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Table 5 Rate of Returns on Bivariate Portfolios in Month (z+1)
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Table 6 Stepwise Regression Results
AR, ..,

B H24 #H3¥ B4 B5H Fok B4

Hig,. 0.015*** 0. 001 0.015°**  0.015"" 0. 001 0.018"**
: (9.941) (0.762) (9.976) (10. 126) (0.652) (5.383)
o <015 <0015 =0.018%* =0i016™* =0.015™ 0. 005
(-10.509) (-10.336) (-11.162) (-10.609) (-10.391) (1.477)
Low. ~0.014**  -0.014** -0.014"* -0.025""" -0.018*"" 0. 001
(-9.632) (-9.374) (-9.684) (-15.306) (-10.952) (0.332)
o ~0.462°""  -0.467"""  -0.199"" -0.523""* -0.684""" -0.329"*"  0.742""
(-18.578) (-18.746) (-7.161) (-18.237) (-23.832) (-9.145)  (4.464)
oo, - Hig, -0.916"" -0.786""" -1.859""
’ ' (-21.602) (-16.351) (-10.968)
oo, Med., 0.162°" — T T
‘ ' (3.946) (-6.595)
o, Low,, 0.627°""  0.266""  -0.806""
: ' (15.213) (5.685)  (-4.762)
- —0.002"""  =0.002"""  —0.003"* -0.002""" -0.002""" -0.003"" -0.003""
(-20.498) (-17.087) (—-18.723) (-17.252) (-17.467) (-18.642) (- 18.676)
W5 —0.001°"  —0.0003"* —0.0001°" —0.0003** —0.0004*** —0.0002°"* = 0.0003"""
(-3.593) (-3.812) (-3.845) (-3.799) (-3.901) (-3.883) (-3.933)
. C0.005°°  —0.004° —0.004"" —0.004"" —0.004°" —0.004° —0.004%"
(=-5.659) (-5.374) (-4.536) (-5.371) (-4.792) (-4.401) (-4.378)
Max. ~0.509*** —0.511*** —0.514** —0.511"** —0.511"* -=0.513*"" —0.514"""
(-42.424) (-42.572) (-42.887) (-42.598) (-42.616) (-42.819) (-42.902)
R 0.038***  0.050***  0.048°*"  0.052°°  0.055°*°  0.051***  0.031"*
(20.712)  (20.787)  (19.993)  (21.134)  (22.498)  (20.643) (8.157)

VAL R /% 8.583 9.616 9.718 9.612 9.669 9.872 9.732
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Can Limits to Arbitrage Affect the Asset Pricing Effect
of Stock Price Idiosyncratic Volatility

ZHANG Huaping,CAO Ceyuan
School of Management and Economics, North China University of Water Resources and Electric Power, Zhengzhou 450046, China

Abstract ; According to the classical asset pricing model, expected stock return in security market is only determined by systemat-
ic risk, and idiosyneratic stock return volatility have no asset pricing effect. Recent studies found that idiosyneratic stock return
volatility can negatively predict the following monthly stock return, and this phenomenon contrasted with classical asset pricing
theory is called idiosyneratic stock return volatility premium puzzle. Some researchers believe that mispricing associated with lim-
its to arbitrage is the cause of this asset pricing puzzle. In Chinese A-share market, the margin trading and short selling regula-
tion, trading price limits rule, and individual investors dominating the market, which are different from that of developed security
market, and provide a good opportunity for us to investigate the cause of this asset pricing puzzle.

This study reviewed the literature on the existence and causes of the idiosyncratic stock return volatility premium puzzle, and
theatrically analyzed the existence of this effect and how limits to arbitrage affect this asset pricing effect. Using listed firms in
Chinese A-share market during 1993-2019 as sample, this research constructed comprehensive indicators to measure the cost of
limits to arbitrage based on special regulation factors in Chinese A-share market. After all the above, this study empirically inves-
tigated whether idiosyncratic stock return volatility premium puzzle existed in Chinese A-share market and how limits to arbitrages
affect this phenomenon by using correlation analysis, univariate portfolio return analysis, bivariate portfolio return analysis, and
regression analysis.

This study found that the existence of idiosyncratic stock return volatility premium puzzle is robust in Chinese A-share mar-
ket, which indicates that idiosyncratic stock return volatility within one month can negatively predict stock return in the following
month. Limits to arbitrage measures related with special background in Chinese stock market can partly explain the idiosyncratic
stock return volatility premium puzzle, which indicates that idiosyncratic stock return volatility premium puzzle is more significant
in firms with high level of limits to arbitrage than that in firms with low level of limits to arbitrage.

This study provides new evidence of the existence and causes of the puzzle of the idiosyncratic volatility premium in the Chi-
nese stock market, enriches the research on the puzzle of the idiosyncratic stock return volatility premium, and provides a frame-

work for reference to study the anomalies of asset pricing in the Chinese A-share market. Empirically, this research provides evi-
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dences for evaluating the effects of limited trading price rule, margin trading and short selling regulation and security index future
regulation, and can also provide materials for educating investors.

Keywords ;idiosyncratic volatility premium;limits to arbitrage ;asset portfolio;stock return;asset pricing
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