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(2 AMALREBA LKA RG L LT FH

. SRR N=368051 e AL AR BE AR N=18823
HfH LA HRAA P 25 HfH L L ON] P ifE 2%
Vola 0.088 0.084 0.261 0.033 0.097 0.095 0.261 0.028
Idio 0.069 0.065 1.249 0.034 0.083 0.080 1.249 0.032
Disp 0.041 0.038 0.147 0.016 0.047 0.045 0.146 0.015
Times 1.971 1 17 1.128 2.720 1 17 1.317
Days 1.470 1 13 2.146 1.912 1 13 2.332
Price 2.718 2.411 4.711 2.567 3.051 2.749 4.667 2.869
Return( %) 0.949 1.099 103.215 13.566 1.064 1.268 103.215 15.344

F S T A B AR R AR A A AR YRS AE R . B AR FEA 204 3000 1Y A
PEHLR BT H AT o AL 52 5 B B B T S5 e (i 11 3K 352 9 22 A i (9 A, 26 B JBE T 42 5y 1 R %
AN AR DL 23 B O WS, 5 B0 ol Al R A B0 Bl A S S A o R R R I D) S B A 0 A ) X

PR 53 o
k3 AFERALBRHAIEEZHEMLL]
S b ¥iA LRV fe/ME BKRME bR 22
Size 3.446 3.399 1.423 5.892 0.991
Turnover( % ) 3.884 5.703 0.135 41.270 3.629
Spread 0.147 0.138 0.065 0.386 0.049
Insti( %) 27.355 22.420 0.0001 96.521 21.440
1Skew 0.094 0.091 —5.164 5.728 1.029

(Z)IRMEEIENEELXRE
F 4G (1) (2) (3l 7ILMERAITE A BEaREAR BB R . 45 R B, Bt 5 3 sl R A7 7

N B TE AR DG OC ZR o (EL B B i IR ) 5 5 S A0 oMb W B 5 4 P A ok o A B 5 A e 0 B 2 AT I 3 Y
B 1) TN BE 7, BVAF A S 2 AR A ORI 20 sh B 42, ank 4 51 (4) (5) (6) Iz o Bt B Ak — A M
28, RS BN B 22 5 Wi P S By ) B 3196 .4.000 R 23.3% , HEATE S K B,
WA E SR ST IR B HT o fif 728 o A B i @ ARORE A P[] 090 2% 260 X LG A A e A o B g, TS

ok B e PR o) BELAS: 1 e M 78 40 oz e 4% 9% 35 L A
k4 ABHABRNEEFHFEHX A

AR (YR G AR FEAS ) P A b A A A
AR Vola, Idio, Disp, Vola, Disp, Times,
(1) (2) (3) (4) (5) (6)
Price, . 0.006 0.029 0.014 —0.031" —0.040™" —0.233"™"
(0.34) (1.41) (1.02) (—2.20) (—5.74) (—3.06)
Sivo —0.034™" —0.040™" —0.027"" —0.056™" —0.041" —0.153™"
ol (—6.85) (—7.32) (—5.31) (—5.07) (—7.49) (—2.59)
Turmover, 0.028™ 0.017"" 0.015™ 0.021™" 0.012"" 0.090™"
(5.05) (9.92) (8.50) (9.15) (7.10) (8.66)
Spread,., 0.005 0.003 0.005 0.001 0.001 0.004
(0.99) (1.39) (0.55) (0.49) (0.63) (0.72)
tliq, | —0.009™" —0.001™ —0.004™" —0.005™" —o_oos_m —0.094™
(—8.26) (—3.61) (—9.79) (—4.37) (—4.75) (—5.89)
e —0.183 —0.155 —0.108 —0.227" —0.110° —0.252"
(—1.53) (—0.54) (—0.39) (—1.68) (—1.7D) (—2.20)
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k4
SRR (B B AR FEAR) RENEEOIN TR SN

