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Overreaction and underreaction effect respectively in the bull market and
bearish market

LIN Shu1, LI XIANG1

(1.School of Business,Nanjing University, Nanjing 210093,China)

Abstaract: We test the overreaction and underreaction effect respectively in the bull market and bearish
market based on ten years data of Chinese stock market. From 1995 to 2004, we find in the bull market
underreaction on the winner portfolio, but no reason was available; overreaction on the loser portfolio,
and it may come from investor’s overconfidence. On the other hand, we find in the bearish market
overreaction on winner portfolio, and the possible reason is representative heuristics; underreaction on
loser portfolio, and it may come from the conservatism.

Keywords: overreaction; underreaction; bull market; bearish market
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