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Panel A: VW &I R ()
Rank SIZE MOM REV ILLIQ TUR MAX
Low IV 1. 9732 1.4621 1. 6944 1. 8565 1. 2684 1.3079
2 1. 8484 1.5048 1. 4821 1. 8418 1.1352 1. 3260
3 1. 6380 1.3367 1. 2980 1. 6010 1. 1641 1. 1951
4 1. 1741 1. 0099 1. 0050 1. 2570 1. 0849 1. 0190
High IV 0.5226 0.4388 0.4132 0. 4705 0.8011 0. 6468
Return difference —1.4506 —1.0233 —1.2812 —1.3860 —0.4673 —0.6611
(—11.6344) (—8.9507) (—8.7440) (—7.7546) (—6.6097) (—6.6649)
Alpha difference —1.2983 —0.9343 —1.1746 —1. 2375 —0.3740 —0.6134
(—11.7854) (—8.2564) (—8.3174) (—8.8029) (—6.3933) (—6.4240)
Panel B:EW 44 W5 % (00)
Rank SIZE MOM REV ILLIQ TUR MAX
Low IV 2.0936 2.0776 2.1393 2.0531 1. 7440 1. 9669
2 1. 9085 1.9106 1. 8414 1. 9190 1. 6479 1.7042
3 1.7047 1.6268 1.5641 1. 6533 1. 6056 1. 5445
4 1.2049 1.3092 1.3139 1. 3035 1. 4350 1.2678
High 1V 0.5264 0.5166 0. 5856 0. 5051 0.9944 0. 9390
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Rank SIZE MOM REV ILLIQ TUR MAX
Return difference —1.5672 —1.5610 —1.5537 —1. 5480 —0. 7495 —1.0280
(—11.9144 ) (—8.6347) (—8.4672) (—7.9806) (—6.8248) (—7.1525)
Alpha difference —1.4246 —1.4517 —1.4249 —1.4155 —0.6364 —0.9662
(—11.6459) (—8.6732) (—8.2044) (—7.4257) (—7.1626) (—7.5286)

Panel C:RW 21 & W a5 (%0)

Rank SIZE MOM REV ILLIQ TUR MAX

Low 1V 2.0933 2. 0840 2.1469 2.0558 1. 7574 1.9744

2 1. 8945 1. 8981 1. 8411 1. 9074 1. 6358 1. 6897

3 1. 6919 1.6115 1. 5641 1. 6356 1.5929 1.5279

4 1. 1880 1. 2827 1. 3186 1. 2776 1. 4264 1. 2557

High IV 0.4939 0.4842 0. 5924 0. 4784 0. 9698 0. 9208
Return difference —1.5994 —1.5998 —1.5545 —1.5773 —0.7876 —1.0537
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Alpha difference —1.4507 —1.4795 —1.4235 —1.4383 —0.6651 —0.9905
(—11.2801) (—8.4641) (—8.012D) (—7.7279) (—8.1182) (—6.8109)
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Rank VW A& EW H G RW 4 &
WD MR D R OD
Low IV 1. 2672 1.9118 1. 9104
2 1. 4574 1. 8577 1. 8470
3 1. 1988 1. 6619 1. 6493
4 1. 0041 1. 3144 1. 2976
High 1V 0. 8032 1.1371 1.1075
Return difference —0. 4640 —0.7747 —0. 8028
(—6.0788) (—9.192D) (—9.3293)
Alpha difference —0. 4482 —0.7672 0. 7874
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v 1. 0000 0.4317 0.6979 —0.0908 0. 2845 0.1189 0. 3359 0.0183 0. 5451

PR 1. 0000 0. 3059 —0.0447 0.2131 0.0725 0.1665 0. 0366 0.3576
MAX 1. 0000 —0.0217 0. 2604 0. 0299 0.4105 —0.0175 0. 4070
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ILLIQ 1. 0000 —0.1181
TUR 1.0000
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Investment Preference and the Idiosyncratic Volatility Puzzle

Evidence from China Stock Market

LIU Wei-qi' , XING Hong-wei’ , ZHANG Xin-dong'**
(1. Institute of Management and Decision, Shanxi University, Taiyuan 030006 ,China;
2. School of Business, Shanxi University, Taiyuan 030006 ,China)

Abstract: There is evidence that investors have a preference for stocks with large price variation rather than
stocks with flat price variation. Whether such an investment preference causes the idiosyncratic volatility
puzzle? In this paper, the existence of the idiosyncratic volatility puzzle in China stock market is firstly ex-
amined. Then, portfolio analyses and Fama-MacBeth cross-sectional regression analyses both show that,
the range of prices can explain to some extent, but not fully explain the idiosyncratic volatility puzzle.
Cross-sectional regression results show that, under the joint effect of the range of prices, the maximum
daily return and turnover, the negative relation between the idiosyncratic volatility and expected stock re-
turns is no longer statistically significant. Thus, the investment preference for some special stocks may be
the main cause to produce the idiosyncratic volatility puzzle.

Key words: asset pricing; idiosyncratic risk; investment preference; range of prices



