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Abstract

Two regularities in financial economics are that prices underreact to news events and

that they display short term momentum. This article tests for the presence of these

regularities in prediction markets offered by the betting exchange Betfair on the 2008

Ryder Cup Golf Competition. Betfair offered in play prediction markets on the individual

match play pairings and on the Cup result, with trading being virtually continuous in all

markets. Modelled probabilities of the Cup result were updated continuously using

trades in the individual match play pairings. These probabilities were then compared

with the probabilities of the Cup result implied by odds in that market. The odds in the

market for the Cup result underreact to both good and bad news that is provided by

changes in the odds in the markets for the individual pairings. Further, these modelled

probabilities Granger cause changes in the probabilities of the Cup result implied by

odds in the market on that outcome. In addition, economically and statistically

significant evidence of momentum is found in the odds in the market on the Cup result.
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Notes

 Over very short horizons, negative autocorrelation is found (Jegadeesh, 1990;

Lehmann, 1990). This finding is attributed to bid-ask spreads and other measurement

problems (Kaul and Nimalendran, 1990). While this article examines a very short

horizon the results are robust to these measurement problems.

 The time 4:00 am in Kentucky corresponds to 8:00 am London time. The robustness of

the results was examined by defining the start of the in-play period as 1:09 pm (the

tee-off time of the seventh pairing) and 2:04 pm (the tee-off time of the final pairing).

The results were substantively unchanged.

 For example, the implied probability of the US winning the overall Cup may be

calculated as

where PROB  is the probability of the US winning the overall Cup, ODDS  is the

overall Cup market odds for a win to the US, ODDS  is the overall Cup market odds

for a win to Europe and ODDS  is the overall Cup market odds for a tied outcome.

Dividing by the sum of the reciprocal of the odds ensures that the implied probabilities

of the three outcomes (US win, European win and tie) sum to unity. For a detailed

discussion of this approach see, for example, Wolfers and Zitzewitz (2006).

 These tests and all subsequent tests reported in this article were also undertaken for

the probabilities of Europe winning the competition and for the probabilities of a tie.
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These results are substantively the same as those for the US and for the sake of brevity

are not reported.

 For more information regarding FPE and AIC, see Hsaio (1981) and Akaike (1974),

respectively. The formulae used to determined the optimal lag length according to each

search criteria may be specified as follows:

where T is the sample size, n the lag-length being tested and SSR is the sum of squared

residuals.

 As noted in footnote 2, this result is not attributable to bid–ask spreads or other

measurement problems – problems that result in negative autocorrelation.

5

6

Related research 

Recommended articles Cited by 

4

People also read

About Cookies On This Site

We and our partners use cookies to enhance your website

experience, learn how our site is used, offer personalised

features, measure the effectiveness of our services, and

tailor content and ads to your interests while you navigate

on the web or interact with us across devices. You can

choose to accept all of these cookies or only essential

cookies. To learn more or manage your preferences, click

“Settings”. For further information about the data we collect

from you, please see our Privacy Policy

Accept All

Essential Only

Settings

https://www.addtoany.com/share
https://www.informa.com/privacy-policy/


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2024 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 3099067 

5 Howick Place | London | SW1P 1WG

About Cookies On This Site

We and our partners use cookies to enhance your website

experience, learn how our site is used, offer personalised

features, measure the effectiveness of our services, and

tailor content and ads to your interests while you navigate

on the web or interact with us across devices. You can

choose to accept all of these cookies or only essential

cookies. To learn more or manage your preferences, click

“Settings”. For further information about the data we collect

from you, please see our Privacy Policy

Accept All

Essential Only

Settings

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/?utm_source=website&utm_medium=banner&utm_campaign=B004808_em1_10p_5ec_d713_footeradspot
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://www.informa.com/
https://informa.com/privacy-policy/
https://www.tandfonline.com/cookies
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/
https://www.informa.com/privacy-policy/

