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		Abstract

		The dynamic effect of idiosyncratic risk on market returns has been debated recently. Previous studies examine the effect based on a regression of excess returns on one-lagged volatility. We claim this approach provides only a partial, limited picture of the dynamic effect of idiosyncratic risk that tends to be persistent over time. By correcting for the serial correlation in idiosyncratic volatility, we find a significant positive effect of idiosyncratic volatility. Unlike previous studies, this finding is robust with respect to various firm size portfolios, sample periods, and measures of the idiosyncratic risk. We further find that idiosyncratic volatility affects stock market returns beyond its effect through revisions in the present value of future cash flows and expected discount rates, and the idiosyncratic volatility contains fundamental factors as well as nonfundamentals. This suggests mispricing of the stock market in its response to idiosyncratic risk, and there may be some measurement problems with idiosyncratic risk, which may be related to non-diversifiable risk. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Jiang,  Xiaoquan and Lee,  Bong-Soo, On the Dynamic Relation between Returns and Idiosyncratic Volatility (September 2004).  Available at SSRN: https://ssrn.com/abstract=642125 or http://dx.doi.org/10.2139/ssrn.642125 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Xiaoquan  Jiang (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Florida International University (FIU) - Department of Finance  ( email )

			

			
			
				
				
				
					University Park
11200 SW 8th Street
Miami, FL  33199
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Bong-Soo  Lee

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Korea Advanced Institute of Science and Technology (KAIST) 

			

			
			
				
				
				
					373-1 Kusong-dong
Yuson-gu
Taejon 305-701, 130-722
Korea, Republic of (South Korea)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    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

				      359

			

		
		
		
			Abstract Views

			    1,876

		

		
		 
		
			Rank

			  151,952

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       25 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

                                           10,239

                                    

                                    
                                        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

                                            2,915

                                    

                                    
                                        PAPERS

                                           23,289

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            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   0.091 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
