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For the fifth consecutive year, we were able to broadcast our Behind the Markets podcast

live from the Wharton-Jacobs Levy Center’s annual conference for quantitative finance in

New York.

 

A broad theme of the conference, including this year’s award-winning research, focused

on investment anomalies, and we had three great guests discuss their work:

 

 

Ray Ball, of the University of Chicago’s Booth School of Business, was presented

with the Wharton-Jacobs Levy Prize for Quantitative Financial Innovation. Over 50

years ago, Ball wrote a seminal paper linking accounting data to stock price

returns, including how stock price changes follow changes in underlying earnings.

 

Matthew Ringgenberg, an associate professor of finance at the University of Utah,

presented a paper titled “Anomaly Time.”

  

Mihail Velikov, an assistant professor of finance at the Smeal College of Business

at Penn State University, gave a trading cost perspective on anomalies.

 

Anomaly Work

 

Ringgenberg loves asset pricing research and the great outdoors, so Utah was a perfect

place for him to move to. He has looked at the hundreds of publications on investment

anomalies that have recently come under attack for failing to replicate the trend post-

publication. Ringgenberg’s work centers upon whether these anomalies are real or just

spurious correlations.

 

His paper questions the approach many academics use in conducting their studies and

finds that the rebalancing assumptions for academics often differ dramatically from the

real world. When using point-in-time data from Compustat, Ringgenberg found that

anomalies were, in fact, real. He focused on anomalies that used only accounting data in

their assessments, such as growth in assets and sustainable profit margins, rather than

prices.

 

Ringgenberg’s work concluded that one has to trade very quickly after information is

released, and over time one has to trade even sooner, as the anomaly returns come in the

first few weeks after data is updated.
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Velikov also studied anomalies, but from a trading cost perspective. Velikov studied

under Robert Novy-Marx at the University of Rochester, where he was also focused on the

trading costs of anomalies. In his paper with Andrew Chen of the Federal Reserve,

Velikov looked at over 120 different investment anomalies. These anomalies averaged 60 b

asis points (bps) a month of gross (pre-trading cost return) during the period evaluated

in their papers and only 30 bps per month after the papers were published. When

factoring in some of the trading costs, Velikov’s work implied there was more like 4–12

bps per month to be earned by the average investor in the average anomaly. The paper

highlighted the need to be smart about rebalancing and trading costs when trading on fac

tor research.

 

Finally, the third guest on our program was Ray Ball, one of the original quantitative

finance researchers. Back in the late 1960s, there was a view that accounting measures

were useless for evaluating stock prices, but there was also a lack of systematic

analysis at the time. Ball filled this gap with a rigorous look at how stock prices

tracked earnings releases, and he found that earnings were a critical variable for

driving stocks.

 

When asked what paper of his Ball is most proud of, he mentioned that he wrote a paper

that began the trend in quantitative financial research analyzing anomalies in the late

1960s. One of the “anomalies” he found for the efficient market hypothesis is that stock

prices continue to keep rising after a positive earnings announcement rather than

readjusting immediately. Ball apologizes for the “anomaly zoo” that followed his early

work.

 

Ball updated a 50-year review of his original work recently, looking at how his model

applied to 16 Pacific region countries, like Malaysia, Japan, Indonesia and Singapore.

The results were replicated, both in the last 30 years and across the selected region of

countries.

 

These were great conversations, and we thank our guests for joining us. Please listen to

the conversations below.
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For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Basis point : 1/100th of 1 percent.

Factor  : Attributes that based on its fundamentals or share price behavior, are

associated with higher return.

Efficient Market Hypothesis    : Current share prices correctly reflect all available

information about publicly traded firms and continually incorporate the emergence of new

information on a nearly instantaneous basis; there are no bubbles, and firms are neither

expensive nor inexpensive.
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