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Left-tail Risk and Expected Stock Returns in the Korean Stock Market
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Abstract

This paper investigates the influence of stock-level left-tail risk, which is defined using
Value—at-Risk(VaR) estimates of past one-year daily stock returns, in the expected stock returns in the
Korean stock market. Our results are summarized as follows: First, monthly—constructed zero—cost
portfolios that buy (shortsell) the highest (lowest) left-tail risk decile in the previous month exhibit an
average monthly return (called left-tail risk premium) of -2.29%. Second, Fama-MacBeth
cross—sectional regressions suggest that left-tail risk in the previous month shows significant and
negative explanatory power over return in this month, after controlling for various firm characteristics
such as firm size, B/M, market beta, liquidity, maximum daily return, idiosyncratic volatility, and
skewness. Third, the stocks with larger recent month loss have lower returns in the next month. Fourth,
the magnitude of left-tail risk premium is negatively related with lagged market-level volatility. These
results support the hypothesis from a perspective of behavioral finance that the overpricing of stocks
with left=tail risk is attributed to the investors’ underreaction to it.
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= 199 ARHFoE tro] &9 AdE &
E HIE Wi Adtely, IAS 4Bde ol
REVE 9lE Htd(reversa)S BAI5H7] s ¥
2, AY9] &S Yudith. MAXE 999 9 &
o8 % FHuzroz Fojdct [VOLS 7 £2o] g
H $£9E ARE ARSI Fama-French 3891 39
FAS AR AAY o) dojA= XY HEHA 0]
o SKEWNESS= 349 9 A8 AR 9=
It} Wi ] 2E o IARAE XSt 3l AS
£ FgctaL, 249 SAASY AAE Beat E %t
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ol

H 5. Fama—-MacBeth

M @

Estimate  t-value

LT

lot

0!
1z

Estimate  t-value

VaR1 -0.31 (-2.53) -0.17 (-2.03)
Log(MV) -0.48 (-4.36) -0.54 (-4.80)
Log(BM) 0.67 (4.92) 0.58 (4.33)
MKTbeta 0.68 (3.75) 0.51 (3.18)
SMBbeta 0.27 (1.00) 0.33 (1.00)
HMLbeta -0.41 (-1.01) -0.50 (-1.01)

MOM 0.00 (1.15) 0.00 (1.15)
AMIHUD 0.02 (1.05) 0.02 (0.85)

REV -0.03 (-3.98) -0.02 (-2.68)

VoL -0.73 (-5.76)

MAX 0.10 (1.90)

SKEWNESS -0.22 (-2.02)
AdjRsqg 0.109 0.127

[ 5o 2F(1)S BH, 7 Ed] IS v
A= AFHQ 24591 71D HELogMV)), FFE7HH
NA7HE(Log(BM), FF-38%  HEKMKTbeta,
SMBbeta, HMLbeta), A 1d7t =J&MOM),
5/9(AMIHUD), AE949&REV)Y] 7IHEA HSE
BAIS Fo= VaR19 FAASE -031011 7=
-2.5308 oHs| foFs £ & AUtk

S, S0l & TEY4E F449 89
HE/d0] Eob FTARl =oE0] YEAY, (-9
JPrE 7o EHN Bt g T Z9| 298 olhS
AT 7Fsdo] = o] W] & =RolA Hgt
FHERo] ZdedEd] IS HAE M2
H7} oyt FAof ofn] HiE JhE ol T
AE W9 defHe(proxy)°l B3 7Hs/d< Hl
A 5= gltt. o] et 7Hs/dS A=Azt sl ZB(D)
& 7|1E02 sto] BF(2)oA= Bali et al.(2011)¢]
dho] wet [VOL, MAX, SKEWNESSE 713 og
BAtL SAEAS AAlstATH26]. 1 A3} IVOL,
MAX, SKEWNESSE BAIgt $ol VaR19] 3|HAS
£ -0.1709, t-gko] -2.030% °oFft Ao
5% &4 s Rt E & 3l

ol A3t AAHOE fuIEN B Aol A

45 AZoA VarR19 Fdd BEEA0] AAE 3
T 2.50%°]ck. wekA] VaRle] 1-09HE S71E
o, 2PQ2)E 7IECE thF B FAE2 -0.17*2.50%
= -0.425%9FE Sista, o2 AR ks
-0.425%*12 = -5.1%7} =]o] FAHR FHAAME 9
nQle FAE & 4 Qi

olgjgt IS T 7| Eol FFE vl
e o0& e 7| AR, ARIIRAGTE, AGH]
B} 53 22 HEAQI 79SS 2t ofe} F
R E(MAX), IFHEHIVOL), HE=(SKEWNESS)

s 2 Hud 393 98 #d Hess AR

5. DeltaVaR £M

FHEEY 7de gt o9 R
ol/dAR FAAe] THolM= Hrgshy] offt. dut
o]

1o

AHog A4k 9¥o] E4F 7|USdEE oA
o] g Ao, QhoflA A E ool g4
E5E 7H$dEo] okl Aol 7] hioltt
mabA olEet @Al AU AYshk= o 71A M
2, A Aol s Fakkssks FEAY
4 HOE FAAHEC] Uehdthe Aol

EAAE0] 22 FHO| tief ARG RN
F7PF 2T ERE olgtit= o2 ¢ A5ZET
of oAz oln| B =Fo] HiEo] gtk ofxh
Barberis et al.(1998), Daniel et al.(1998), Hong
and Stein(1999) ¥4 Ao gt A&
ANEPES HA¥sts olEF HFE AXlskut
[24][271(28]. ESt Eastorwood and Nutt(1999),
Hong et al.(2000), Chan(2003) 59 I+ AAZ
FAAE0] B 2o sl dARRSIItE AS
A A1E AAE BF SloH29-311

