailand is the developing market and
lack of research about the contrarian strategy and trading volume, this study would be
useful for market practitioners especially retailinvestors to make a decision to invest
in the SET by using the contrarian strgtegy. Moreover, it would also be useful for
academics to investigate the profitability of the confrarian strategy in Thailand. I hope
that this study would beaiseful for everyone who is interested in contrarian strategy

and the investment in Thailand. ' 3

it

y

1.2 Statement of Problem/Research Questions

e ¥
I

Since the existing rescarches abouti;sé';_l':[egy based on past returns and past
trading volume focusing on momentuin sffafégy; this research adapts the volume-
based momentum ‘strategy to the long term volume-based €ontrarian strategy to study
that the past trading volume information can provide additional profits to the simple
contrarian strategy or not. In addition, the existing ¥esearches about contrarian
strategy use the ranking périod up to 1 year'but this study extends the ranking period
up to 7 year§ to investigate the profitability of contrarian strategy in longer ranking
period and investment period. Moreover, this research would answer the question that
buying stocks fardrom their '52-week high price and s¢lling stocks-iear their 52-week
high price can make the abnormal return in long horizon or not (contrarian strategy

based on 52-week high price).



1.3 Objective of the study

Since the Stock Exchange of Thailand (SET) is the developing market and
lack of research about the behavioral finance, the objectives of this study are to study
the contrarian strategy which buys past losers and sells past winners in the SET and
also add the new study to the main body of contrarian strategy study in Thailand
which are volume-based contrarian strategy and.contrarian strategy based on 52-week
high price. This study is intended to deepen.ourunderstanding of the SET, which is

characterized by different'structures from the developed markets.

1.4 Contribution

. 4

This study contributes to the literéﬁﬁre on contrarian strategy by provides the
empirical result on the long term Voluni.p—b'ased contrarian strategy which adapted
from the volume-based momentum strategi_gs that are carly-stage contrarian strategy
and late-stage contrarian'strategy and also pjs_o_y.ides the first empirical result about the
long term volume-based contrafian. strategies,'bgged on 52-week high price. Moreover,
this study also exhibits the contrarian strate_g? _i)f_(_)ﬁt&lbility when the ranking period is

extended more than | year.

1.5 Research Hypotheses

Hypothesis 1:

Early-stage contrarian strategy outperforms Late-stage contrarian strategy in

long horizen®

Hypothesis 2:

Buy stocks far from their 52-week high price and sell stocks near their 52-

week high price can make abnormal returns in long horizon.



CHAPTERII
LITERATURE REVIEW

2.1 Contrarian Strategy and Overreaction

In recent year, a number of researchers have presented that the long-term
contrarian strategy can make superior retunns that exceed the market average returns.
In one of the pioneering papers on long-terin contrarian profits, DeBondt and Thaler
(1985) state that extreme losers outperform extreme winners over the next 3 to 5
years. For each year-smee 1933, they form portfolies of the best and the worst
performing stocks over the previous three years. They then compute the returns on
these portfolios over the S years followil'r_lg portfolio ranking period and compare the
performance of these two portfolios.r This;(iifference 1n returns is not explained by the
greater riskiness of the extreme loser, ‘at léfst.'using the standard risk adjustments such
as CAPM. DeBondt and Thaler documeiif;_jch)at the excess returns are the result of
price overreaction. The extreme losers hé_lj;e become  too cheap and bounce back,

whereas the extreme winners have becomej__toq-,expensive and earn lower following

returns. 7 Y

Subsequent to DeBonzci{ -énd Thaler’s; f{r_lii_iilgs, Chopra, Lakonishok and Ritter
(1992) find an ecohcrﬁic’eiﬂyfiﬁﬁc')ﬁanf overreaction effect ezven adjusted for size and
beta. They show that the past losers outperform the past winners by 5-10 % per year
during the subsequentJS years and the overreaction effect is stronger for smaller firms
than the larger fitms. (Furthermore; Fama and Fiench! (1993 and;1996) document that
their three-factor model can captur€ the long-term réversals.” They form winners and
losers monthly based on their prior fong-term retufiis and hold the portfolio only for a
single'month.

More recently, there are some researchers trying to construct belief-based
models to explain the stock price reversals. Daniel, Hirshleifer and Subrahmanyam
(1998) develop a model based on the investor overconfidence in their own ability.
They argue that the investors are more likely to be overconfident about private
information they have worked hard to generate than about public information. If the

private information is positive, overconfidence means that investors will push prices



up too far relative to fundamentals and pubic information will slowly pull prices back
to their value, thus generating the long-term reversals. Barberis, Shleifer and Vishny
(1998) develop a model which allows for representativeness and conservatism. They
argue that when an earnings surprise is followed by another of the same sign, the
investors assume that a trending regime holds and they overreact but when a surprise
is followed by a surprise of the opposite sign, the investors assume that they are in the
mean-reverting regime and they underreact.

Using stock indexes of 18 countries; Balvers, Wu and Gilliland (2000) report
the mean reversion across_the-mational -Jstock maikets with a positive reversion half-
life of three to three and«a half years.| Using the industry portfolios, Gropp (2004)
concludes that the longer sanking period is needed to capture higher industry
contrarian profits in viewgof the/dong half-lives for industry portfolios to reverse their
returns. These two studiesSuggest that loﬁgqr_ mformation periods should be explored
to enhance contrarian profits. Therefore, I;éxténd the ranking up to 7 years.

In Thailand, there are several rese’a}fc'}férs study about the contrarian strategy
and the overreaction of inyestor=m the SE‘i’- Krissana, Wirat and Danaipun (1994)
study about the overreaction inl the SET byi_on:n the portfolio of 10 winner and loser
stocks and 10% of stocks.inthe SET. They"ﬁ:nd' that there is the overreaction in the
SET especially fot the period of 60-72 weeks, Nevertheless, the difference of the
returns between loser.and winner stocks decreases when thcy add more stocks into the
winner and loser powtfolios. Subsequently, Tanawat, Atikarn and Chatree (1996)
expand the Kissana et al.’s"study. They state that the overreaction in the SET is found
only for 1991 to. 1996 but they /do not find the overreaction before 1991. More
recently, Punnee (1998) study aboutsthe overreaction in the SET in_1990 to 1995, she
find “that"the ‘overigaction oceut both“in short term and| long term, when there is the
good news in the market but the overreaction is not clearly occur when there is the
bad news in the market. She point this phenomenal to the restriction for short sale in
the SET. Thus the overreaction for good news clearly and durable occur because
investors cannot easily to exploit from the overreaction by using contrarian strategy
(short winner stocks). Prior research about the contrarian strategy and the overreaction
in the SET does not enhance the trading volume to the study and there is not the

existing research about the 52-week high price in Thailand.



2.2 Trading volume and volume-based momentum strategy

Focusing on the use of trading volume, there are theoretical papers suggesting
that the past trading volume may be used to predict the stock price movements.
Campbell, Grossman and Wang (1993) investigate the relationship between aggregate
stock market trading volume and daily stock returns. They present a model in which
the trading volume provide information about the demand of liquidity traders and they
find that stock price changes are led by high=velume trades which tend to be reversed
more often than those led.by low-volume trades. Blume, Easley and O’Hara (1994)
investigate the role of trading velume f(;r technical analysis by developing a model in
which the aggregate supply is' fixed and the traders receive signals with varying
quality. They show thesrelation between volume, information precision and price
movements and they findithag'the fraders can profit from using volume information in
addition to the historical price information in making projections about future price
changes, suggesting an information signalij"ggrrole of volume in return predictability.

In a related study, Datar et al. (199;83' show that low turnover stocks generally
earn higher returns than high turnover stod;s__‘;,"l_"hey interpret this result as providing
support for the liquidity hypotlesis of Amihud and Mendelson (1986). According the
liquidity hypothesis firms with relatively Tow- trading volume are less liquid and
therefore command a higher expected return. I build on the finding of Datar et al. by
examine the interaction between past price contrarian and trading volume in
predicting cross-sectional returns.

