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Jegadeesh (JF, 1990)



Jegadeesh and Titman (JF, 1993)

Price Momentum: 1965 to 1989

• J: Ranking period
• K: Holding period

• Panel A: Holding and ranking periods are adjacent
• Panel B: Skip a week



Potential Explanations
 Data Mining

Risk:

Behavioral Explanations



Data Mining?

• Samples exclude microcap and low-priced stocks
• US: Sample period 1990-2021 (6 month ranking period)
• International: Sample period 1993-2020 (2-12 ranking period)

(source: Goyal, Jegadeesh, Subrahmanyam, 2022)

US International

All Ex-US Developed Emerging

Annualized
Return (%)

10.87 10.67 10.22 9.02

t-stat (2.48) (3.02) (2.57) (2.70)

• Researchers collectively evaluate numerous signals. Was momentum significant 
by chance in that sample period? 

• How does Price momentum perform post-1989?



Risk?
• Hypothesis: Winners are riskier than losers during the holding period, and

momentum profit is compensation for bigger risk.

• Empirical Evidence:
Conventional measures of risk during the holding period are bigger for losers than winners
• Market Beta
• Market Cap
• FF HML beta
• Volatility



Conditional risk with respect to other sources of risk?

• Time-varying growth options

• Time-varying risk with respect to unobservable factors



Time-Varying Risk or Biased Expectations?

Risk: Premium accrues uniformly 
over the holding period

Biased Expectations: Bigger returns when 
earnings announced, and bias corrected
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Returns around Earnings Announcements (1990 to 2021)

Months after Portfolio Formation: Winners – Losers returns

1 2 3 4 5 6 7 8 9 10 11 12

Ret. (%) 0.91 1.22 1.03 1.07 1.01 0.87 0.72 0.27 0.28 -0.04 -0.19 -0.48
t-stat 2.48 3.62 3.42 3.81 3.84 3.52 3.09 1.19 1.33 -0.21 -0.88 -2.35

Three-day Earnings Announcement Returns for Winners – Losers

1 2 3 4 5 6 7 8 9 10 11 12

Ret. (%) 0.80 0.57 0.60 0.78 0.64 0.73 0.66 0.67 0.60 0.33 0.23 0.13
t-stat 4.56 3.69 4.01 5.30 4.11 5.30 4.49 4.63 4.03 2.21 1.56 0.90

Observations
• Momentum gradually declines after portfolio formation
• Earnings Announcement window returns are positive, and declines after 

portfolio formation

⟹ Biased expectations, behavioral models



Behavioral Explanations

• Underreaction to information

• Overreaction and that is subsequently corrected

• More from Sheridan!
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