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ABSTRACT

Objective — In an efficient capital market, the price of a stock reflects the outstanding and relevant information. However,
some studies find that is the capital markets are not always efficient. Sometimes investors put too high a price, good news
and vice versa. That’s why there are variety of capital market anomalies such as the price reversal. This research, test
share return following one day a big change of the share price in the Indonesia capital market.

Methodology/Technique — The unit of analysis in this study are the stocks that listed in the Jakarta Islamic Index. Then
we used purposive sampling method for sampling and 21 samples obtained shares. These samples, then classified into 11
shares 10 shares winner and a loser. Analysis the user is paired sample t-test and doubled regression. In addition, double
regression analysis with market overreaction, dividend policy, firm size and the January effect as independent variables
and price reversal as the dependent variable.

Findings — Regression test showed that in the group winner stocks, market overreaction, firm size and January effect
have an effect on signs of price reversal. And dividend policy has no significant influence. For the group of loser stocks,
market overreaction, dividend policy, firm size and January effect affect both simultaneously and partially on price
reversal.

Novelty — The study contributes decision making of investors in Indonesia financial market with its evidences.

Type of Paper: Empirical

Keywords: Market Overreaction; Dividend Policy; Firm Size; January Effect; Price Reversal.
JEL Classification: G11, G14, M41.

1. Introduction

A rational investor will always do an analysis before deciding to invest in the capital market, particularly
in financial assets. At the time of analysis and make investment decisions, investors needed information that
can be considered in making a decision. This relates to the efficiency in the capital market proposed by Fama
(1969). An efficient market is a securities market price reflects all available and relevant information. The
investors in the capital market does not always behave rationally in response to the information that issued.
The results of the study of various parties find that the market is not always efficient, especially after the
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detection of many anomalies that appear in the stock market as the January effect, size effect and including the
winner-loser anomaly based on the market overreaction.

Market overreaction are events that are considered important by investors, which could lead investors to
overreact. Market overreaction hypothesis was first introduced by De Bont and Thaler (1985), to find a reversal
of stock returns where stocks underperforming (loser) will show a better performance than the previous stocks
that have performed well (winner). In other words, stocks that have performed well (winner) it will obtain the
abnormal return is low. While stocks underperforming (loser) will obtain higher abnormal returns.

Investors will usually set their prices too high to be considered a good news (good news) and put a low
price on the news that is considered not good (bad news). One type of information is an important signal for
investors to assess the company's prospects that the company's dividend policy. The greater the dividend given
by the company, then the company's stock will be increasingly in demand by investors. This means it will
drive the demand for the company's shares, which in turn will boost the company's stock price.

In addition to the dividend policy, company size and seasonality also trigger certain reactions in the market.
Zarowin (1990) in his research found that the trend of loser stocks outperformed of winner stock does not
depend on market overreaction, but because of their size loser stock companies smaller than the size of the
winner stock company. If using the same scale of the company, there can be no difference of return on loser
stocks and winner stocks. Research results of Zarowin are not relevant to the research in Indonesia Stock
Exchange. They mentioned that the size of the company does not have an influence on the market overreaction.

Preliminary data collected indicate that the Indonesian Stock Index, change massively generally followed
by a change back in the opposite direction to the price the next day as known phenomenon of stock price
reversal (price reversal). Trading day increase or decrease on a massive scale. The largest categorized index
changes when (average return of the Indonesian Stock Index) for the increase is greater than 2.5% and to a
smaller decline of -2.5%.

The phenomenon of the above, there is a problem that is interesting to study the factors that influence price
reversals, and if there is an overreaction of investors that triggers a reversal of a stock, as shown by De Bont
and Thaler (1985).

Some research conducted abroad and in Indonesia shows that there are various opinions about the factors
that influence the phenomenon of price reversal (price reversal). The phenomenon of price reversal (price
reversal) is likely influenced by overreaction investors with information or other factors such as the size of the
company (firm size), dividend policy and seasonality.