Based on U.S. samiple, Lee and Swaminathan (2000) show that (1) the past
trading volume can predict both magnitude and persistence of the price momentum,
(2) firms with high (low) pastturnover ratios show many_ glamour (value)
characteristics, | dnd +(3) "the “ptice momentum, in| high-volumes- stocks is largely
attributable to the investor overreaction. They assign stocks to one of ten portfolios
based on the past return and one of three based on the past trading volume. Therefore,
30 portfolios are formed based on the past returns and trading volume. They then
investigate the returns of these portfolios over the next five years by using the ranking
up to 1 year and find that firms with high past volume underperform low past volume
over the next few years. Moreover, they also investigate the returns of the early stage

momentum stock (low volume winners and high volume losers) and the late stage



momentum stock (high volume winners and low volume losers) which experience the
faster reversals. They find that the early stage momentum strategy is more profitable
than the late stage momentum strategy. Their study also shows that the losers with
high prior volume lost more and longer than low volume losers and the winner with
high prior volume underperform low volume winners over the next 2 to 5 years.
Using the trading volume-enhanced infermation, they show the link between the
short-term momentum and the long-term retura‘reversals.

Tkac (1999) develop the theoretical mmodels in which past trading volume is
related to returns. She show that change;s in priece volatility are often accompanied by
changes in trading volume and that trading volume is a proxy for changes in key
market information indueed by dnvestors’ liquidity and their risk aversion. She also
provides a theoretical of ghe portfolios” benchmark for trading volume that connects
trading activity of individtialistocks to that of the market. Based on the two-fund
theorem, she shows that yolume meas&geé that distinguish between normal and
abnormal volume provide good proxics fo'r;-'ihf()rmation trading. Empirically, Conrad,
Hameed and Niden (1994) report that contf:;_x_‘iar_l strategy is profitable only for high-
transaction securities which experiénce pricé-_;régxl_fgersals. Hameed and Ting (2000) also
report that the contrarian profits on-actively traded'stocks are si gnificantly higher than
on less traded stocks, and that predictability of the volume-return relation is more
pronounced in the smaller stocks. Connolly and Strivers (2003) report regularity in
the pattern of stock-return reversals following unexpectedly high or low stock

turnover.

2.3 Momentum strategy based on 52-Week high price

Using the . way to classify) thelwinners andthe losers  bascd onfthe 52-week
high price, George and Hwang (2004) show that momentum strategy based on the 52-
week high price which buys stocks near their 52-week high price and sells stocks far
from their 52-week high price is more profitable than Jegadeesh and Titman’s (1993)
momentum strategy. Base on the stock in the Center for Research in Security Prices
(CRSP) database, they suggest that investors use the 52-week high price as a
reference and when a stock reaches its 52-week high price, investors are reluctant to

bid the price higher even if the information warrants it. The information of good new
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eventually prevails and pushes the stock prices higher, whereas when the stock price
falls far from its 52-week high, investors are reluctant to sell but the information
eventually prevails and the price falls. Similar to George and Hwang, Marshall and
Cahan (2005) find that the momentum strategy based on the 52-week high price is
highly profitable on Australian Stock Exchange (ASX) and outperform both
Jegadeesh and Titman’s (1993) price momentum strategy and Moskowitz and
Grinblatt’s (1999) industry momentum. Incontrast to these two studies, Alsubaie
and Najand (2008) show.that the 52-week high price momentum strategy for the
Saudi Stock Market (SSM) contradict's{r the empirical result of George and Hwang.
They find a reversal in stoeks that have teached their 52-week high.

In sum, prior studics have documented the long-term reversals and develop
models to explain this market anomaly. Other studies have examined the relation
between trading volume and futqre’retu’lfn.J_For the momentum strategy, the prior
studies also investigatesthe Volume—enharfée& momentum strategy’s profitability and
the momentum strategy returns bascd on t}ééi 52 week-high price. I integrate all these
lines of research and adjust me’thodoloéjt"__for! the contrarian strategy. From this
methodology, I hope to add 'r'hror-e speciﬁééﬁ%i{‘étegy to the body of the contrarian

il

strategy study. - =




CHAPTER III
SAMPLE DATA AND METHODOLOGY

3.1 Sample Data

¥

:
wee GUHANYNTNYNS

P = price%ln day t ¢ - o
ARIINIUNNINGINY

D, = dividend payment associated with ex-date ¢

Gross dividends are used where available and the calculation ignores tax and
re-investment charges. Adjusted closing prices are used throughout to determine price

index and hence return index.

1 ..
From Datastream definition
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For daily price calculation, I use the closing price of each trading day. These
stored prices are adjusted for subsequent capital actions such as rights offering and
stock split.

To avoid the size effect, trading volume is defined as the average daily
turnover in percentage during the portfolio formation period, where daily turnover is
the ratio of the number of shares traded each day to the number of shares outstanding
at the end of day.

The portfolios retuins are measured usimg buy-and-hold return for the whole
of the investment period to reduce traﬁsaction cost. I set the ranking period be the
same as to the investment period that are |-year, 3-year, 5-year and 7-year.
Overlapping periods arefused insiead of nonoverlapping periods to increase the
number of runs and to enhange the precision of point estimates of the coefficients of
the regression that Ifstudy. For _l—yearqur_iod, the first ranking period, the first
investment period, the last investment per:fgd-and the number of runs are (1988, 1989,
2007, 19) respectively. For/ 3-year, S—yé;ir' and 7-year period, the corresponding
periods and the number of funs are (1988-"—‘1'_!?90_, 1991-1993, 2005-2007, 15), (1988-
1992, 1993-1997, 2003-2007, L1} and @%—1981, 1982-1988, 2001-2007, 7)
respectively. ot -

Only stocks that are continuously listed on SET forthe whole ranking period
and investment period are used. The stocks that are delisted, suspended and no trade
between ranking and-investment periods are excluded: Although excluding these
stocks will lead to th¢ suwvivorship bias“but in this study, I only focus on the
performance |of the contrarian strategy portfolio. The stocks|which are delisted from
SET do not mean that all of those:firms face the bankruptcy. Sometime firms are
delisted by tender-offer of some'people. Another reason for excluding delisted stock is
that im Thailand the information of liquidating dividend which firms pay to
shareholders when stock are delisted is unavailable. Therefore, I use only stocks that

are continuously listed and traded on SET in this study.



13

3.2 Methodology
3.2.1 Simple contrarian strategy based on prior return

For baseline study, stocks are assigned to one of 5 portfolios based on their
ranking period returns. Stock in the worst performing deciles are grouped in the loser
portfolio (R1). Those in the best performing deciles are grouped in the winner
portfolio (R5). A simple contrarian strategy 4s enec that buys the losers (R1) and sells
the winners (R5). I examine the returns of each.portfolio (R1 to RS5) and the return of
simple contrarian portfolio for ranking ‘and investment periods of 1, 3, 5 and 7 years.
The returns of each portfolio are calculated by using buy-and-hold return of the port
portfolio whole the investmene period. Transaction costs and taxes on the investment
are not included in theretufn galeulation. 4

In addition, [ investigate the-CAPM alpha for measure the residual returns
after controlling for risks The Ordi11ary Le'ast Squares regression is used to obtain the
CAPM alpha and beta of a returnfvolum!(;'poﬂfolio. I regress the portfolio’s annual
return against the annual market excess refi-;rhs_(across all runs) as follows:

et

Ry B =ty 5 BMER=R 1+ e,

where R, is the annual return of the return-volume portfolio under study, R 4 18 the
risk free rate, a , is the CAPM alpha ( a measure of CAPM risk-adjusted return and is
equal to zeroyif there 18 normispricing) (3 isithe CAPMbeta; Wk, is the return of
value weighted index of stocks listed on the SET and e,, ~ N(0,5,)

Moreoversl also.find-the-risk adjusted-seturn of-each pertfolio by using Fama
and Frenchi three-factors model. The'return of common 'stock! can be-expressed as

follows:

