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Summary 
 

In this exercise we exploit the observation that daily highs and lows of stock prices do 

not diverge over time and, hence, infer that daily highs, daily lows, and their associated 

daily ranges are interlinked. An empirical model known as the vector error correction 

model (VECM) is, thus, employed to describe the joint-dependence of highs, lows, and 

ranges. Our empirical results attest to the relevance of modeling the three variables 

simultaneously and the importance of incorporating high-low interactions in modeling 

the range variable. The in-sample performance of the VECM is quite good.  The 

VECM also offers some desirable forecasts. For instance, it is shown that the joint 

estimation improves the performance of the high and low forecasts. Depending on the 

choice of evaluation criteria, the VECM-based range forecast can better or worse than 

other alternative forecasts. The use of the proposed model to forecast implied volatility 

also yields some encouraging results. Putting all these together, the in-sample results are 

more supportive of the VECM specification than the out-of-sample results. 


