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Asymmetric mean-reverting pattern of stock returns in China:
ANST-GARCH approach

Jilin University Quantitative Research Center of Economics, Changchun, 130012

Abstract: Market efficiency states that security prices could fully reflect all available information and
price should be its fundamental value. There is bias for reflection of information in short-term only. This
paper investigates the time-series evidence of asymmetric reverting patterns of stock returns in china.
Applying asymmetric nonlinear smooth transition generalized autoregressive conditional heteroskedasticity
(ANST-GARCH) models to the analysis of mean-reversion and time-varying volatility in daily index
returns of stock markets of china, we find that the returns exhibit an asymmetric pattern of return reversals,
that is, on average, a negative return reverts more quickly, with a greater magnitude, to a positive return
than a positive return reverting to a negative one. The asymmetric pattern of return reversals is directly
associated with the unequal pricing behavior on the part of investors but not with the time-varying rational
expectations hypothesis. Thus, weak-form efficient hypothesis given by Fama could not be accepted.
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@ R K (pp243): An extensive body of finance literature documents that past stock returns can predict the future stock
returns in short-, intermediate- and long-term horizons, although the predictability weakens over longer horizons (Joseph

Kang, Ming-Hua Liu, Sophie Xiaoyan Ni, 2002).
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® R H(pp246): The price movements of a stock away from its fundamental value give rise to excess volatility, for which
investors require a risk premium, and the increased risk premium in turn brings about a reversion in the direction of price

changes as the increased risk premium induces the stock price to fall.
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