Ry, - th =0p+ ﬂP,Mkt [Mkt, — Rﬁ] + ﬂP,SMBSMBt + ﬂP,HMLHMLt Tép
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where R, is the return of the study portfolio, R is the risk free return rate, 5,4, is

the factor loading for the market excess return, Mkz, is the return of value weighted
index of stocks listed on the SET, S, is the factor loading for SMB, (return on the
mimicking portfolio for risk related to size), By, is the factor loading for HML,

(return on the mimicking portfolio for risk related to book-to-market-equity). If
contrarian profit cannot be exploited by the Fama and French three-factor model, the
alpha of the regression of stock excess retutn’onsexcess market return, return of the
SMB and HML portfolie-will be significantly different from zero. This will then

indicate a positive or ncgativetisk-adjusted return.
1

3.2.2 Volume based contrarian strategy

Similar to the first finding; stocks'-e:lre;assigned to one of 5 portfolios based on
their ranking period return.In gach winnerll and loser portfolios, stocks with the lowest
prior trading volume arg group-ed-in the-?\ij{.l{portfolio, and those with the highest
trading volume are grouped in the V3 poir_tifdgip. Those whose volumes are in the
middle-third are grouped in the V2 portfoli(;_?'l} ﬂe independent sorting by prior return
and trading volume, gives rise to 15 retl-i;ﬁ_—_\jo_lﬁme porutfolios which are equally
weighted. The ranking and investiment periods are 1, 3, 5 and 7 years same as the first
finding. The investrhent period returns and risk adjustéd returns are calculated as
same as the first finding. Then I compare the return of each portfolio which has
different tradinggvelume,m eachswinnersand, loserjportfolio=(R1 to RS5) and also
examine the ‘return-of-an early stage contrarian ‘strategy and a'late stage contrarian
strategy. An early stage contrarian sfrategy is one that buys low volanie losers (R1V1)
and sells high volume! winners (R5V3), while a late stage contrarian portfolio buys
high volume losers (R1V3) and sells low volume winners (R5V1). The investment
period returns and risk adjusted returns of early stage and late stage portfolio are also
examined and I then compare the return of these two portfolios with the simple
contrarian portfolio in each period for investigate the impact of the past trading

volume.



15

3.2.3 Contrarian strategy based on 52-week high price

The last but not least, this study investigates the return of contrarian strategy
based on their 52-week high price ratio. I repeat the first two finding above but
change the way to classify the winner and the loser stocks by using their 52-week

high price ratio instead of using their prior return. In this step, the winner stock is

defined as the stock which has high raf e close price to their 52-week high price

as shown in the formula be

where P, is the p h;,, s the highest price of

g ANC- G \'. it
stock 1 during the d that’ 3\ and t is the first day of

investment period . Thi shoﬁ be Lise ‘“i p us to find the robustness of

ﬂ'lJEJ’J‘VIEWl‘iWEJ’lﬂi
Q‘imENﬂ‘iﬂJ UA1AINYAY



CHAPTER 1V
EMPIRICAL RESULTS

4.1 Simple contrarian strategies
4.1.1 Simple contrarian strategy based on prior return

Table 1 presents the prior return, test return and portfolio characteristics for
the prior return simple contrarian strategy: Eonsistent with DeBondt and Thaler
(1985, 1987), the loser portfolios outpesforni-the'winner portfolios in long term. The
returns of loser portfoligs.are higher than the return of winner portfolios for the
investment period of 3 years, S+vears and also for 7 years investment period that this
study extends from the prior rescarch. The returns of simple contrarian strategy based
on prior return (buys/R5 and sells R1) équ_ -3.30%, 6.75%, 25.39% and 14.82% per
annual for the investment peviod of l,}; S and 7 years respectively. All simple
contrarian portfolios proyide signtficantly (90% confidence in‘[erval)2 positive returns
except for 1 year investment period that provides insignificant negative return. For the
characteristics of portfolios, the'stocks-in "Ilé)"séf portfolios have lower size, price and
prior return than the stocks i winner portféﬁos_ for all ranking periods.

e s? A4

4.1.2 Simple contrarian strategy based on'52-week high price

Table 2 presénts{hggrlor return, 52-week high price ratio and portfolio
characteristics for the 52-week high price simple contrarian strategy. For 52-week
high price simple contrarian strategy, the loser portfolios outperform the winner
portfolios for_all inyestment periods, The retirns, of simple contrarian strategy based
on 52-week high price (buys RS and sells R1) are;3.94%, 7.67%, 7.42% and 7.88%
per annual forithe investment period of 1, 3, 5 and 7 years respectively. All simple
contrarian portfolios provide.significant positive teturns, except. for.1" year investment
periods The result’ shows that the reversal (timeline of 52:weekyhigh price simple
contrarian strategy is shorter than the prior return simple contrarian strategy but lower
magnitude in long term (5 and 7 years investment period). For the characteristics of
portfolios, the stocks in loser portfolios also have lower size, price than the stocks in
winner portfolios as same as the prior return simple contrarian strategy but the
differences of price and size of loser and winner portfolio are smaller than prior return
simple contrarian portfolios in long term investment period.

2 . . C e
This study always uses 90% confidence interval to check the statistic significance.



17

Table1 Return of simple contrarian portfolios based on prior return and portfolio
characteristics

Table 1 presents the prior return, investment period return (test return) and portfolio characteristics for
prior return contrarian portfolios formed from stocks listed on the SET during the period from 1988 to
2007. Stocks are sorted into 5 equally-weighted prior return portfolios. R/ represents the winner
portfolio (highest prior return) while RS is the loser portfolio (lowest prior return). R5-R1 is the simple
contrarian portfolio (buy past loser and sell past winner). Prior return and test return are the annual
return of the equally-weighted portfolios durin ranking period and investment period respectively.
Price is the time-series average of the me i
ranking period. Size is the time-series

Investment Prior Number of
Period Return Observations
RI (wi S 25.6 ; 115.40% 811
15.27% 813
1-Year
-33.73% 811
101.74% 558
13.08% 559
3-Year
-13.05% 558
10.53% 69.97% 357
(2.46) =
8.22% 356
5-Year
-10.57% 357

(4.21)

25.39%
RS-Ri = (4.83)

AUY7 Wi%’ﬂ‘ﬁWEJ']@ﬂi

15.2 6 66% 166
7-Year

o1 mﬂiéi)m‘n ey -
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Table2 Return of simple contrarian portfolios based on 52-week high price and portfolio
characteristics

Table 2 presents the ranking 52-week high price ratio, investment period return (test return) and stock
characteristics for ranking portfolios formed from stocks listed on the SET during the period from 1988
to 2007. Stocks are sorted into 5 equally-weighted 52-week high price ratio portfolios. R/ represents
the winner portfolio (highest ratio) while R5 is the loser portfolio (lowest ratio). R5-R/ is the simple
contrarian portfolio (buy past loser and sell past winner). 52-week high price ratio is average of the
ratio of current stock price to its 52-week high price as at end of the ranking period. Test return is the
annual return of the equally-weighted portfolios during the ranking period. Price is the time-series
average of the median stock price of the portfolio/in THB_ as of the end of the ranking period. Size is
the time-series average of the median stock size m millionTHB as of the end of the ranking period.
Number of Observations in theraceumulate number of stocks n each portfolio for all ranking periods.
The numbers in parentheses represent #-statistics value.

