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ABSTRACT

The objective of this study is to compare the returns on portfolios constructed by
using characteristic base and by prior base in the Stock Exchange of Thailand,

In the analysis, sample period can be divided into two periods which are portfolio
formation period and portfolio test period. Portfolio formation process relies on yearly returns
for three years. Portfolio formation can be constructed using two different bases;
characteristic base and prior base.

Characteristic base method derives from the Fama-French three-factor model stating
that apart from market risk premiums, there are additional risk premiums which are size
premium and book-to-market value premiums. According to characteristic base method,
testing portfolios are composed of six portfolios.

Prior return base method derives from the overreaction hypothesis evidenced by De
Bondt and Thaler (1985), the hypothesis explains that portfolio of which prior return is high
or low will reverse its performance in consecutive period. According to this method, testing
portfolios are composed of two portfolios which are winner and loser portfolios,

For performance testing period, cumulative returns on the portfolios constructed in

the formation period are computed to show their performances. Results from testing period



show that performance of portfolio formed by prior-return base is higher than performance of
portfolio formed by characteristic base, The results show that the cumulative abnormal
returns on prior base portfolio are more close to the overreaction hypothesis relative to the
returns on characteristic base portfolios.

However, the result of the consistency test on both method shows, the higher
performance portfolios are not statistically different from other portfolios’ performance.
Therefore this study can be concluded that both portfolio theory based on characteristic base

and portfolio theory base on prior return cannot be applied to the Stock Exchange of Thailand

in every period.



