B 1/(5 EORG

UNIVERSITY

School of Management

Research in Finance Seminar Series

Speaker: Ingrid M. Werner, The Ohio State University

When:  Friday, April 7"

Where:  GMU, Enterprise Hall, Room 204 (Dean’s Conference Room)
Time: 10:30a.m. — Noon

”Can Short-sellers Predict Returns? Daily Evidence”
with Karl B. Diether and Kuan-Hui Lee

ABSTRACT
We test whether short-sellers in Nasdag-listed stocks are able to predict future returns
based on new SEC-mandated data for the first six months of 2005. There is a tremendous
amount of short-term trading strategies involving short-sales during the sample: Short-
sales represent 27 percent of Nasdaq share volume while monthly short-interest is about
3.1 percent of shares outstanding (5.5 days to cover). Short-sellers are on average
contrarian — they sell short following positive returns. Increasing short-sales predict
future negative returns, and the predictive power comes primarily from small trades. A
trading strategy based on daily short-selling activity generates significant returns, but
incurs costs large enough to wipe out any profits.

**

For a copy of the paper or to receive more information please go to www.som.gmu.edu and
click the link under Events, or contact Kendra French at 993-3725 or email at
kfrench@gmu.edu

**



http://www.som.gmu.edu/
mailto:kfrench@gmu.edu

All Short Trades: Daily Returns (r; ) & relss;
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Figure 1: Daily Subsequent Returns and relss Using Cross Sectional Regressions

We regress daily returns on day ¢ + x (r; ;1) in percent on relss; in the top plot and daily returns on
relssgnair ¢ in the bottom plot. We use the following control variables: 7;, log(ME), and log(B/M).
r; is the market adjusted return from day . ME is the market-cap from the end of 2004. B/M is
lagged book to market equity as defined in Fama and French (1993). The sample only includes
Nasdaq stocks with CRSP share code 10 or 11 and lagged price > 5. The regressions include
calendar day dummies, and the standard errors take into account clustering by calendar date. The
time period is January 3, 2005 to June 30, 2005. The intercept is estimated but not reported.
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Small Stocks: Daily Returns (r; ) and relss Large Stocks: Daily Returns (r; ) and relss
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Figure 2: Daily Subsequent Returns and relss by Trade Size and Market-Cap

We regress daily returns on day 7 +x (r;;y,) in percent on relss; in the top plots and daily abnormal
returns on relssgyq, in the bottom plots for small and large stocks. relss, and relssgyq; are
defined as in table ITI. We use the following control variables: r;, log(ME), and log(B/M). r, is
the market adjusted return from day 7. ME is the market-cap from the end of 2004. B/M is lagged
book to market equity as defined in Fama and French (1993). We classify a stock as small (large)
if it is in the bottom (top) NYSE market-cap tercile. The sample only includes Nasdaq stocks with
CRSP share code 10 or 11 and lagged price > 5. The regressions include calendar day dummies,
and the standard errors take into account clustering by calendar date. The time period is January
3, 2005 to June 30, 2005. The intercept is estimated but not reported.
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Growth Stocks: Daily Returns (r; ,,) and relss Value Stocks: Daily Returns (r; ) and relss
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Figure 3: Daily Subsequent Returns and relss by Trade Size and Book to Market

We regress daily returns on day 7 +x (r;;y,) in percent on relss; in the top plots and daily abnormal
returns on relssgy,, in the bottom plots for growth and value stocks. relss; and relssgyq; are
defined as in table ITI. We use the following control variables: r;, log(ME), and log(B/M). r, is
the market adjusted return from day 7. ME is the market-cap from the end of 2004. B/M is lagged
book to market equity as defined in Fama and French (1993). We classify a stock as growth (value)
if it is in the bottom (top) NYSE market-cap tercile. The sample only includes Nasdaq stocks with
CRSP share code 10 or 11 and lagged price > 5. The regressions include calendar day dummies,
and the standard errors take into account clustering by calendar date. The time period is January
3, 2005 to June 30, 2005. The intercept is estimated but not reported.
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Figure 4: Daily Subsequent Returns and relss by Trade Size and Institutional Ownership

We regress daily returns on day 7 +x (r;;y,) in percent on relss; in the top plots and daily abnormal
returns on relssgyq; in the bottom plots for low and high institutional ownership. relss; and
relssgnair; are defined as in table III. We use the following control variables: 7;, log(ME), and
log(B/M). r, is the market adjusted return from day z. ME is the market-cap from the end of 2004.
B/M is lagged book to market equity as defined in Fama and French (1993). We define low (high)
institutional ownership as < 33% (> 67%). The sample only includes Nasdaq stocks with CRSP
share code 10 or 11 and lagged price > 5. The regressions include calendar day dummies, and the
standard errors take into account clustering by calendar date. The time period is January 3, 2005
to June 30, 2005. The intercept is estimated but not reported.
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Figure 5: Daily Subsequent Returns and relss by Trade Size and Put Availability

We regress daily returns on day 7 + x (r; ;1) in percent on relss; in the top plots and daily abnor-
mal returns on relssgyq; in the bottom plots for stock with and without put options. relss, and
relssgnair; are defined as in table III. We use the following control variables: 7;, log(ME), and
log(B/M). r, is the market adjusted return from day z. ME is the market-cap from the end of 2004.
B/M is lagged book to market equity as defined in Fama and French (1993). The sample only
includes Nasdaq stocks with CRSP share code 10 or 11 and lagged price > 5. The regressions in-
clude calendar day dummies, and the standard errors take into account clustering by calendar date.
The time period is January 3, 2005 to June 30, 2005. The intercept is estimated but not reported.
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