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1. Motives and objectives

The measurement of abnormal returns (AR) in event period is much related to the accuracy of an event study, where the selection of both the expected return models and parameter estimation methods is the vital factor. It is widely used for the market model, a risk-adjusted one; the analogous models include, for example, capital asset pricing model, two-factor model, Fama-French three-factor model, Carhart (1997) four-factor model, and Ku （2005）four-factor model。OLS is now in widespread use for the estimation of parameters. But if the regression residuals do not follow the normal distribution with mean zero and variance constant, the parameter estimators are not efficient. Other, since the stock return series are generally characterized with volatility clustering and their distribution is leptokurtic, the pricing model corrected for generalized autoregressive conditional heteroskedasticity (GARCH) would capture return behavior better. The generalized method of moment (GMM) provided by Hansen (1982) does not require the type of residuals’ distribution and its parameter estimators are unbiased and consistent; it is not yet, however, applied in event studies. The estimation methods incorporated in the study contain that OLS, GARCH or GMM is used for all events in the same portfolio, and one of both OLS and GARCH is employed conditioning on the properties of individual event residuals. The issue of the performance of detecting AR for event studies applying these models and estimation methods is interest and important. Nevertheless, there is no research in this issue, according to the information I can obtain.
The objectives of this study are to: (1) compare performance of detecting AR when applying above 6 models to event studies (the market model is the special case of CAPM and the comparison of the two models is performed first by this study); (2) assess whether the parameter estimation approaches affect the detecting performance for AR; and (3) test the difference between the traditional event study framework, with AR being the forecast errors, and Jensen’s α one, with AR being the cross-sectional regressive constant term.
2. Methodology

This study employs Brown-Warner (1985) simulation techniques, partly revised, to conduct the experiment. The data on Taiwanese listed firms’ rate of returns are used. The simulation samples are constructed by randomly selecting stocks and event days, and add a certain number of returns to the event-day returns as AR. The test statistics used include parametric and non-parametric tests. To test the sensitivity of simulation results to distinct assumption conditions, the study designs (1) event day uncertainty, (2) event day clustering, and (3) different estimation period places to perform simulation, respectively.
3. Expected contributions

This study considers more return models, estimation methods, and places of estimation periods than previous simulation researches concerned in event studies, so it should be able to provide insights into event study methodologies. This is useful for the applier of event studies and produces high value for basic academy researches.
