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Chapter 4. Conclusions 

 

The purpose of our study is to examine whether the conditional skewness of the 

aggregate stock return distribution in Taiwan is predictable. Motivated by this, we 

establish a time-series model with the variables consistent with the theories (i.e., 

trading volume and return) to test the effects of these variables on the skewness. 

Additionally, we review the past research for the reasons of including these variables 

in the model.  

Because most of the estimated parameters are significant and the validity of the 

model is verified, the model has some power to test whether the theories’ predictions 

are supported in the Taiwan stock market. Our empirical results are consistent with 

Hong and Stein (2003). However, our empirical results do not support the predictions 

in Cao, Coval, and Hirshleifer (2002). 

The short sales of the stocks included in the TSEC (Taiwan Stock Exchange 

Corporation) Taiwan 50 index were required to be made on a plus tick or zero plus 

tick in the past. The purpose of this requirement is to prevent investors from selling 

short to drive stock prices down. However, this requirement is no longer needed since 

May 13, 2005. Therefore, when using the TSEC Taiwan 50 index, we might conclude 

that the theory by Hong and Stein (2003) is more likely to be supported before May 
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13, 2005, because selling short the stocks is more difficult during that period. Whether 

the conjecture is supported empirically would be an interesting direction for future 

studies. 

Our results are consistent with the findings of Harvey and Siddique (1999). That is, 

periods of high skewness are followed by low skewness in some aggregate stock 

markets. Nevertheless, to our knowledge, the theoretical guidance on this 

phenomenon is absent. Another challenge for future work is to construct a theory 

which can explain this phenomenon in aggregate stock markets. 

Finally, our results come from using the aggregate stock returns. Chen, Hong, and, 

Stein (2001) found that small-cap stock returns are more positively skewed than 

large-cap stock returns. Apparently, it is reasonable to expect that the estimation 

results and thus the interpretations would be different if the individual stock returns 

are employed. We have not conducted any study on this. It is also an important 

research for future.   

 

 

 

 

 


