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Abstract

Pairs trading is a simple and popular relative value trading strategy. This article deals
with the most common implementation of the method based on a distance criterion. It
demonstrates the high sensitivity of the return to changes in the length of the
formation period and shows that a reasonable modification of this parameter may lead
to generate positive excess returns which are robust to data snooping. This empirical
result underlines the difficulty in understanding pairs trading returns, dynamics and
sources of profitability through time.

Keywords:

pairs trading pairs selection sensitivity

JEL Classification:

Gl1 G14


https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/rael20
https://www.tandfonline.com/loi/rael20
https://www.tandfonline.com/toc/rael20/20/14
https://www.tandfonline.com/toc/rael20/20/14
https://www.tandfonline.com/journals/rael20
https://www.tandfonline.com/author/Huck%2C+Nicolas
https://doi.org/10.1080/13504851.2013.802121
https://www.tandfonline.com/action/clickThrough?id=5931&url=%2Fr%2Fsubjectsample-efbi&loc=%2Fdoi%2Fabs%2F10.1080%2F13504851.2013.802121&pubId=46272908&placeholderId=1074&productId=3092
https://www.tandfonline.com/doi/full/10.1080/13504851.2013.802121?scroll=top&needAccess=true
https://www.tandfonline.com/doi/figure/10.1080/13504851.2013.802121?scroll=top&needAccess=true
https://www.tandfonline.com/doi/ref/10.1080/13504851.2013.802121?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/13504851.2013.802121?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/13504851.2013.802121?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/13504851.2013.802121?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/13504851.2013.802121
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.1080%2F13504851.2013.802121&title=The%20high%20sensitivity%20of%20pairs%20trading%20returns%3A%20Applied%20Economics%20Letters%3A%20Vol%2020%2C%20No%2014
https://www.tandfonline.com/keyword/pairs+trading
https://www.tandfonline.com/keyword/pairs+selection
https://www.tandfonline.com/keyword/sensitivity
https://www.tandfonline.com/keyword/G11
https://www.tandfonline.com/keyword/G14
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1

Notes

1 A popular alternative is a 1-day delay.
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