Investment A Test ; . 52-week high Number of
Period Portfolig Return R e price ratio Observations
R1 (winner) 22‘%353“ | 2556 2,509 0.94 916
R3 21)08%: - = % 4675 1,452 0.73 905
(3.93)
1-Year 20,879 i
877 — 8 . . 906
RS (loser) <y } 007 947 0.45
3.94% /
S (1,080
17845, — 48
RI & 2612 2,459 0.94 760
(5412) {
R3 22.49% 1818 1,322 0.72 749
3-Year f (4:58) 2os2
RS 24.98% 11.07 930 0.45 750
(471) Y
T TeT% T
RS—RI1 (3.26)
e e
i 25.87 2,071 0.94 631
¥ (4.90) :
R3 275-4228% 19.57 1,205 0.71 618
>-Year » 223 .073/ '
RS -07% 11.63 866 0.44 620
(4.32)
7.42%
RS LR{ 3
12.73%
RI 24.26 2,129 0.93 520
(3.73)
R3 2(24-%?2;4’ 17.33 1,291 0°70 506
7=Year [
RS 20.61% 12.42 902 0.43 509
(3.70)
()
5 Rl 7.88%

(2.34)
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4.2 Volume-based contrarian strategies

4.2.1 Contrarian strategy based on prior return and past trading volume.

Focusing on prior return-volume based contrarian strategy as shown in Table
3, in contrast to Lee and Swaminathan (2000), the results show that losers (winners)
with high past trading volume outperform losers (winners) with low past trading
volume for long-term contrarian strategy./For loser portfolios, the returns of high
volume portfolios are higher than low volume portfolios 5.15%, 24.79% and 18.32%
for the investment period of 3, 5 and 7 years respectively. Similarly for winner
portfolios, the return ef*high wvolume portfolios higher than low volume portfolios
5.97%, 4.55% and 16:4% forinvestment period of 3 , 5'and 7 years respectively. The
returns of early stage gontrarian portfohos (buy R5V1 and sell R1V3) are lower than
late stage portfolios (buy R3V3/and sell KIVI) for all investment periods.

Looking at portfolio characterlst1c§, steady to simple contrarian portfolios, the
winner portfolios have'higher size than the ‘loser portfolios. For price, average price of
winner portfolios are also hlgher than loser portfolios and in each winner-loser
portfolio, the high past tradlng Volume portfo!lo,s have a lower price than the low past
trading volume portfolios. For volume, ‘Fhe hlghest volume portfolios for all

investment periods are the portfoho R5V3 (h1gh volume loser) Prior returns of high

volume winner porpfohos higher than low volume winner pq_rtfohos for all investment
periods except for 7 years investment period and prior returns of high volume loser
portfolio lower than low, volume loser portfolios except for 7 year investment period

as well.
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Table3 Return of prior return-volume based contrarian portfolios and portfolio
characteristics

Table 3 presents the prior return, investment period return (test return) and stock characteristics for
return-volume based portfolios formed from stocks listed on the SET during the period from 1988 to
2007. Stocks are sorted into 5 equally-weighted prior return portfolios and in each winner-loser
portfolio stocks are sorted into 3 volume portfolios. Average yearly turnover over the ranking period is
taken as a proxy for trading volume. R/ represents the winner portfolio (highest prior return) while RS
is the loser portfolio (lowest prior return). VI (V3) is the lowest (highest) trading volume. The
intersections of the stock in these two portfolio types give rise to the return-volume based portfolios.
Prior return and test return are the annual return of the equally-weighted portfolios during the ranking
period and investment period respectively. Price is the time-series average of the median stock price of
the portfolio in THB as of the end of the ranking period.#Size.is the time-series average of the median
stock size in million THB as of the end of the rankingsperiod. Volume is the average yearly trading
turnover of the stocks in the portfolio over.the ranking period. Number of Observations in the
accumulate number of stocks in_eaeh portfolio for all ranking periods. The numbers in parentheses
represent t-statistics value. Panel AT BY C and D show the results for the 1-, 3-, 5- and 7-year
investment period respectively:

Pancl/A yRanking/Investment Period of 1 Year

Prior return Volume Test o SIS Volume Prior Number of
portfolio Portfolio Réturny . Retumn observations
V1 (low) 21.63% 43.57 1,834 0.25 106.19% 270
(2.J7) | 4
RI (winner) V2 31890% 27?23 o 3,637 1.54 118.36% 271
(4.25) y
V3 (high) 36.24% 12.70 2,845 15.26 121.98% 270
(3.80) 4. 4 R 4
V1 15881% 28:99 1,169 0.17 15.59% 273
835) ¥
R3 V2 24.06% 19.98 - 2,084 1.24 15.28% 267
(4.61) st 4
V3 21.97% 975 — % 1,748 12.81 15.04% 273
(3.25) B
4 31.27% 20.017'-.'_"-_; 9,247 0.36 -33.29% 270
(5.67)
V2 24.61% 13.83 1,633 1.91 -33.89% 271
RS5 (loser) - (3.83)
V3 25.44% 5.20 1,124 89.28 -34.14% 270
(4.13)
-4.97% 3.81%
Early stage return (R5V1-R1V3) (-0.76) Late stage return (R5V3-R1V1) (0.57)
Panel B: Ranking/Investment Period of 3 Years
Prior return Volume Test Price S Volumé Prior Number of
portfolio Portfolio Retum Retumn observations
V1 (low) 13.35% 53.05 5,407 0.56 92.17% 187
(3.20)
R1 (sinher) V2 18:23%, 27:99 6,111 2.06 99.78% 184
(4.21)
V3 (high) 19.32% 11.56 3,625 13.34 113.45% 187
(3.33)
V1 16.57% 41.49 1,127 0.17 13.43% 185
(3.83)
R3 V2 17.43% 21.23 2,132 1.19 13.54% 189
(4.35)
V3 25.97% 5.62 1,375 16.03 12.30% 185
(4.51)
V1 22.33% 20.28 1,086 0.40 -12.57% 187
(3.89)
V2 21.75% 9.90 896 1.96 -13.48% 184
RS5 (loser) (3.36)
V3 27.38% 4.71 1,086 22.23 -13.15% 187
(4.00)
2.91% 14.03%
Early stage return (R5V1-R1V3) (0.92) Late stage return (R5V3-R1V1) (3.95)
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Panel C: Ranking/Investment Period of 5 Years

Prior return Volume Test Price Size Volume Prior Number of
portfolio Portfolio Return Return observations
V1 (low) ?102;/; 78.62 9,346 0.64 62.49% 120
. V2 14.82% 33.15 5,504 1.94 74.60% 117
R1 (winner) (2.83)
V3 (high) 10.64% 16.36 5,498 8.32 73.53% 120
(2.54)
V1 26.03% 957 0.37 7.89% 118
(4
R3 V2 1.50 9.10% 120
V3 14.98 7.87% 118
Al 0.46 -10.66% 120
RS (loser) V2 1.99 -9.58% 117
V3 15.24 -11.30% 120
o | 42.42%
Early stage return (R5V1-| rn (R5V3-R1V1) (3.887)
Prior return Volume Volume Prior Number of
portfolio Portfolio Return observations
V1 (low) 0.65 42.38% 57
RI (winner) V2 1.93 46.84% 54
V3 (high) 8.01 41.21% 57
V1 5.82% 57
R3 V2" 4.45% 56
V3 7.21% 57
VA | 29.88% 15.22 -8.82% 57
(3.43)
RS (loser) V2 ‘ : &07661;/0 8.48‘“‘I 336 1.96 -8.85% 54
. . -8.04% 57
4.1
L |
-0.44% 34.27%
Early stage retur“%w -R1V3) (~0.05) Late stage return (R5V3-R1V1) (4.05)

AN ITUNNINGAY
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4.2.2 Contrarian strategy based on 52-week high price and past trading volume

Table 4 shows the test returns and portfolio characteristics of 52-week high
price-volume based contrarian portfolios, similar to prior return-volume based
contrarian portfolios, the losers (winners) with high past trading volume also
outperform the losers (winner) with low past trading volume for all investment
periods. The returns of high volume loser portfolios are higher than low volume
portfolio 2.91%, 12.53%, 17.08% and 6.20% fer 1, 3, 5 and 7 years investment period
respectively. For winner portfolios, the high-volume portfolios also outperform the
low volume portfolio except-for 5 ygars investment period. The returns of high
volume loser portfolios_subtraet by the return of low volume portfolio are 17.12%,
5.45%, -3.12% and 7.82% fos'1,/3, 5 and 7 years investment period respectively. The
returns of early stage contrarian poitfolios (buy R5 V1 and sell R1V3) are also lower
than late stage portfelios (buy R5V3 and sell R1V1) for all investment periods as
same as prior return-volume based contrarﬁgnFstrategy.

