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Investor Overreaction on the Budapest Stock Exchange - Is the Markets Really Efficient?
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This paper provides an empirical test of market efficiency on Budapest Stock Exchange (BSE). Consequently the main purpose of the study is to answer whether the market meets the market efficiency requirement or to prove the phenomenon of behavioral finance that the investors overreact the information. The approach begins by studying earlier results regarded the overreaction hypothesis, which implies that market underperformed portfolios will outperform the market in the future and vice versa. It is important to emphasize the time frame as the anomaly could be observed in case of long time period (over 1-year period), in short term (e.g. in the first 6 months after the selection) fulfilled the opposite. The applied methodology uses the statement of market efficiency which stipulates that abnormal return should be equal to zero. Therefore the over- and underperformed portfolios are established on the basis of cumulated abnormal return in the ‘selection period’. Portfolios formed by the former conditions are monitored in the ‘testing period’. Based on this method the paper puts up with the anomaly of behavioral finance so reversal movement of stocks can be observed on BSE. These results were found to be robust in case of different time scale of ‘selection period’ and ‘testing period’.



