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		Abstract

		Investment bankers focus on narrow, industry-based peer groups for individual stock valuation. And some market-neutral equity hedge fund managers restrict their portfolios to be sector-neutral as well. Yet, academic research into contrarian strategy investment performance has typically invoked full universe valuation and ignored industry effects. Here, we find in favor of the bankersâ€™ and hedge fund managersâ€™ approach. Industry effects matter. Narrow industry-based peer groups improve stock valuation precision for three key valuation ratios. While our analysis of the dynamics of these ratios indicates substantial inertia in relative value rankings, we find that average returns to industry-based contrarian portfolio strategies are positive, statistically significant, and persistent. And over a sample that extends through the â€œnew economy/old economyâ€� and boom/bust period of the late 1990s, contrarian strategies were particularly profitable for NASDAQ-listed stocks. Most importantly, using our full sample of stocks, we show that an industry-neutral strategy is far superior to an industry-exposed, full universe strategy in Sharpe ratio terms over every horizon for each valuation ratio. Thus, contrarian strategy portfolio performance is significantly improved in risk-adjusted terms when implemented in its industry-neutral hedging form. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Bali,  Turan G. and Demirtas,  K. Ozgur and Hovakimian,  Armen and Merrick, Jr.,  John J., Peer Pressure: Industry Group Impacts on Stock Valuation Precision and Contrarian Strategy Performance (2006). Journal of Portfolio Management, Vol. 32, No. 3, pp. 80-92, 2006,  Available at SSRN: https://ssrn.com/abstract=1434410
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Turan G. Bali

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Georgetown University - McDonough School of Business  ( email )

			

			
			
				
				
				
					3700 O Street, NW
Washington, DC  20057
United States
(202) 687-5388 (Phone)
(202) 687-4031 (Fax)

				

				
			

			
				
				
					HOME PAGE: https://sites.google.com/a/georgetown.edu/turan-bali
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						K. Ozgur Demirtas (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Sabanci University Graduate School of Management  ( email )

			

			
			
				
				
				
					Sabanci University, School of Management
Orhanli Tuzla
OrhanlÄ±-Tuzla, Istanbul, 34956
Turkey
(+90) 216-483-9985 (Phone)
(+90) 216-483-9699 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Armen Hovakimian

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Baruch College - Zicklin School of Business  ( email )

			

			
			
				
				
				
					One Bernard Baruch Way
Box B10-225
New York, NY  10010
United States
646-312-3490 (Phone)
646-312-3451 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://zicklin.baruch.cuny.edu/faculty-profile/armen-hovakimian/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						John J. Merrick, Jr.

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Raymond A. Mason School of Business - William & Mary  ( email )

			

			
			
				
				
				
					Williamsburg, VA  23187
United States
757-221-2721 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://https://mason.wm.edu/faculty/directory/full-time-faculty/merrick_j.php
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      446

			

		
		
		
			Abstract Views

			    3,447

		

		
		 
		
			Rank

			  118,691

		

		
	


	

	
		
			
				       24 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Georgetown University McDonough School of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Georgetown University McDonough School of Business Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,342

                                    

                                    
                                        PAPERS

                                              693

                                    

                                

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,566

                                    

                                    
                                        PAPERS

                                           40,671

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        What Moves the Stock and Bond Markets? A Variance Decomposition for Long-Term Asset Returns

                        
                            By
                                
                                
                                    
                                    John Y. Campbell
                                     and 
                                
                                    
                                    John Ammer
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        A Variance Decomposition for Stock Returns

                        
                            By
                                
                                
                                    
                                    John Y. Campbell
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Equity Premium

                        
                            By
                                
                                
                                    
                                    Eugene F. Fama
                                     and 
                                
                                    
                                    Kenneth R. French
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            What Drives Firm-Level Stock Returns?

                            
                                By
                                    
                                    
                                        
                                        Tuomo Vuolteenaho
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            What Drives Firm-Level Stock Returns?

                            
                                By
                                    
                                    
                                        
                                        Tuomo Vuolteenaho
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Who Underreacts to Cash-Flow News? Evidence from Trading between Individuals and Institutions

                            
                                By
                                    
                                    
                                        
                                        Randolph B. Cohen, 
                                        
                                    
                                        
                                        Paul A. Gompers, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Value Spread

                            
                                By
                                    
                                    
                                        
                                        Randolph B. Cohen, 
                                        
                                    
                                        
                                        Christopher Polk, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Understanding the Aggregate Book-to-Market Ratio

                            
                                By
                                    
                                    
                                        
                                        Tuomo Vuolteenaho
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Capital Asset Pricing Model: Theory and Evidence

                            
                                By
                                    
                                    
                                        
                                        Eugene F. Fama
                                         and 
                                    
                                        
                                        Kenneth R. French
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Economic Tracking Portfolios

                            
                                By
                                    
                                    
                                        
                                        Owen A. Lamont
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.102 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	