Portfolio characteristics of SZ—Wéék‘ihigh price-volume based contrarian
strategy are analogous with the pﬁor retiif_;i_qulume based contrarian strategy. The
average price of winner portfol’iés arc higher;fhié:‘r‘l loser portfolios and in each winner-
loser portfolio, the high past tradiiig voliime i)'()'-rﬁfoiios have a lower price than the low
past trading volume portfolios. The highest volume portiolios for all investment
periods are the portfolio R5V3. The 52-week high price ratios are close among all
volume portfolios in-€ach winner-loser portfolio. This“information shows that 52-

week high price ratio is noetrelated with the wolume of the stock.
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Table4 Return of 52-week high price-volume based contrarian portfolios and portfolio
characteristics

Table 4 presents the investment period return (test return), 52-week high price ratio and stock
characteristics for 52-week high price-volume based portfolios formed from stocks listed on the SET
during the period from 1988 to 2007. Stocks are sorted into 5 equally-weighted portfolios based on
their 52-week high price ratio and in each portfolio stocks are sorted into 3 volume portfolios. Average
yearly turnover over the ranking period is taken as a proxy for trading volume. R/ represents the
winner portfolio (highest price ratio) while RS is the loser portfolio (lowest price ratio). V1 (V3) is the
lowest (highest) trading volume. The intersections of the stock in these two portfolio types give rise to
the 52-week high price ratio-volume based portfolios. Test return is the annual return of the equally-
weighted portfolios during the investment period. Prige is the time-series average of the median stock
price of the portfolio in THB as of the end of the ranking period. Size is the time-series average of the
median stock size in million THB as of the end of the ranking period. Volume is the average yearly
trading turnover of the stocks in the portfolio over the tanking period. Ranking ratio is the ratio of close
price at the end of ranking period to the 52-week high price. Number of Observations in the accumulate
number of stocks in each portfolio for all ranking periods. The mumbers in parentheses represent z-
statistics value. Panel A, B, C.and D:show the results for the 1-, 3-, 5- and 7-year investment period
respectively.

Pangl Ad Ranking/Investment Period of 1 Year

Prior return Volume JFest Price L Ranking Number of
. - Fice Size Volume . -
portfolio Portfolio Retum ratio observations
V1 (low) 22.70% 42.99 1,500 0.22 0.94 277
(2:88) .
- V2 19.57% 35.30 5,785 1.37 0.94 287
R1 (winner) (4.72) |
V3 (high) 189. 3% 4. 4 § 1546, 4 3,704 16.34 0.94 277
(4413) oo
4 18.29% 32°a1F 1,689 0.31 0.73 282
(4.07) —
R3 V2 21.62% 16.93 54 1,586 1.40 0.73 278
(4.18) —
V3 23.15% 724~ 1834 11.86 0.73 282
(3.08) e
V1 29.44% 1670 1,041 0.33 0.46 276
(3.55)
V2 - 25.76% 12.02 1,178 1.97 0.45 286
RS5 (loser) (3.60)
V3 32.35% 4.06 942 31.53 0.45 276
(4.08)
-10.38% 9.65%
Early stage return (R5V1-R4\3) (-2.50) Late stage.return (R5V3-R1V1) (1.39)
Panel B: Ranking/Investthent Period of 3 Years
Prior return Volume Test Pri - Ranking Number of
. ) rice Size Volume . .
portfolio Portfolio Retum ratio observations
V1 (low) 15.92% 44.94 1,225 0.25 0.94 232
(4.55)
" V2 22:25% 83.70 5,543 1.56 0.93 232
R1 (winner) (5.63)
V3 (high) 21.37% 13.55 4,413 17.32 0.93 232
(4.84)
4 15.88% 36.37 1,095 0.27 0.72 232
(4.70)
R3 V2 21.99% 20.30 1,580 1.43 0.72 234
(4.56)
V3 25.36% 6.83 2,163 12.06 0.71 232
(3.83)
V1 19.30% 20.91 990 0.38 0.46 231
(3.67)
V2 21.47% 13.39 1,280 2.19 0.45 231
RS5 (loser) (4.73)
V3 31.83% 4.06 1,024 31.53 0.45 231
(5.03)
-2.07% 15.91%
Early stage return (R5V1-R1V3) (-0.78) Late stage return (R5V3-R1V1) (4.22)
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Panel C: Ranking/Investment Period of 5 Years

Prior return Volume Test . . Ranking Number of
portfolio Portfolio Return Price Size Volume ratio observations
V1 (low) 21.67% 47.36 948 0.28 0.93 192
(4.66)
. V2 26.59% 34.32 2,151 1.70 0.93 194
R1 (winner) (5.52)
V3 (high) 18.55% 13.99 3,472 20.09 0.93 192
(4.56)
V1 17.78% 901 0.32 0.70 193
(4
R3 V2 1.71 0.69 191
V3 11.11 0.70 193
V1 0.36 0.36 192
RS (loser) V2 2.1 0.43 194
V3 33.47 0.42 192
o " 9.58%
Early stage return (R5V1-| m (R5V3-R1V1) (2.42)
Prior retum Volume Ranking Number of
portfolio Portfolio Volume ratio observations
V1 (low) 0.32 0.93 157
RI (winner) V2 1.90 0.92 156
V3 (high) 21.02 0.92 157
V1 0.45 0.69 157
R3 V2 _ v 1.95 0.69 160
v3 i .20 0.69 157
V1 85 0.35 0.44 157
(3.30 —
V2 26.71% 16.34 1,328 1.97 0.43 156
R5 (loser) _ (3.78)
v3 & 20.78% 4950 1,939 29.81 0.43 157
3 01/ LN L
Early stage return (R5 1 3 LEtag4re[1rrI(Rd3-R1V1) 9.71%
Y 1. (1.68)

AN TUNNINGA Y
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4.3 The comparison of simple, early stage and late stage contrarian strategies

Looking at the simple, early stage and late stage contrarian strategy, the results
are consistent with prior researches, past losers outperform past winners in long run
(simple contrarian). However, contradict to prior study of Lee and Swaminathan
(2000), the result shows that late stage contrarian portfolios outperform simple
contrarian portfolios for all investment periods while an early stage contrarian
portfolios underperform for both prior retutn-volume based and 52-week high price-
volume based contrarian strategies as shown in Table 5. For prior return-volume
based contrarian strategy, the returns of late stage contrarian strategy are higher than
the returns of simple.eontrasian strategy_ T11%, 7.28%,17.03% and 19.45% and the
returns of early staggscontrarian strategy underperform simple contrarian strategy
1.67%, 3.84%, 12.31%and 15; 26% for t’he ivestment period of 1, 3, 5 and 7 years
respectively. Similar to priof return—voluir’ne.'based contrarian strategy, the returns of
late stage contrarian strategy are higher than the returns of simple contrarian strategy
5.71%, 8.24%, 2.16% and 1.83% and the returns of early stage contrarian strategy are
lower than the returns of s1mple contrarlan stxategy 14.32%, 9.74%, 11.80% and

=l

12.18% for the investment per1od AT and 7 years respectively.

Table 5 Investment period return of simple, early stage and late Stage contrarian strategies

Table 5 shows the investment period return (test return) of the simple, early stage and late stage
strategy for both prior return-volume based and 52-week high price-volume based contrarian strategies.
A simple strategy buys past‘losers (R5) and sells pastwinners (R1). An early stage strategy buys low
volume losers (RSV11) and sells high volume Wwinners (RI'V3). Alate‘stage strategy buys high volume
losers (R5V3) and sells 1ow volpme winner (R1V1): The numbers in parentheses represent #-statistics
value.

