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The Test of non-normal Distribution of Stock Returns
with Monte Carlo Simulation and The Explanation

CAO Zhi-guang', WANG An-xing', YANG Jun-min®

(1. Schooi of Finance, Shanghai University of Finance und Ecenomics, Shanghu:
200433, China;2. School o f Management , Fudun University, Shanghai 200433, China)

Abstract. The distribution of financial data is usually (TF#% 52 R)
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The Shock Effect of Short Selling
Mechanism to Emerging Market .
Evidence from Hong Kong Stock Market

LIAO Shi-guang',ZHANG Zong-xin®

(1. Management School , Shanghai Jiaotong University, Shanghai 200052, China;
2. Institute of Financial Studies, Fudan University, Shanghai 200433, China)

Abstract: As an important trading system in the modern securities mar-
ket, the short selling mechanism plays great roles in perfecting the market
functions. But may the allowance of short selling mechanism in the emerging
market enhance the market volatility? The paper discusses the relationship
between the market volatility and short sales with the data from Hong Kong
stock market, and the result suggests that the effect of short selling on the
whole market volatility is very complicated, and the final result may depend
on the types of short sellers, trading strategies of investors and the openness
of trading information. If only with the consideration of speculative short
sales, the short sales can play an important role in buffering stock price vol-
atility in stead of aggregating it.

Key words: short selling; trading mechanism; stock price volatility
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fat-tailed and asymmetric, so it is not proper to fit the real financial data by
normal distribution. This paper fits the returns of Shanghai Composite using
generalized hyperblic distribution and tests its goodness-of-fit. The results of
test show that the daily log-return of Shanghai Composite can be well de-
scribed by generalized hyperbolic distribution and normal inverse Gaussian
distribution. The fact of non-normal distribution can be well explained by a
simple linear system with noise.

Key words: fat-tailed; asymmetry; generalized hyperbolic distribution;
nomal inverse Gaussian distribution; Monte Carlo simulation
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