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Abstract 1

Abstract

The stock market is a factor market full of uncertainty. The
rapid flow of information and capital leads to frequent price changes
in stock market, which in turn result in market fluctuation. Fluctua-
tion of the stock price is a normal characteristic of the stock market.
Moderate stock price fluctuation can promote the activity and enhance
the liquidity of the market. Nevertheless, dramatic and frequent fluc-
tuation can distort the market price mechanism, leading to the loss of
efficiency in the stock market and impeding the market’s role in opti-
mizing the allocation of resources. Being an emerging market, Chi-
na’s stock market is characterized by high risk and low efficiency of
market fluctuation. Therefore, the research on the quantitative char-
acteristics of stock market fluctuation in China and the influence of
stock price fluctuation over market efficiency has great significance
both theoretically and practically in seeking out an effective way to
counter undue fluctuation and to raise market efficiency in resource
allocation.

This article talks about the internal transmission mechanism of
stock market fluctuation and thg causes of dramatic market fluctua-

tion, from the multiple angles of quantitative characteristics, quanti-
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tative relations and quantitative limits. Thus, this article is expected
to offer decision-making reference and theoretical support for security
administration departments for the benefit of their regulation of the
stock market and stipulation of stock market development strategies.
With the orientation of enhancing stock market efficiency, this arti-
cle, according to the train of thoughts in the research, analyzes the
statistic characteristics of stock market fluctuation, and studies the
internal transmission, the risk structure, and the influential factors of
market fluctuation, as well as the effect of fluctuation on market effi-
ciency. Then, this article probes into the causes of low efficiency in
China’s stock market as well as the methods to increase market effi-
ciency. Based on this train of thoughts, this article devotes six chap-
ters to study the related issues respectively.

Chapter One makes a general analysis on market stock fluctua-
tion and efficiency. Along the logic thinking from information to
price fluctuation to market risk to market efficiency, and at last to re-
source allocation, this chapter discusses the formation mechanism of
stock market fluctuation, the differences and relations between mar-
ket fluctuation and market risk, as well as the relations between mar-
ket fluctuation and market efficiency, building theoretical basis for
the follow-up empirical research.

Chapter Two conducts a quantitative research on the fundamen-
tal statistic characteristics of stock market fluctuation. First of all, it
analyzes the overall characteristics of fluctuation in China’ s stock
market. Then, it studies the interactive relations between Shanghai

Stock Market and Shenzhen Stock Market by means of cointegration
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analysis. Finally, this chapter studies the statistic characteristics of
stock market fluctuation, especially the stationarity and normality of
rate of return series fluctuation. According to the research results,
the average rate of return of China’s stock market is higher but more
fluctuant than that of a mature market, indicating the characteristic
of high risk in China’s new stock market. Market rate of return se-
ries is featured by self-correlation, and the distribution of rate of re-
turn shows high peak and fat tail. The hypothesis of normal distribu-
tion of rate of return in classic capital market theory doesn’t fit Chi-
na’s stock market. There is long-term stationary interactivity be-
tween the fluctuation of Shanghai Stock Index and that of Shenzhen
Composite Index. However, there are no cointegration relations a-
mong Shanghai 30 Index, Shanghai Index, Shenzhen Constituent
Index and Shenzhen Composite Index, which reveals the deficiencies
of Shanghai 30 Index and Shenzhen Constituent Index, the disability
of those two to represent the overall changes of Shanghai and Shen-
zhen stock markets, as well as their diminishing functions along with
the changes of market scale and market structure.

Chapter Three is devoted to the research of conglomeration of
stock market fluctuation based on modern financial time series analyz-
ing method. The characteristic of “Fat Tail” of rate of return distri-
bution in stock markets actually indicates the conglomeration of stock
market fluctuation, which shows the constant influence of external
impact on stock market fluctuation. As for the new stock market in

China, what are the lag effect and the structure of internal transmis-

sion mechanism? Can it be described with ARCH Model? If it can,
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then, are there any changes of the structure of this internal transmis-
sion over the last 10 years? Particularly in recent years, what are the
features concerning the scope and depth of the influence of external
impact on stock markets? Answers to these questions will not only
better our understanding of the formation mechanism of stock market
fluctuation, but also can be consulted when people select the strate-
gies to counter undue stock market fluctuations.