Invéstment Prior return-volume based 52-week high price-volume based

period . ]

Simple Early Late Simple Early Late

1-Year -3.30% -4.97% 3.81% 3.94% -10.38% 9.65%

(-0.72) (-0.76) (0.57) (1.09) (-2.50) (1.39)

3-Year 6.75% 291% 14.03% 7.67% -2.07% 15.91%

(2.32) (0.92) (3.95) (3.26) (-0.78) (4.22)

5-Year 25.39% 13.08% 42.42% 7.42% -4.38% 9.58%

(4.83) (5.18) (3.88) (2.04) (-1.35) (2.42)

7-Year 14.82% -0.44% 34.27% 7.88% -4.30% 9.71%

(3.35) (-0.05) (4.05) (2.34) (-1.31) (1.68)
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4.4 Risk adjusted return of simple contrarian portfolio
4.4.1 CAPM regression

Table 6 and 7 report the results of the CAPM risk adjustment for prior return
simple contrarian portfolios and 52-week high price contrarian portfolios respectively.
The CAPM alphas of loser portfolios of prior return simple contrarian strategy are
significant at -6.11%, 3.21%, 2.47% and 5.99% for investment period of 1, 3, 5 and 7
years respectively. For winner portfolio, the®CAPM alphas are significantly lower
than the loser portfolios inlong term that are 6.88%;=3.17%, -8.99% and -11.43% for
investment period of 1, 3, 5¥and 7 years respectively. The results show the high
profitability of prior teturasSimple contrarian even adjusted for market premium risk
that are 6.38%, 11.46% and/17.42% for investment period of 3, 5 and 7 years
respectively. : = |

For 52-week high price "'simplell,'i contrarian strategy, the alphas of loser
portfolios are much lower than the prior r‘elunn simple contrarian strategy. From the
result, the CAPM alphas of. loser!pmortfoli-dg{qf 52-week high price simple contrarian
strategy for investment period of ;3. 5 and 7 yl;ars are -10.05%, -4.54%, -6.95% and
5.99% respectively and for_the winner p@q_}i_o_s, the CAPM alphas are 11.34%,
4.23%, -1.04% and ',j;5.96%. The riék adjusted returns of loser portfolios are negative

except for 7 years investment period which provides insigﬁiﬁcant positive alpha. This
result can be interpreted to high market premium risk of loser portfolios as we can see

from the high beta of loser portfolios.
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Table 6 CAPM regression of simple contrarian portfolio based on prior return

The annual excess returns of prior return simple contrarian portfolios are regressed against the market
premium as follows:

R, —-R,=a,+ [,[Mkt, —Rﬁ]+eP,

Pt fi
where R, is the return of the study portfolio, R ﬁis the risk free return rate, &, is the CAPM alpha. f is

the factor loading for the market excess return, Mk, is the return of market.

Investment eturn (r Contrarian
Y excess return

-0.1299

0.0638"

0.1146***

0.1742***

Table 7 CAPM regression of simple co : tfolio based on 52 -week high price

The annual excess returns of 52-week hi; rarian portfolios are regressed against the

market premium as follows:
where R, is the return of the 1 ai*-i”-‘ a, is the CAPM alpha. f3 is

Pt
the factor loading for the EJ irket excess return, Mkz, 1s the return of market.

[ . 'Y,
o018 F W O FYE I
P 58] 1 ViR W e
o portfoli P 0 . urn
LT Rl(winner)  0.1134"*  0.6926" -
1-Year rs & -0.0206* 0:9760*** -0.2139™ g
9 3-Year R3 0.0156*** 0.9647** -0.0877**
RS -0.0454** 1.2783**
R1 -0.0104 0.8652*
5-Year R3 0.0210 1.1618** -0.0591
RS -0.0695*** 1.3193**
R1 -0.0596*** 0.7466*
7-Year R3 0.0330%** 1.0479** 0.0717~

RS 0.0121 1.0846**
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4.4.2 Fama-French 3 Factors regression
Table 8 and 9 show the Fama-French 3 factors model regression results of
prior return simple contrarian strategy and 52-week high price simple contrarian
strategy respectively. In table 8, the result of prior return simple contrarian strategy

shows the significantly positive excess returns (alphas) of loser portfolios and
W in long horizontal investment period (3

eted that the prior return simple
in long term even adjusted for

market risk, size risk and ct. The result show the excess
return of prior return si n strategy e

21.84%, 4.89%, 10.84% and
10.35% for ranking and

negative excess returns for winner j

contrarian strategy provide

years respectively.

Looking at 52-w i i strategy’s result in table 9, it
shows the lower exc ter adjus k, size risk and market to
book value effect. Th ' he' Sig 1 itive excess return only for
investment period of 5 .. 1 < cess' e 52-week high price simple

contrarian strategy are -11. '€ ) 0.58% for investment period of

AUEINENINYINT
RIAINTUNNIINYIAL
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Table 8 Fama-French 3 Factors regression of simple contrarian portfolio
The annual excess returns of prior return simple contrarian portfolios are regressed against the market
premium, SMB and HML return as follows:

Rp =R, =ap+Po[Mkt, —R;]1+BSMB, + B, HML, +ep,
where R, is the return of the study portfolio, R ﬁis the risk free return rate, a , is the FF alpha. f is the
factor loading for the market excess return, Mkt, is the return of market, f,is the factor loading
for SMB, (return on the mimicking portfolio, for risk related to size), B,is the factor loading
for HML, (return on the mimicking portfolio for risk related to book-to-market-equity).

I TR Y S Y g, B o
RI (winnes)ss0:0745 010744 01438 -0.1684
1-Year R3 010335 0.94767* 0:2291 -0.1110 -0.2184*™
RS (loser) £0.1409" 1,3026** . -0.0070 0.6514
RI £0.02814 | 0l9860**  -0/5365* -0.0607
3-Year R3 0.0007 08724 -0.2056"* . 0.1607 0.0489
RS gibogs 3., < 108584 0.3571%*  0.0773
R1 “0.0823* 0.9595*** -0.2657""* . -0.3683*
5-Year R3 00207, 129 g4 | ‘0% 110 -0.0978 0.1084
RS 0.0761* 11988 03463 0.6176"
Rl -0l0215 11446*** . -0.0382 -0.6756*
7-Year R3 0.0025 * 13085*** 01008 0.2201 0.1035*
RS 0.08205 4 /0.8984%%,  -0.9902* 0.2568

Table 9 Fama-French 3 Factors regresswn of 52—week high price simple contrarian
portfolio -t

The annual excess returns of 52-week hlgh price s1mple contrarian portfohos are regressed against the
market premium, SMB and HME refurn as follows:

Rp, —R,», =ap+ ol Mki, =R, |+ B SMB |+ By HML, +ep,
where R, is the return of the study portfolio, R ﬁis the risk free return rate, a , is the FF alpha. f3 is the
factor loading for the market excess return, Mkt,is the return of market, f,is the factor loading
for SMB, (return=ongthe ;mimieking ~portfolio sfor-.risk, related~to .size)s+$,is the factor loading
for HML, (return on the’mimicking portfolio for risk related to book-to-market-equity).

vt Ko aph @ fy B, B quyumman,
R1(winter)» | 000659+ | 0750744 0.2711 =0.1419+%
1-Year R3 -010047 0.8876"* 0.3219 10.0063 L475
RS (loser)  -0.0524* 14674 09781 0.0857
R1 0.0498"  0.9438**  -0.3342* -0.1735*
3-Year R3 -0.0010 0.8687** 0.1749* 0.1697* -0.1008"*
RS 00510 1.2475*** 0.0344 0.0477
R1 00231 0.8992**  -0.7640* 0.1746**
5-Year R3 0.0067 1.0228*** 0.2810 0.2535%** 0.0760*"
RS 0.0529"*  1.1820** 0.5911 -0.8794*
R1 -0.0083 0.8805**  -0.5299"* -0.0398
7-Year R3 0.0816***  1.5684**  -0.2605 -0.5503* 0.0058

RS -0.0025 1.0073** 0.5279 -0.1524
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4.5 Risk adjusted return of volume-based contrarian portfolio