AR Vola, Idio, Disp, Vola, Disp, Times,
(1) (2) (3) (4) (5) (6)
Saleso, | 0.098™ 0.096™ 0.083" o.?21‘” 0.025™ 0.033™
(2.90) (3.92) (8.20) (5.41) (8.57) (4.90)

Controls = I = s = s
FURIE(:) 345487 345487 345487 17469 17469 17469
R? 0.115 0.107 0.181 0.103 0.145 0.057

EHETRA A, gy A R FRAEIN S5W I0% MARF LR E, AT S5k A E T, A UaF K0k
FHIGAR T R BT 10454 K, TR, HRATR, TLRABARTHRAEZ I EFN T EZOD I R K,

(=) =6 M0

R AR IR B SRR I Sl KA A0 G BUIN RE T o B b /N IRAE A S ) ZN A Dl Bl B
Sl A J DA T R 2 1 SRS /N AR AN AR, 1 B AR A7 AR P AE B N AR o A SR AG 8 4 o R
T RE N 2 A58 4 M phe P9 A PR TR R, AR SORS RE AR 3 RTG53 5 Bl AR RE A 1 HLASE 9 A
I I 7 Al R oA, RN {6l 3 S (EL AR D [l U9 8 728 5 T RS R ¥ 40 A AR O P A A e A A O A
KA DA, (0 FH 20 ARG 96 BE 0% B 4 b 2 B D 7 g B E ) A998 55 (Birru & Wang, 2016) o Kf A
A BN/ INB R 23S L0, 4540 4 4 5 A B2 5 00 o A 3l < 0 IR A B, 43 3l B AT 35 e A 5
AN B B 13 o3 4 5 ST 2R BRI AT A A% A A B B AOKF o A B R R B R EE N R
) 224 [ U], 5 B B, A ] A 73 2L 90 80 3 22 S 7 214 A 3 58

ERMPE LR, 2 ) AN I, $e B i 21 614 6 2l 4 52 ST 0 f) B 08 B RRR AR o H 2 3 R
5 B IR AN ] IR AR 23 2 B4 R R I 0 AN PR R A B g R, L% 2 S AR OK S B O
AW i 0 I BT AT A — 5 19 B 3 DR IE  (FLRE P2 B 2 A BT 0o o 3 U T, LA Al 5 o 90 Bl R L
£ G 1) TN BE T (HLK — B0 AE J mT AR B A R, AR S A 5 D Bl RO R R A 3 [

Vola Disp Times
006 === REmehr 004 === REBMEA 020 ¢ === RO MM
A Il \ GVl e
0041 002 010 F N ~
0k N\ TN SN
i \ 0
@ ok SO < 0k N - - \
¥ _0.02F AN /\\//\\\/\ -0.10
3 -0.02 | N
pj%:( ~0.04 . ~< -0.20
7] \
. -0.06 \ -0.04 |- \ 030 \
-0.08 F \ 0.06 \ \
v 006 \ 040
-0.10 F \ \ \
_012 1 1 1 1 1 1 1 1 1 1 _008 1 1 1 1 1 1 1 1 1 1 —0450 1 1 1 1 1 1 1 1 1 1
1 23456728910 1 23456728 910 1 2345678 910

Bl AL EdEDEER

A H—TWIE PRI RFIMER B AR

it — 2 25 B A 55 1 2l 3 5 AR 0 DR G AR M) e 2k W BIR o S B AR SR A A T
RN UL 1) WUEE 22 73 (DID) B 78 A5 Ak BB AS b BEAT R 56, i xC(8) B

OAR SR TER BT HEA T A B A5 56, LLKCK USRS DDD R 35 =28 5, USE 70 fift P MUASE P9 A 1 D, 4548
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Vola,,= o+ B, X Treat,, X Post,,+ Control;, . + A, + t,+ €.,

F 54 T DID K g 45

(8)

o VK SR PR R IS B Ml B B S A Bl 5 A s i Bl B TE 100 YK

b R B s R BT 92040 M S B BT 13.8%0 0 X — S5 RWIAIESE T R IR H,

0 1 3l B IR A, A9 A Xk I8 Bl R i 23 R

A5 AT AR TRA S R 2R

. Vola, Times, Days,
(1) (2) (3)
Treat X Post 0.092™" 0.138"™ 0.122
rea 0s
S (3.60) (3.13) (0.56)
) —0.041"" —0.124™ —0.321""
Size, |
(—7.15) (—9.48) (—3.95)
Controls = P =
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Price and Return, Which Matters?

