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Abstract

This study discusses the influence of shocks with different degrees on stock
returns in Taiwan Stock Market. When estimating the abnormal returns, the Single
Index model, the Fama-French 3 factor model, and the Carhart-Four-Factor models
with GJR-GARCH(1,1) are used. The AIC criterion is also used to select the best model.

The study finds that when the stock market in Taiwan suffers from positive shocks,
it would not reflect on the stock price immediately. Investors will eorn profit arised
from continuing cumulative abnormal return (CARS) in short term. However, if the
stock market in Taiwan suffers from negative shocks, the market will show the
phenomenon of underreaction owing to investors lack of the correct information.
Moreover, the price will reverse after the negative shocks in a specific term. The result

is consistent with Brown, Harlow and Tinic’s (1988) Uncertain Information Hypothesis.

Keywords: Shocks ~ Persistence ~Abnormal returns~ Uncertain Information Hypothesis
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