

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	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
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Volatility Spreads and Expected Stock Returns

	
    
        
            
            







    
    










    
    
    
    











			
                    Management Science, Forthcoming
 
        

    
	

	
	
		
		
			32 Pages
		
		

		Posted: 4 Aug 2009
		
		
		
	

	
		
			
			




	See all articles by Turan G. BaliTuran G. Bali
Georgetown University - McDonough School of Business
Armen Hovakimian
Baruch College - Zicklin School of Business


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Volatility Spreads and Expected Stock Returns
									

								
							
							
							
								
									Number of pages: 33
								
								
									Posted: 12 Nov 2007
								
								
							

							
						

						
							
							Downloads
							2,808
							
						

					

					
					

					
						
							
						

						
							
								
									Volatility Spreads and Expected Stock Returns

								
							
							
							
								Management Science, Forthcoming
							

							
							
								
									Number of pages: 32
								
								
									Posted: 04 Aug 2009
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							1,297
							
						

					

					
				

			

		

	

	


	
	
	
	
		
	
	
		
			Date Written: June 17, 2009

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper investigates whether realized and implied volatilities of individual stocks can predict the cross-sectional variation in expected returns. Although the levels of volatilities from the physical and risk-neutral distributions cannot predict future returns, there is a significant relation between volatility spreads and expected stock returns. Portfolio level analyses and firm-level cross-sectional regressions indicate a negative and significant relation between expected returns and the realized-implied volatility spread that can be viewed as a proxy for volatility risk. The results also provide evidence for a significantly positive link between expected returns and the call-put optionsâ€™ implied volatility spread that can be considered as a proxy for jump risk. The parameter estimates from the VAR-bivariate- GARCH model indicate significant information flow from individual equity options to individual stocks, implying informed trading in options by investors with private information. 
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