4.5.1 CAPM regression

Table 10 and 11 report the results of the risk adjusted return by using CAPM
model for prior return-volume based contrarian portfolios and 52-week high price-
volume based contrarian portfolios respectively. Looking at prior return-volume based
contrarian strategy, the result in Table 10 shows the significantly positive profit of
high volume loser portfolio in long investment period after adjust for market risk and
show negative returns for low volume winner portfolios. This points to the high
market risk adjusted exeess retuin of late stage contrarian strategy. The excess returns
of late stage contrariamsstrategy for inve§tment period of 3, 5 and 7 years are 4.36%,
20.54% and 21.03% tespectively: For egrly stage contrarian strategy, the result also
show the positive market risk adjusfed rettlrrls; 14.55%, 5.13% and 9.43% for 3, 5 and
7 years investment period respectivel;f. j

For 52-week high price- Volurne based contrarran strategy, the result in Table
11 shows much lower excess return of botl; late stage contrarian strategy and early
stage contrarian strategy. The ,excess retur-n. .of late stage contrarian strategy is
significantly positive only for 1nvestment perrod of 3 years, whereas the excess return

of early stage contranan strategy mostly negatrve except for 7 years investment

period. The excess. returns of late stage contrarian strategy- for investment period of 1,
3, 5 and 7 years are -16.90%, 11.97%, 6.71% and 7.44% respect1vely For early stage
contrarian strategy the excess returns are -19.02%, -17.43%, -7.47% and 4.11% for 1,

3,5 and 7 years investmentperiodmespectively:
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Table 10 CAPM regression of prior return volume-based contrarian portfolio

The annual excess returns of prior return-volume portfolios are regressed against the market premium,
as follows:

R, - R

, ﬁ=aP+ﬂO[Mkt,—Rﬁ]+eP,

where R, is the return of the study portfolio, R ﬁis the risk free return rate, &, is the CAPM alpha. f; is

the factor loading for the market excess return.
i

kt, is the return of market.

e S S
o Gewn  Vowme g g, | mewn Gl s,
V1 (low) — Vi -0.1587* 0.7194%
R1 (winner) V2 V2 -0.1424*** 0.8158***
V3 (high) V3 0.0356*** 0.7989**
V1 0.0485*** 0.9769***
1-Year R3 V2 0.0136*** 0.9262***
V3 -0.0033 1.3782**
\%1 0.0869*** 0.9655***
RS5 (loser) V2 0.0125*** 1.2031**
V3 (high) V3 0.0467*** 1.4378**
Early Stage Excess Return xeessRetum  0.0513%
Late Stage Excess Return cess Return 0.2054***
\%1 -0.0887*** 0.6670***
R1 V2 -0.1669*** 0.8120**

V3 -0.0889*** 1.0912**

\%1 -0.0541*** 1.0813**

3-Year R3 V2 0.0784* 1.1594***

V3 0.0389*** 1.7767**

\%1 0.0054 0.9341**

RS 0.0153 0249 V2 0.0440 0.3623
V3 0.0345*** 1.4180*** V3 0.1216*** 1.0300%*
 Early StageExcessRetun __ © 055 |9 Bay siage Excess Retum 0004y
A ;

Early Stage Exceﬁtum ®5*"*

Late Stage Exce

1] L] L] - L] [l -
0.0486" ‘ ‘ p 1 e Exc @ 0.2103***

q
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Table 11 CAPM regression of 52-week high price volume-based contrarian portfolio

The annual excess returns of 52-week high price-volume portfolios are regressed against the market
premium as follows:

R, —Rﬁ =a, + B, [Mkt, —Rﬁ]+eP,

where R, is the return of the study portfolio, R ﬁis the risk free return rate, &, is the CAPM alpha. f is
the factor loading for the market excess return, Mk, is the return of market.

Mperiod portialo portioli portiolis  portiole  AlPha Bo
V1 (low) . \! -0.0720*** 0.6948***
RI (winner) V2 x V2 0.2260*** 1.9942**
V3 (high) - V3 -0.0499** 0.5034**
Vi1 -0.0962*** 0.4630**
1-Year R3 V2 V2 0.0910** 1.4848**
V3 -0.0601* 1.1115**
\2! -0.1246** 0.4209*
RS (loser) V2 -0.0659*** 0.7069***
V3 (high) W V3 -0.0049 1.1298***
Early Stage Excess Return =" Botly Siage Excess Retum  -0.0747°
Late Stage Excess Return “xcess Return 0.0671*
Vi1 RI1 \%! -0.0615*** 0.6733***
R1 V2 V2 -0.0287 0.8229**
V3 V3 0.0069 1.0681***
I R3 V1 0.0163 0.6993***
3-Year R3 r il v 0.0630*** 1.0900***
3_ ‘w00 1,245+
V R Vi1 0.0480* 0.9407***
RS Vzm -0.0354 m V2 -0.0020 1.2762**
V3 - 0.0977** 1.9450** V3 0.0129 0.9921***
Early Stage ExcessRetum  © 04743 | EardyStage ExcessRewm 00411

L] L] - L] i L]
Late Stage Excﬁ 119 ‘ ‘ . i t%ﬁﬂeﬂﬂuﬁ 0.0744
- — X = 1119

1 Wik

U
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4.2.3.2 Fama-French 3 Factors regression

Table 12 and 13 present the results of Fama-French 3 factors model regression
of prior return-volume based contrarian strategy and 52-week high price-volume
based contrarian strategy respectively. In table 12, the regression result of prior
return-volume based contrarian strategy shows the positive excess return for high past
trading volume loser portfolios in long term investment period and shows lower or
negative excess return for low past trading volume winner portfolios. These result
lead to high positive excess return of late stage€Ontrarian strategy. The excess returns
of late stage contrarian after.adjusted }"z)r market risk, size risk and book to market
value effect are -23.07%,:2:34%. 10.82% and 22.33% for investment period of 1, 3, 5
and 7 years respectively! For early stage contrarian strategy, the Fama-French 3
factors alphas are lower than late stage contrarian strategy in long term but higher for
short term. The excess returnsofearly stage contrarian strategy are -19.09%, 13.56%,
0.48% and -9.03% for investment pcriod O’E‘E 1: 3,5 and 7 years respectively.

Similar to the result of CAPM regf?‘s!si‘én, the result of Fama-French 3 factors
model excess returns of 52—Week!’high ﬁ}fé'?=yolume based contrarian strategy are
lower than prior return-volume rba-sed cont@n'aff; strategy as shown in Tablel3. The
excess returns of late stage contrarian strat:eéj'i!ﬁr investment period of 1, 3, 5 and 7
years are -25.87%-8.38%,.10.13% and 7.73% respectively. For early stage contrarian
strategy the excess returns are -27.71%, -4.61%, 16.02% and -8.47% for 1,3,5and 7

years investment pertod respectively.
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Table 12 Fama-French 3 Factors regression of prior return volume-based contrarian portfolio

The annual excess returns of prior return-volume portfolios are regressed against the market premium,
SMB and HML return as follows:

Rp =R, =ap+Bo[Mkt, —R;]1+B,SMB, + B, HML, +ep,
where R, is the return of the study portfolio, R ﬁis the risk free return rate, a , is the FF alpha. f3 is the
factor loading for the market excess return, Mkt is the return of market, fB;is the factor loading

for SMB, (return on the mimicking portfolio for risk related to size), §,is the factor loading

for HML, (return on the mimicking portf i0, o ,f/ued to book-to-market

5 Years Investment Period

estment Period

Early stage excess return

Late stage excess return

-0.1909***
-0.2307***

-equity).

