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ABSTRACT

As the Taiwan government gradually opened the stock market for foreign investors, the
aggregate holdings of Taiwanese stocks by foreign investors were from 6.89% in 1994 to 33.28%
in 2008. However, Hameed and Kusnadi (2002) found that there was no significant momentum
effect among Asia countries including Taiwan, Singapore, Korea, Hong Kong, Malaysia, and
Thailand. In this paper, we apply the filter rules proposed by Cooper (1999), the pairwise
comparisons proposed by George and Hwang (2004), and the cross sectional regression by Fama
and MacBeth (1973) to analyze the relationship among the strategies based on the level of
foreign investors’ stock holdings, the change rate of foreign investors’ stock holdings, and the
price momentum. Then, we use the three-factor model to examine if there are abnormal returns
for these three strategies. First, the evidence supports that some foreign investors in the Taiwan
stock market are momentum traders. Second, there exist the momentum effects on Taiwanese
companies held by foreign investors. Third, investors, following foreign investors’ information
such as the change rate and the level of foreign investors’ holdings, can earn positive abnormal
returns.
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