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Performance Analysis on Day Trading Strategy with Bid—Ask Volume
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. Abstract

If stock market is efficient, any well-devised trading rule can’t consistently outperform the average
stock market returns. This study aims to verify whether the strategy based on bid-ask volume
information can beat the stock market. | suggested a day trading strategy using order imbalance
indicator and empirically analyzed its profitability with the KOSPI 200 index futures data from 2001 to
2018. Entry rules are as follows: If BSI is over 50%, enter buy order, otherwise enter sell order,
assuming that stock price rises after BSI is over 50% and stock price falls after BSI is less than 50%.
The empirical results showed that the suggested trading strategy generated very high trading profit, that
is, its annual return runs to minimum 71% per annum even after the transaction costs. The profit was
generated consistently during 18 years. This study also improved the suggested trading strategy
applying the genetic algorithm, which may help the market practitioners who trade the KOSPI 200 index
futures.
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T2 1 2 8 3
Total Profit 374.90 583.85 433.80 133.95
Transaction No. 3407 3410 3411 981
% profitable 52 53 53 51
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e IS 00S
dt-BSI ga-BSI dt-BSI ga—BSI
Total Profit 583.85 520.65 133.95 142.15
Transaction No. 3410 2948 981 758
% profitable 53 55 51 53
Max Draw-Down | -36.10 -27.30 -30.55 -25.85
Sharpe Ratio 0.089 0.092 0.080 0.104
Annual Profit 29.53 26.66 21.23 26.06
Annual Return 79 89 71 87

(Annual Profit: GI-m0l(ZQIE) Annual Return: $ILm40lE(%))
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Total Profit 583.85 595.85 133.95 112.50
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% profitable 53 53 51 51
Max Draw-Down | -36.10 -62.80 -30.55 -30.55
Sharpe Ratio 0.089 0.094 0.080 0.074
Annual Profit 29.563 30.81 21.23 16.88
Annual Return 79 103 71 56
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