On the basis of theoretical research, this chapter reviews the in-
ternal transmission and structural changes of fluctuation conglomera-
tion during different periods. From the research result we can see
that the fluctuation conglomeration of Shanghai and Shenzhen stock
markets can be described by GARCH(1, 1)Model. Yet, the scope
and depth of the influence of external impact on market fluctuation
vary with time. Before 1996, the conditional variance of rate of re-
turn per day tended to be high, while since 1996 it has dropped sub-
stantially. It suggests that the frequency and range of abnormal fluc-
tuations during the early stages of Shanghai and Shenzhen stock mar-
kets were fairly high and abroad, while abnormal fluctuation has been
relieved to some degree with market scale increased and market regu-
lations improved. Furthermore, external impact is found to have con-
tinuous influence over market fluctuation, and after 1996, the mar-
ket has got a longer memory cycle of the influence of the impact. The
structural change of fluctuation transmission reflects not only changes
in market transaction regulations, but also changes in the market
structure and the market scale. With the inertia of market fluctuation

increased, more time is needed to absorb the effect of external im-
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pact.

Thanks to the asymmetrical research on both positive and nega-
tive influence of external impact on market fluctuation through
Threshold ARCH(TARCH)Model, it can be found that the leverage
effect that is universal to mature stock markets cannot play a full role
in China’s stock market. On the one hand, it proves that China’s
new stock market is still emerging; on the other hand, it suggests
the great influence of market transaction regulations on the fluctua-
tion of stock prices. As short sale is forbidden in Shanghai and Shen-
zhen stock markets, when negative news comes about, and investors
are expecting the market going further down, only share holders can
react by selling stocks, while the rest investors are unable to show
their judgments on market trend through short sale. Therefore, the
market hasn’t shown any significant negative impact of the leverage
effect.

Chapter Four studies the risk structure of stock market fluctua-
tion in China by combining Modern Portfolio Investment Model and
GARCH Model. Although stock price fluctuations have various caus-
es, basically, they can be classified into two categories: common
macro factors that can affect the whole market, and special micro fac-
tors that affect some specific shares. Common macro factors bring
about systematic risk in stock markets, while special micro factors
cause non-systematic risk in stock markets. If the proportion that
systematic risk accounts for in the risk structure of stock market fluc-
tuation is too high, then the market is featured by synchronic fluctu-

ation, and the risk structure of the market is irrational. Thus, in-
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vestors can never reduce the risk caused by market fluctuation
through decentralization. As far as China’s stock market is con-
cerned, whatever the risk structure of fluctuation is, it is necessary to
study the fluctuation of stock markets.

Based on the research in this chapter, in the early stage of mar-
ket development, the systematic risk of market fluctuation accounted
for a large proportion compared with the total risks, with irrational
risk structure. However, from a dynamic angle, the proportion of
systematic risk in overall risk has been dropping with time. In partic-
ular, market risk structure has been greatly improved, which means
market fluctuation is decreasing under the effect of systematic fac-
tors, and investors can decrease the risk resulting from price fluctua-
tions through appropriate decentralization. In addition, this chapter
also studies the risk of share price fluctuations, and focuses on the
stationarity of 3 coefficient of the interactivity between share price
fluctuation and overall market fluctuation from micro point of view.
The research results show that § coefficient of share has the property
of stationarity in a short run, while this stationarity may vary with
time under the influence of other factors.

Chapter Five initiates an overall research on the major factors
that affect stock market fluctuation. Theoretically speaking, factors
leading to stock market fluctuation can be any changes of activities by
such market participants as investors, listed companies, regulators
and intermediary agencies, and they also can be changes in macro e-
conomic variables or other non-market factors. Considering China’s

new stock market, those factors causing fluctuations in mature stock
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markets according to classic security economy theory probably are not
that strong in China. This chapter studies the causes of stock market
fluctuation in China from the following aspects such as the overall
performance of listed companies, the herd behavior of investors, poli-
cy intervention, and changes in macro economic variables, getting
the following findings. 1) Those factors that cause fluctuations in
mature stock markets like overall performances of listed companies,
macro economic cycles, interest rate and changes of prices are not
that powerful in China’s stock market. 2) “Driving by policies” and
“pulling by capital” are characteristics that the fluctuation of China’s
stock market has exhibited. This chapter studies the effect of policies
on stock markets with Intervention Model, and finds out that the
fluctuation range of stock markets under the influence of policies
tends to be pretty broad. Due to the related policies stipulated, the
range of market fluctuation, averagely speaking, has been increased
to twice of the normal level. In spite of the decreased influence of
policies on stock market fluctuations in recent years, it still takes a
fairly long time for the market to absorb the influence of policy im-
pact due to the strengthened durability. By examining the causal rela-
tions of multivariable Grange, it is found that there is causal relation
between the change of money supply and markets fluctuation, which
means the inflow and outflow of capital in large scale in stock markets
have a direct relation with frequent fluctuations in China’s stock mar-
ket in recent years. 3) The range of market fluctuation has been fur-
ther enlarged by investors’ “herd behavior”, which can be classified

into “spurious herd behavior” and “intentional herd behavior”.



