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ABSTRACT

.

The stock returns’“momentum phenomenon” and “re-
versal phenomenon” found in numerous empirical studies
have become one of the most important “anomalies” in finan-
cial field. To explain these phenomena. the scholars of the
behavioral finance school have proposed several influential
theoretical models. The common point of these models is
that these models assume that the investors have psychologi-
cal bias, which means that they are not fully rational. This
book explains the momentum and reversal anomalies using
the rational position-building behavior of institutional inves-
tors, explores the reasons and motivations of position-build-
ing, and points out the impact of position-building behavior
on the stock price and trading volume. The behavior of posi-
tion-building makes the private information about stock arbi-
trage diffuse gradually whereas the process of position-build-
ing (i. e. , private information diffusion process) makes the
stock price result in the “momentum phenomenon” and “re-
versal phenomenon”.

This book consists of 7 chapters. The main points and

conclusions of each chapter are as follows:

In chapter 1, the research question on how to explain



the momentum and reversal anomalies is put forward. The
dissertation logic thinking, research significance and innova-
tion points are explicated and several important concepts
such as position-building and private information are de-
fined.

Chapter 2 is literature review. Before 1970, momentum
and reversal strategies got more and more criticism by the
random walk school and this criticism reached the peak in
1970 when Fama developed the Efficient Market Hypothe-
sis. However, after 1970, more and more empirical research
supported the existence of momentum and reversal effects.
Then, critical comments are made on the explanation of mo-
mentum and reversal by both traditional finance and behav-
ioral finance. At last, the current and related studies on po-
sition-building in both broad and narrow senses are summa-
rized.

In chapter 3, the following issues are explored: (1)
theoretical framework of position-building (in a narrow
sense) including the precondition of position-building that
institutional investors need to take a large enough position,
the subjective motive is to reduce the high risk of stock arbi-
trage, and the objective motive is to reduce the liquidity
(volume) risk due to the special trading system of stock
market. (2) The relationships between volume change. po-
sition-building of institutional investors, and momentum and
reversal are analyzed. One of the important motivations of

position-building is to deal with the liquidity issue of chan-



ging trading volume. On the other hand, position-building
can result in momentum and reversal of stock price and
trading volume. (3) Momentum and reversal anomalies are
reasonable in the view of security design. (4) How the posi-
tion-building process results in momentum and reversal is il-
lustrated.

In chapter 4, the trading strategies of institutional
investors’ position-building are illustrated on the basis of lit-
erature review. Then, it is examined how the trading strate-
gies make the stock price and trading volume result in the
trend of momentum and reversal respectively. Finally, the
relationships between position-building, trading volume,
momentm and reversal are demonstrated.

Chapter 5 presents an empirical study conducted to veri-
fy the following hypotheses on the basis of literature review .
(1) the lowest volume tends to be accompanied by the lowest
price, which is the price reversal leading to upward momen-
tum; and (2) the highest volume tends to be accompanied by
the highest price, which is the price reversal leading to
downward momentum.

Chapter 6 presents an empirical study conducted to veri-
fy the following hypotheses: (1) if the lowest volume is ac-
companied by the upward price volume momentum, the in-
stitutional investors tend to increase their shareholding; and
(2) if the highest volume is accompanied by the highest price
volume momentum, the institutional investors tend to de-

crease their shareholding. The second hypothesis is more



significant than the first one due to the lack of short sale in
the mainland China.

In chapter 7, the main conclusions of this book are sum-
marized, and several related policies and suggestions for
stock market construction are put forward. In addition, the
limitations and further research of this book are pointed out.

Key Words: Momentum Reversal Volume Position-

Building Institutional Investor
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