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Trading volume, past returns, and conditional skew-

Testing the Generation Mechanism of Higher-Order-Moment
Risk in Stock Market Returns

FANG Li-bing' , ZENG Yong’
(1. School of Management and Engineering, Nanjing University, Nanjing 210093, China;
2. School of Management and Economics, University of Electronic Science and

Techonology of China, Chengdu 611731,China)

Abstract: Five pieces of theoretical prediction on the generation of higher order moment risk are refined and
thus the corresponding hypotheses are formed after reviewing the existed literature. Employing the idea of
modeling time variant higher-order-moment, these five pieces of hypothesis are involved in a unified econo-
metric framework. An empirical analysis is conducted based on such model to find some dominated theoret-
ical explanations. Sampling daily returns from Shanghai and Shenzhen stock market composite index, the
results show that there are two hypotheses relevant to volatility feedback effect and bad news revelation
effect are significantly supported but the other three are not. Further analysis indicates that these two
effects can generate both skewness and kurtosis risk. Therefore, they are implied as the main generation
mechanism of higher-order-moment risk. These results get out of the mess of opinions on the generation
mechanism of higher-order-moment risk and thus can benefit further exploration of such topic under a uni-
fied theoretical framework.

Key words: higher-moment risk; volatility feedback; short-sale constraint; conditional density