Researchers intend to conduct further research, especially regarding the hypothesis market overreaction,
the size of the company (firm size), dividend policy and seasonality are assumed to have an influence on the
phenomenon of price reversal (price reversal) on stocks that are members of the Jakarta Islamic Index in
Indonesia Stock Exchange. The hypothesis on research, first, overreaction market of investors influence the
phenomenon of price reversal. The second hypothesis is the dividend policy affects the price inversion
phenomenon. The third hypothesis, the size of the company (firm size) influence the price reversal
phenomenon. The fourth hypothesis seasonality effect on the price reversal phenomenon.

2. Methodology

This study was conducted to prove empirically that there is a market overreaction in shares listed on the
Jakarta Islamic Index, causing the phenomenon of price reversal (price reversal). In addition to the factors
supposed to influence the occurrence of price reversal (price reversal) which will be examined in this study is
marketed overreaction, dividend policy, company size and seasonality.

Technical analysis is used is by using a panel data analysis model (pooled data). Panel data (pooled data)
are a combination of time series and cross section. The use of panel data regression model allows to capture
the characteristics between individuals and between the time that can be different.

Model studies compiled in the following equation:
Y = a + p1X1,it + + B2X2,it + B3X3,it + B4X4,it + Eit
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Where :

Abnormal Return Y = cumulative daily stock company att=1
o = constant

B1, B2 = coefficient regression ..

X1 = the dividend policy of the company

X2 = the size of the company

X3 = January effect

€ = error (confounding factors outside the model)

i = type of issuers t = month

3. Results

To test for the occurrence of a price reversal, the sample needs to be divided into two groups, namely a
group of stocks winner and loser stock group. Based on the results obtained by analysis of the multiple linear
regression equation as follows:

Y =0.00376 + 20.11927 OVERRE - 0,00559KEBDIV - 0.00026 SIZEEF

- 0.43167 JANUEF

From the results of the regression output loser in front of a group of stocks to interpret the results as follows:
Y =-0.44604 - OVERRE + 0.61596 1.30061 0.04494 KEBDIV + SIZEEF

+ 7.94675 JANUEF

Results of research on two models presented above is as follows, first, that there is significant empirical
evidence of the influence of the variable market overreaction of investors against the phenomenon of price
reversal either in groups or on group winner stocks loser stocks. The second outcome is obtained that there is
empirical evidence that dividend policy does not significantly influence the occurrence of the phenomenon of
price reversal in the group winner stocks. While on a group of stocks loser occur a significant influence.

The third result that there is empirical evidence on the size of the company's significant influence in the
phenomenon of price reversal both at group winner stocks as well as on a group of stocks loser and final results
that seasonality (January effect) significantly affects the price reversal phenomenon.

4. Discussion

In the group of loser stocks, investors overreaction action occurs when positive events. Investors are
enthusiastic about the positive information in the market that put a high price on a group of loser stocks. This
looks at the different test results conducted on a group of stocks which the loser, there is a difference between
before and after the return of positive events.

Market Overreaction action from investors to be one cause of the phenomenon of price reversal. Where the
shares that had been the winner (consistent increase the price) changes experienced price declines when there
is bad information (bad news) in the market. But this did not last long as investors realize has taken action to
make corrections overreaction on stock prices. Correction is done in the short term (daily). This is in line with
research De Bondt and Thaler (1985), Atkins and Dyl (1990),

The second result of this research states that the company's dividend policy has an influence on the
occurrence of the phenomenon of price reversal. The results of the regression test winner stock group found
that the company's dividend policy has no effect on the stock price reversal on the group winner. This is in line
with the theory introduced by Miller and Modigliani known as irrelevant theory. Irrelevant theory states that
the value of a company is essentially determined only by the ability to generate profit and business risk, in
other words the value of a company depends solely on income generated assets, not on how the income is
divided between dividends and retained earnings.

