

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
				
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Information Content of Idiosyncratic Volatility

	
    
        
            
            







    
    










    
    
    
    











			
                    Journal of Financial and Quantitative Analysis, 2009, 44(1), 1-28.
 
        

    
	

	
	
		
		
			28 Pages
		
		

		Posted: 18 Aug 2005
		
			Last revised: 3 Oct 2012
		
		
	

	
		
			
			




	See all articles by George J. JiangGeorge J. Jiang
Washington State University
Danielle Xu
Gonzaga University
Tong Yao
University of Iowa - Henry B. Tippie College of Business


		

	
	
	
	
	



	
	
	
	
		
	
	
		
			Date Written: June 1, 2009

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper uses adverse selection in corporate information disclosure to explain a recently documented asset pricing anomaly. Ang, Hodrick, Xing, and Zhang (2006a) show that stocks with high idiosyncratic return volatilities tend to have low future returns. In this paper, we find that idiosyncratic volatility is also inversely related to future earning shocks. More importantly, we show that the return predictive power of idiosyncratic volatility is induced by its information content on future earnings. We provide empirical results to support our explanation that firms with poor prospect of future earnings tend to disclose less information, resulting in a higher degree of heterogeneity in investors beliefs, which in turn leads to higher stock return volatility and trading volume. Further analysis suggests that investors tend to underreact to earnings information in idiosyncratic volatility, and the mispricing of idiosyncratic volatility is inversely related to both investor sophistication and stock liquidity. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Idiosyncratic Volatility, Corporate Disclosure

	
	

	
    

    
	

	
	
		JEL Classification: G12, G14

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Jiang,  George and Xu,  Danielle and Yao,  Tong, The Information Content of Idiosyncratic Volatility (June 1, 2009). Journal of Financial and Quantitative Analysis, 2009, 44(1), 1-28.,  Available at SSRN: https://ssrn.com/abstract=783284 or http://dx.doi.org/10.2139/ssrn.783284 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						George Jiang

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Washington State University  ( email )

			

			
			
				
				
				
					Department of Finance and Management  Science
Carson College of Business
Pullman, WA  99-4746164
United States
509-3354474 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://directory.business.wsu.edu/bio.html?username=george.jiang
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Danielle Xu

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Gonzaga University  ( email )

			

			
			
				
				
				
					Spokane, WA  99258
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Tong Yao (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Iowa - Henry B. Tippie College of Business  ( email )

			

			
			
				
				
				
					Acquisitions
5020 Main Library
Iowa City, IA  52242-1000
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,331

			

		
		
		
			Abstract Views

			    5,227

		

		
		 
		
			Rank

			   27,964

		

		
	


	
		
            
            	       21 Citations
		

	

	
		
			
				       43 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Market Efficiency eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Efficiency eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,918

                                    

                                    
                                        PAPERS

                                           23,377

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Cross-Section of Volatility and Expected Returns

                        
                            By
                                
                                
                                    
                                    Andrew Ang, 
                                    
                                
                                    
                                    Robert J. Hodrick, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Cross-Section of Volatility and Expected Returns

                        
                            By
                                
                                
                                    
                                    Andrew Ang, 
                                    
                                
                                    
                                    Robert J. Hodrick, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Idiosyncratic Risk Matters!

                        
                            By
                                
                                
                                    
                                    Amit Goyal
                                     and 
                                
                                    
                                    Pedro Santa-clara
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Stocks as Lotteries: the Implications of Probability Weighting for Security Prices

                            
                                By
                                    
                                    
                                        
                                        Nicholas Barberis
                                         and 
                                    
                                        
                                        Ming Huang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Stocks as Lotteries: The Implications of Probability Weighting for Security Prices

                            
                                By
                                    
                                    
                                        
                                        Nicholas Barberis
                                         and 
                                    
                                        
                                        Ming Huang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equity Portfolio Diversification

                            
                                By
                                    
                                    
                                        
                                        Alok Kumar
                                         and 
                                    
                                        
                                        William N. Goetzmann
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equity Portfolio Diversification

                            
                                By
                                    
                                    
                                        
                                        Alok Kumar
                                         and 
                                    
                                        
                                        William N. Goetzmann
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Idiosyncratic Risk and Security Returns

                            
                                By
                                    
                                    
                                        
                                        Yexiao Xu
                                         and 
                                    
                                        
                                        Burton G. Malkiel
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            High Idiosyncratic Volatility and Low Returns: International and Further U.S. Evidence

                            
                                By
                                    
                                    
                                        
                                        Andrew Ang, 
                                        
                                    
                                        
                                        Robert J. Hodrick, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            High Idiosyncratic Volatility and Low Returns: International and Further U.S. Evidence

                            
                                By
                                    
                                    
                                        
                                        Xiaoyan Zhang, 
                                        
                                    
                                        
                                        Andrew Ang, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