A New Explanation for Excessive Fluctuations in Chinese Stock Market

LU Rong and YAN Zixin

(Shanghai University of Finance and Economics, Shanghai, China)

Summary: China’s A-share market tends to overreact to information more intensely and frequently, resulting in
stock prices failing to comprehend all information in a timely manner. Investors’ overreaction leads to persistent sharp
fluctuations in the market and rapid reversals of stock prices. Existed studies neglected the impact of price, the most
fundamental variable in the capital market. In practice, investors are most frequently exposed to changes in the absolute
prices, which also hold a dominant position in news websites and trading software. Based on the “ratio bias” in behavioral
finance theory, this paper attempts to explain such overreaction from the psychological mechanism of investors thinking
around absolute stock prices, being significantly meaningful for stabilizing stock market fluctuations, improving market
pricing efficiency and enhancing the effectiveness of regulations.

The Homo Economicus theory assumes investors to focus on returns rather than absolute prices, and similar events
occurring in similar companies should trigger comparable reactions in terms of stock returns. However, this paper proposes
that the absolute price misconception, arising from investors’ excessive attention to absolute prices, leads to stronger
overreactions in low-priced stocks. Referring to the amount of price changes after companies announcing events,
individuals tend to expect comparable increase or decrease of the absolute price after observing similar events.
Nevertheless, with lower underlying price of the target company, such price expectation implies irrational exaggerated
yield expectation, causing the stock price to change excessively in the short term before falling back to the rational interval.
As aresult, low-priced stocks experience sharper fluctuations and faster reversals.

Starting from the relationship between stock prices and volatility, this paper first confirms the existence of the
absolute price misconception in the A-share market. In August 2020, the ChiNext market relaxed its long-standing 10%
daily price limit to 20% . Utilizing this natural experiment, this paper employs the difference-in-difference method and the
difference-in-differences-in-differences method to demonstrate the substantial increase in overall and extreme volatility in
the reformed ChiNext market, primarily driven by low-priced stocks. There exists significantly negative correlation
between stock prices and volatility in the reformed sample, which cannot be explained by size, returns and lottery-like
stock characteristics.

This paper further constructs reversal strategies in the reformed sample, illustrating higher monthly excess returns in
low-priced stocks with the absence of influence from investors’ lottery-like preferences. In an event study framework,
low-priced stocks also realize higher abnormal returns on news announcement days, including quarterly earnings
announcement and hot topic events, and exhibit weaker post-earnings announcement drift. An improvement in the quality
of information disclosure can help to mitigate this effect.

This paper contributes to behavioral finance literature by shedding new light on reasons of investors’ overreaction,
that is, the absolute price misconception, motivating by their greater emphasis on stock prices instead of returns. On the
shoulder of pioneer studies of Shue and Townsend (2021) , this paper further illustrates causal relationship between
absolute price misconception and overreaction by comparing explanation power to reversal strategies returns of stock
prices and lottery-like stock characteristics, representing investors’ attention to stock returns. In addition, this paper is the
first to discover empirical evidence of extreme volatility of low-priced stock in A-share market, and innovatively explores
the impact of price limit and information disclosure systems on market anomalies.

Considering that the illusion derives from excessive exposure to stock prices, this paper suggests regulators to guide
the trading platforms and news media to emphasize returns, while organizing investor education activities to guide them in
correctly understanding the relationships among news, returns and prices. Regarding market institutions, this paper
recommends that policymakers set different daily price limits for stocks in different price intervals, and establish stricter
standards for information disclosure by listed companies.
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