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We revisit the conventional momentum strategy in the US stock
market from January 1930 to December 2010. Most of time, the market
appears to underreact to public information and results in the consistent
momentum effect. However, during the financial crisis periods, past
losers of the convensional momentum strategy experience a high
premium and strong gains, leading to a “momentum crash.” Although
reseachers have provided some explanations, in this study, we give an
another viewpoint. We argue that investors ignore the fact that the stock
price rises too high. Since the quantitative analysis conducted by
academic researchers or practitioners is almost exclusively focused on
the return distributions, which hardly provides any information about
how investors anticipate the future trend of the stock price. We call this
kind of risk “price risk.” To measure the price risk, we propose a
guantitative index that can be considered a measure to assess whether a
stock is overpriced. After considering the price risk, the con
momentum strategy can be signicantly improved.
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