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One of the more compelling challenges to stock market efficiency has been the overreaction
hypothesis, which contends that investors are prone to cognitive errors that lead prices to over-
adjust to new information before reverting to their “correct” values. Arguments against the
overreaction hypothesis can be tied to the rather long (three to five year) time frames over which
some have found evidence consistent with overreaction. Using event study methodology, this
dissertation tests for overreaction over much shorter (one to four week) horizons where
alternative explanations cannot account for the same price patterns. The research supports the
overreaction hypothesis over some of the time frames tested.
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