Findings on group winner stocks is in line with research which states that the dividend announcement has
no information content that is useful for investors. Several other opinions suggest that if companies pay
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dividends to shareholders, the opportunity to invest company cash flow will be reduced because the company
issued to pay dividends. Meanwhile, with no (delaying) the payment of dividends, the cash can be used for
investment opportunities. Investment activity will increase the value of the company and its shareholders will
benefit. So that the results of the regression test group winner stock obtained regression coefficient is negative.
Because of the large corporations, investors are no longer just looking at the dividend policy as a measure of
the progress of the company, but also saw low cash the company, the increase in the number of assets and
other policies that can enhance the company's value in the future.

While the loser stock group testing, it was found that the company's dividend policy has a significant
influence on the occurrence of the phenomenon of price reversal. The results are consistent with other research
when the company announced an increase in dividend payments market will respond positively and vice versa
when the company announced a dividend reduction will respond in a negative market. These facts also support
the hypothesis of rent extraction because the market interprets that in companies paying dividends to rise, there
is the controlling shareholder who do not want to make the exploitation of minority shareholders, and vice
versa.

The results of the third states that there is influence of company size on the occurrence of the phenomenon
of price reversal. Results of regression test well on the group winner and loser stocks, stating that there is
empirical evidence to accept the hypothesis. In other words, either the group winner stock nor losers, there is
a significant influence on the size of the company to the occurrence of the phenomenon of price reversal.

This is in line with research conducted by Banz (1981), Zarowin (1990), and Fama (1969). The calculation
of the size of the company following the method used by Zarowin (1990). Where the size of the company
measured by market capitalization. Therefore, when the stock price changed by one point only, it will have a
tremendous effect on the value of the company's market capitalization. Loser enterprise size tends to be smaller
than the size of the company so that the winner has a greater risk than the size of a large company (winner).
This is because of the difference between companies with small size and big in publishing the financial
statements, the company with a small size has led to a reaction which is great due to the financial performance
only published after the audited, but not all small companies that publish entirely of information on financial
performance, making it the company small size tend to contain risk and greater return compared with
companies with big size.

The results of the four studies suggest that seasonality (January effect) has an influence on the price reversal.
Regression test results stating that there is significant empirical evidence of the influence of the variable
January effect on the variable price reversal either group winner stock as well as in the group of loser stocks.

January effect is a phenomenon in which the stock returns will be higher in January compared to other
months. The increase in the return is the result of investor optimism in investing. Additionally, create a tax
loss for investors, investors are advised to sell securities that are less profitable at the end of the year, then at
the beginning of the year to buy back the same securities. If the total cost of the tax loss is substantial, it may
be used to cover the cost of transactions. Measures to sell at the end of the year (December) and buy back at
the beginning of the year (January) that causes a decrease in prices at the end of December and the increase in
January.

Statistical analysis showed that the January effect makes the stocks that experienced price declines (loser)
at the end of the year, changes have increased the price (winner) at the beginning of the year. So the price
reversal phenomenon significantly affected by the January effect. January effect will be more pronounced on
small stock (loser) because it has a price difference of the supply and greater demand (bid and ask spread
price).

The results support previous studies that the Indonesian capital market cannot be said as an efficient capital
market. In the theory of efficient capital market, the prices established is the price derived from historical
information, coupled with all of the information published. Indirectly, it can be said that if there is a specific
announcement, then the market will react in accordance with the directions of the announcement. If the
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announcement is good news, then the market will react positively. Vice versa, if an announcement is bad news
then the market will react negatively to the announcement.

However, the results showed that investors who invest in Indonesia capital market behaving irrationally by
putting up prices too high to good news. Instead, the bad news, investors set the price too low. As concerns
the contrarian strategy that is often taken by investors, further research is needed. Does the event of a price
reversal that occurred in the market profitable for investors. If the event of price reversal brings benefits for
investors, it is possible that these events is the impact of their contrarian strategy.
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