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Abstract: The phenomenon of return continuation, namely momentum, has been well studied in the literature. However, it is
still controversial as to what drives the return predictability. This paper investigates the role of information efficiency in momentum
through the tests on financial analysts” behaviors and momentum trading strategy in the emerging markets. I find that the momen-
tum trading strategy continues to make profit in the emerging markets, but unlike in developed countries, it does not reverse the
trend in the long run, lending support to the underreaction story as proposed by Hong and Stein (1999) and Barberis, Shleifer
and Vishny (1998) . In addition, momentum profits mainly come from losers, suggesting the existence of information insufficiency
associated with bad news. Moreover, the momentum strategy works particularly well among stocks with low analyst coverage, low
change in analyst coverage, and high forecast dispersion. Especially, the effect of change in analyst coverage on momentum per-
sists even after controlling the level of analyst coverage. As revealed by the regression test, the change in analyst coverage does
better than the change in the level of analyst coverage as proxy for the efficiency of recent information environment. The observed
relations between analysts” behaviors and momentum are unrelated to the analysts herding tendency, and do not fully support the
information uncertainty story.

Keywords: Momentum; Change in Analyst Coverage; Underreaction; Information Uncertainty; Herding
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