0.0048*
0.1082%**

portiols___partiolp | AIPha i Po B, B,

V1 (low) 0.0447 36! ! h -‘ -0‘07_17*** 0.8307*** -0.4037 -0.4255

R1 (winner) V2 0.0851 "(.).' 0.8591*** -1.4989* 0.0583

V3 (high) 0.1032* E 0.9843%** 0.8481* -0.4512

V1 -0.0021 . 0.8410%** 0.0847 -0.0852

R3 \¥ 0.0902** 0. g L1112%** 0.0970 -0.4883

V3 0.0009 014 1.3715%** -0.2604* 0.0904

V1 (low) -0.0877 0.0607*** 0.7373%** 0.4989 0.6939

RS5 (loser) \¥ -0.1497** | 0.00 0.8613%** -0.7831 1.0811
V3 (high) -0.1860* 0.0365%* 1.2386%** -0.7468 0.8346**

7 Years Investment Period

| Qs‘j N9 §|J (b

Tﬁ%lﬁgﬂ

AT TR W

e e | Alpha i by A, 2
Vi1 0.00,1)3, 1.1537%** -0.1570 0.6798* 0.1564 -0.0907

R1 V2 0.01 7- 1.2921* 0.1171 -1.3151
V3 1.5274%* -1.1005 -0.7577

Vi1 0.0244**} | 0.8066** .206 0.7369%** 1.8852%%* 0.2297

R3 V2 -0.0177 0 7069** -0.4667 0.9236 —0.040 0.8309 -0.0696 0.8960
V3 0 0009 ﬂ4*** -0.4546 UOI 12 0.1685 2.0859%* -1.1897 -0.3888

RS V2 -0.028 0.01 747 2.3761 -0.8937
V3 0 0245%%* 1.1256%** 888* 0 4129*** 0.1370 1.0058 -1.6787 0.6723
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Table 13 Fama-French 3 Factors regression of 52-week high price volume-based contrarian
portfolio

The annual excess returns of prior return-volume portfolios are regressed against the market premium,
SMB and HML return as follows:

Rp, —Ry =ap+ folMkt, —R 1+ B,SMB, + B, HML, +ep,
where R, is the return of the study portfolio, ’ is the risk free return rate, a , is the FF alpha. f is the
factor loading for the market excess s sthe return of market, §,is the factor loading
for SMB, (return on the mimicki \ lated to size), B,is the factor loading
for HML, (return on the mimickin

ook-to-market-equity).

5 Years Investment Period
Return Volume % .
portfolio portfolio Alp # ﬁo ﬁ 1 ﬂz
V1 (low) 0.0629* 0.8208*** -0.8879 0.7252%**
R1 (winner) V2 0.1361%* p .( b 0.7516%** -1.3445%** 0.8315%**
V3 (high) 0.1411%*% ¢ r s L K 0.7118*** -0.6395 0.7840%*
V1 0.013 ; "’__ 0754 © O 0.8789%r¢ 07460 -0.9960***
R3 V2 0.0486** 1.3174%** 0.6396 -0.8899***
V3 0.0055 1.6389*** 1.0244 -1.3181%**
V1 (low) -0.1360** 1.1741%** 1.1070 -1.6490
RS (loser) V2 -0.1935%** 1.1799*** 0.9980 -1.5666*
V3 (high) -0.1958** 1.3695%** -0.0605 -0.8860***

Early stage excess return -0.2771%**
L 0.2587%* ; l',f-“:"-!'l_- "
ate stage excess return -0.2587 e L
| 3 ) 7 Years Investment Period
Return Volume -
portfolio portfolio AT /30 .Bl ﬂz
Vi 0.0M 0.603 1** -0.2986 0.2377
R1 V2 0.0844+| 1.1685%%* 4338 109 . 0.4432* -0.8297** 1.1465%*
V3 -0.0024 0.9674%** -0.8029%** 1.3121%%* -1.1461 -0.4271
\%I 005y (.83 7+%+ 0.1345 120.6658%+* 0.9667** 0.0751 -0.3979
R3 Vz m ﬂ %Sm ﬂzﬂ i4ﬁ ﬁés*** _0'1564 _0'8591**
V3 0! 173084%** 06, ATT70* 175243+ 0.1376 -0.4252%*
Vi -0.0485%* 1.2168*** %913 -0.3850** . 0.9320%** 0.6926* -0.3241
R5 o -0.0503** 9T73*** 22, .17, 669*“ 7536 -0.5446
q N 1@ 1992#x | -0.4636* 7408% %% L za 1649 -0.0701
- Y e N r B e W R ¥ 8 "4 N
Early stage eqess return -0.0461* | Rk

Late stage excess return -0.0838%***




CHAPTER V
CONCLUSION

For simple contrarian strategy, the result consist with prior researches that the
returns of loser portfolios higher than the returns of winner portfolios for long term
investment period (3 years or more) both prior return simple contrarian portfolios and
52-week high price simple contrarian portfolios. However, after adjust for risks by
using CAMP and Fama-French 3 factors models, the excess returns of prior return
long term contrarian strategy.ate still positive.but the returns of 52-week high
contrarian strategy are'much lewer or even negative. This can be interpreted that the
prior return contrarian‘stratggy is more efﬁcient than 52-week high contrarian strategy
in the SET. 1 '

Focusing on velume based rcontligr'ian strategy, results found on this study
show that volume relaysdmportant inforﬁ'}atibn about future return. The future return
of loser (winner) with high past trading ::\j{(__).lqu_ne is higher than the future return of
loser (winner) with low past trg@ing ti}-,}r_n.e. Moreover, a late stage contrarian
strategy which buy high volume foser and-:'sjcl']. low volume winner outperforms a
simple contrarian strategy and an, garly stage contrarlan strategy which buy low
volume loser and sell high Volume winner for all ivestnient periods and both prior
return and 52-week High price volume based contrarian strate gies. The profitability of
late stage contrarian portfohos remains positive for long-term investment period even
controlling for market risk, size effect and book value effect. These results reveal a
puzzle about/the Voluine-based comtratian strategy in Thailand;-Since prior researches
in developed market show that the low volume loser (winner) outperforms the high
volume loser (winner).and an early stage contrarian‘strategy,is.more profitable than a
late stage contrarian strategy.

An alternative explanation for the results is related to the information diffusion
in Thailand and investors overreaction. Since Thailand is an emerging market and
lack in information diffusion and analyst, the existing researches mostly focus on the
large firms that lead the market. Because contrarian excess return stem from market
overreaction to news, contrarian strategists can exploit asymmetric price movement

associated with high-volume stocks, which signify investor overreactions to news and
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information during the portfolio formation period (Wongchoti, and Pyun (2005)).
Therefore, the relation between past trading volume and price reversal should be more
pronounced for smaller and less widely followed firm. This idea conform to
Campbell, Grossman, and Wang (1993) and Blume, Easley, and O’Hara (1994), they
show that stock price changes are led by high-volume trades that tend to be reversed
more often than those led by low-yvolume trades. They also show that the relation
between past volume and concurrent prices 1§ higher for small stocks. Similarly, Nam,
Pyun, and Avard (2001) decument that infotimation trading volume could be defined
as another source of contratian profits Jattainable from stocks of small and medium
size firms. From this explanation, it suggests to higher return of high volume losers
which mostly are small siocksthan low volume losers.

For winner portfoliosy the return of high volume portfolio is higher than the
low volume portfolie; this result also s11‘15p9rts the market overreaction hypothesis.
Since the stocks in wianer portfolio mosgtlyrare the large firms and there are many
analysts follow them, thus the trading Voli;iihé-' less signifies the market overreaction
for the large firms in winner portfolio. M:Z)__reo_ver, many of large firms in winner
portfolio are in the SET50 list (50 iargest ﬁt@s Jrn the SET) which are well-known for
foreign investors and there 18 —a'regulation'i'é'i*isome institutions or funds that limit
them to buy stock-only in the SETS50, these reasons also cause the high volume of
winner portfolio that_are not stem from market overreaction and support the notion
that trading volume fess signifies the market overreaction for large firms in winner
portfolio. Another explanation for higher return of high volume stocks in winner
portfolio raised by, Punnee(1998), she state that since there| isqa restriction for short
sale in Thailand, therefore overreaction for good news durable,K occur because
investors cannot ‘easily to exploit from the joverreaction by using-contrarian strategy
(short winner stocks).

Further research could be done in order to check the robustness of this study
and try to answer this puzzle. For example, this study should be redone again when
there is longer term of data available to increase the accuracy of the regression. If

possible, the highly return of the small stocks with high trading volume should be

checked whether it caused by the price manipulation.
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