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Profitability of Price Momentum Strategy
Empirical Study on Dubai Financial Market (DFM)
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Abstract

In this thesis, the price momentum effect for Dubai Financial Market was
studied during the period of 6 years, lasting from the beginning of 2012 till the
end of 2017, for a sample of 47 companies from various sectors in the market,
using the formation and holding periods (3,6,9,12), i.e. for mid-term, (Jegadeesh
& Titman, 1993) methodology, the RSS strategy, and the non-overlapping
periods method, to ensure that investors can benefit from the effect by
implementing the Price Momentum Investment strategy which dictates buying
past winners and selling past losers.

The study reached that momentum effect existed in the market after the
global subprime mortgages crisis in 2008, and there is a possibility to benefit
from the momentum strategy in the Dubai Stock Market by investors with
exceptional returns. The returns from the momentum effect ranged from 0.01% to
0.07%, and the highest results were recorded in (9*12) strategy.

The sharp fall in oil prices between 2015 and 2016 has led to a severe
returns volatility, which has eliminated the ability of investors to apply the price
momentum strategy on the Dubai Market between these two years. Also it has
been shown that increasing the length of the formation period leads to increased
probability of momentum effect in the Dubai Stock Exchange.

The study recommends the usage of mid-term momentum strategy with a
9-month formation period to achieve the best results in this market, it also
proposes to re-implement the research, yet by changing the overlapping
condition or the time scale, it also attempts to explain the achieved returns using
behavioral finance phenomena.



