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Abstract

The motivation for this article is to show the usefulness of the information
contained in the open-to-close (day) and close-to-open (night) periods compared to
the more frequently used close-to-close period. To show this we construct two
versions of a contrarian strategy, where the worst performing shares during the
day (resp. night) are bought and held during the night (resp. day). We show that
the strategies presented here generate a significant a and their returns cannot be
solely explained by the factors derived from Fama and French (1993) 3-factor
model and a modified 5-factor model introduced by Carhart (1997). Even after we

account for the bid-ask bounce effect, the returns generated are significant and
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consistent. The information ratios of the two strategies mentioned for the entire
period 2000-2010 vary between 1.59 and 6.70 depending on the capitalization of
stocks. Overall, we show that opening prices contain information that is not
generally fully utilized yet. The strategy proposed uses this information to add

value and extract a significant a, which cannot be explained by market factors.

0 This is a preview of subscription content, log_in via an institution [? to check access.

Access this article

Log in via an institution —

Subscribe and save

® Springer+ from €37.37 /Month

® Starting from 10 chapters or articles per month
® Access and download chapters and articles from more than 300k books and 2,500 journals

® Cancel anytime

< View plans - >

Buy Now

( Buy article PDF 39,95 € )

Price includes VAT (Poland)

Instant access to the full article PDF.

Institutional subscriptions ->

Similar content being viewed by others


https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1057%2Fjam.2011.15
https://www.springernature.com/gp/librarians/licensing/agc/journals
https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1057%2Fjam.2011.15
https://link.springer.com/product/springer-plus

Cumulative Returns

[ — [ — o b, Foapue,,

.
r - oo S D

FALFETE T F S

S SR S A L B o B {

Al

SAF 5 sanategy 1 Sanategy 3

Information content of right  Tradability, closeness to Are intraday reversal and
option tails: Evidence from market prices, and expected momentum trading strategies
S&P 500 index options

profit: their measurement for a feasible? An analysis for

- PN

Article 10 April 2017 Article 06 August 2019 Article 19 May 2020

Explore related subjects

Discover the latest articles, books and news in related subjects, suggested using machine learning.

Behavioral Finance Capital Markets Market Psychology Mathematical Finance
Quantitative Finance Statistical Finance
Notes

1. In this article, the information ratio is calculated as the ratio of annualized

return to annualized standard deviation, see Appendix A.

2. For instance, see interactivebrokers.com/en/p.php?
f=commission&ib entity=Illc where the fee is USD 0.0035 per share, which
amounts to 0.05 per cent if the nominal value of share is USD 7. Note that the

fee decreases proportionally as the nominal value of the share increases.
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Appendices

Appendix A
Table Al

Table A1 Calculation of the trading statistics

Appendix B
Table B1. Version 1 of the strategy applied to the constituent stocks of the S&P

400 MidCap Index. Decision period is from today's close to the next day's open
and holding period from the next day's open to the next day's close. The results
are divided into deciles. The first decile contains the worst performing shares

during the decision period, the tenth decile the best ones.

Table B1 Application of Version 1 of the strategy to constituents of the S&P 400 MidCap
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Appendix C
Table C1. Version 2 of the strategy applied to the constituent stocks of the S&P

400 MidCap Index. Decision period is from today's open to today's close and
holding period is from today's close to the next day's open. The results are divided
into deciles. The first decile contains the worst performing shares during the

decision period, the tenth decile the best ones.

Table C1 Application of Version 2 of the strategy to constituents of the S&P 400 MidCap

Appendix D
Table D1. Version 1 of the strategy applied to the constituent stocks of the S&P

500 Index. Decision period is from today's close to the next day's open and holding
period from the next day's open to the next day's close. The results are divided
into deciles. The first decile contains the worst performing shares during the

decision period, the tenth decile the best ones.

Table D1 Application of Version 1 of the strategy to constituents of the S&P 500 Index

Appendix E
Table E1. Version 2 of the strategy applied to the constituent stocks of the S&P

400 MidCap Index. Decision period is from today's open to today's close and
holding period is from today's close to the next day's open. The results are divided
into deciles. The first decile contains the worst performing shares during the

decision period, the tenth decile the best ones.

Table E1 Application of Version 2 of the strategy to constituents of the S&P 500 Index



Appendix F
Table F1

Table F1 Three different factor models applied to the returns generated by the Version 1
of the strategy applied to the constituent stocks of the S&P 400 MidCap Index. The
regressions were only applied to the first decile stocks

Appendix G
Table G1

Table G1 Three different factor models applied to the returns generated by the Version 2
of the strategy applied to the constituent stocks of the S&P 400 MidCap Index. The
regressions were only applied to the first decile stocks

Appendix H
Table H1

Table H1 Three different factor models applied to the returns generated by the Version 1
of the strategy applied to the constituent stocks of the S&P 500 Index. The regressions
were only applied to the first decile stocks

Appendix |
Table 11

Table 11 Three different factor models applied to the returns generated by the Version 2
of the strategy applied to the constituent stocks of the S&P 500 Index. The regressions
were only applied to the first decile stocks
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