Data Abundance and Asset Price Informativeness®

Jérome Dugast’ Thierry Foucault

March 25, 2017

Abstract

Information processing filters out the noise in data but it takes time. Hence, low
precision signals are available before high precision signals. To capture this feature,
we develop a model of securities trading in which investors can acquire signals
(about future cash flows) of increasing precision over time. As the cost of producing
low precision signals declines, prices are more likely to reflect these signals before
more precise signals become available. This effect increases price informativeness
in the short run but not necessarily in the long run, because it reduces the profit
from trading on more precise signals. We make additional predictions for trade and

price patterns.

KEYWORDS: Asset Price Informativeness, Big Data, FinTech, Information Pro-

cessing, Markets for Information, Contrarian and momentum trading.

*This paper is a significantly revised version of our paper previously entitled “False news, informational
efficiency, and price reversals”” We thank Torben Andersen, Olivier Dessaint, Eugene Kandel, Terrence
Hendershott, Johan Hombert, Mark Lipson, Stefano Lovo, Maureen O’Hara, Katya Malinova, Albert
Menkveld, Sophie Moinas, Christine Parlour, Emiliano Pagnotta, Rafael Repullo, Patrik Sandas, Javier
Suarez, Pietro Veronesi, Laura Veldkamp, Albert Wang, Eric Weisbrod, Brian Weller, and Marius Zoican
for useful comments and suggestions. We are also grateful to conference and seminar participants at the
2017 AFA Meetings in Chicago, the 2016 High Frequency trading Workshop in Vienna, the 9" hedge
fund conference in Paris Dauphine, the CEPR first annual spring symposium in Financial Economics at
Imperial college, the CEMFI, the conference on Banking and Finance in Portsmouth, the Jan Mossin
Memorial Symposium, the 2014 SFS Finance Cavalcade, the 2014 European Finance Association Meet-
ings, the Banque de France International Workshop on Algorithmic Trading and High Frequency Trading,
the Board of Governors of the Federal Reserve System, the U.S. Securities and Exchange Commission,
the University of Virginia, and the University of Maryland for their feedback. This work is funded by a
grant from the Institut Louis Bachelier. Thierry Foucault also acknowledges financial support from the
Investissements d’Avenir Labex (ANR-11-IDEX-0003/Labex Ecodec/ANR-11-LABX-0047).

fLuxemburg school of finance. Tel: (+352) 46 66 44 5212; E-mail: jerome.dugast@uni.lu

YHEC, Paris and CEPR. Tel: (33) 1 39 67 95 69; E-mail: foucault@hec.fr


mailto:jerome.dugast@uni.lu
mailto:foucault@hec.fr

