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Pairs Trading Research Based on Stock Price Distance

WANG Chunfeng', LIN Bibo', ZHU Lin*

(1.School of Management, Tianjin University, Tianjin 300072, China; 2. School of Economics, Nankai University, Tianjin 300072,China )
Abstract: This study matched stocks into pairs with a measure of minimum price distance, and based on this matching rule, it tested
the pairs trading strategy with daily data over 2006—2009 in Chinese market. Empirical results show that the pairs trading strategy
yields average 1% monthly return, and these returns are unrelated to market conditions, which demonstrates that this pairs trading
strategy can get a stable profit and is market-neutral in Chinese market. The pair which has bigger price distance also has a higher
average spread threshold to trigger opening transaction in pairs trading. However, as to the time converging to spread threshold which
triggers closing transaction, all of them take no more than 23 days regardless of price distance, which indicates that this pair trading
strategy in Chinese market is a short—term investment strategy.

Key words: pairs trading;stock price distance ;arbitrage strategy
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