TroF g 79 E 71 ()9 A
A7 FAREY AN wiEolztd, F7HE|
|2l A DT FELSE ol2fet ()9
A7} B s vehd 7FsAdol adtk 1L olf=
=4 gt S o Ao A S5 771

ook
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Fepao] e Jrst 4 1Y olgel 24 WO
2 F7lo] wtdElglom® o o] FrlgEaldo]
FoR0| 20)go] WrIE FFE FA7] olgithy 4
Zhgick, T, F7baol el wsdrid £4
APEo] TaRkgOR Q8] okt 1 gide] 7o)
525] vI9IEA] glotd T Aol olo] wt
3% srolgo] wold Aow diE 4 9tk S, &
Fhgeto] o] AT F2 SN Feo] 2 5
QA4S GF 5 YT £ FAHFATo] A
£ E40] 9189 [ 3Jol4 U v} g wof 5
Age] olefst e TrWRIORA FeiEo
2 322 BAsRC} Hg Fhde] veigcha, ol=

3 BB FF UL FE 5015 ek Aot

E 6. DeltavVaR 24

DeltaVaR1 ¢ 0

DeltaVaR1 = 0 DeltaVaR1 ) 0

Estimate t-value Estimate t-value Estimate t-value

Low -063 (-1.70) 0.1 (0.50) 0.06 0.17)

2 0.76 (1.55) 0.06 0.17) 0.52 (1.19)

3 -0.55  (-0.97) 0.03 0.11) 0.89 (1.88)

4 -0.79  (-1.29) -047  (-1.39) -0.02  (-0.04)
High -0.40 (-0.54) -0.69 (-1.09 -269 (-3.01)
H-L -0.13 (-0.16) -0.75  (-1.10) -275 (-2.92)

[E 1o FY /1S A BT FREYS

S ohg @ $080] o WolAeAE B3 Aol

t}. g AoAE DeltaVaR1 = VaR1(t) - VaR1(t-1)
2 Aolstal, WY HA| FES DeltavaR1o] ()
%, 091 I8 9 A 259 Al ZEZF|e&
ot 1283 ZF REEQ YollA thA] DeltaVaRl
9] g 71E0E A /9] REEF|RE YRy 7
ZEEZE] Q9] oY £ES Akt 181 ol
Fama-French 2g9] g} 2t ZEZE] Q9] 9Y 4
JE & AAZA AFLARMRF, SMB, HML, MOM)
9] ¥Fo| o3 dgEl FES Aot JERHSY
E(FF-4 alpha)2 YEFAATH

HA] DeltaVaR1 < 0 9 252 1 F94} VaR1()
( VaR1(t-1) ¢ TEES gu|gith. 7] &ol= &

BEE [t -11] 719 DE $E F sho] /1%

Z A4 1% 9 dgRT) [t-1, t-12] 7749 9 5
& Z slEZo] 7F & A9 1% Y& stEEo]
o k= A& 3k ol oA el S FEol H]
n7 o HQl t-12 Eoll & 9] =& 1S Fd
Y= Ao|th HIE DeltaVaRl ) 0 9 IE2
VaR1(t) > VAR1(¢-1) ¢l EE°IH, o] EE5E2 1,
t-11] 7719 9 59§ F stZo| 7K & A9
1% 9] 98o0] [t-1, t-12] 79| 9 A& F 3}
ZZo] 7p & A9 1% 89 slEEET o It
= A& B3t & g 52w H2Ql ool &
9] £9F ol=Fg AFsIGitk= Aolth

ol7|A £3] DeltaVaR1 » 0 91 115, & ¥ IA7}
ohd HI(tY)ol F&S AT FHEY 1FE°] ©
Y5k Hool| JFFS W 7ol AH, &
11 FANE Ed] gFo] & FHYSTE FHAFE
A |7t 7P AstAl A-gste] Azt AlsHAl ve
FOoRHA v Eo] HE ¥e o0& dgH

2447, DeltaVAR ¢ 0 T+ DeltaVaR1 = 0 ¢!
718 WollME DeltaVaRlo] 7F =& ZEE(High)
ojlgtal sk Y] £ go] TAHOE [Fou|g H
T 7 g=th & High 1500 &= $55°] 1L
B7HEGE f9% A7 §ich HighE wi4sta
LowE "i&Estes FH|E ZEEZ|Q9] oY 49
(High-Low) 9Al Rt gt 224 ¥=ct

g DeltavaRl > 0 1 IF WAz &35
DeltaVaR1°0] 7} &2 £5E(high)2] B+ +9
L -2.69%°11 t-Fo] -3.01% o3t (-)2Q] £
S Yehfie, H-L2 -2.75%°] 1, t-Fko] -2.92= f
Frolstt.

olgfgt Adks, T HE0] ¥ & FTHYSFE &
NET B2 F7HREAEC] A&EH=HE Bt
EAE0] o] HAHrigto g g FZo] 71A|
7} B4&712]0) vlsl 13B7EE B3] HS A Y
et FEAREE IolA 9 AES AA|gtar
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A F5S 107 ZEEZFLE UKUES o, F1EEH
o] 7MY w2 TEER 98 ZEETHigh)s
ujgota 7P W FEER FAE ZEEY(Low)
£ 3eshs 78 ZEET(High - Lowe =
(9 =9& Zau|dS 7S B HE Aok o714
o] FH|g ZEEH QY FAES FIEHYY F
] (left-tail risk premium)olgt 272 sttt F
7HEEHIS TLE|u|dL [# 2]0A4 H5o] HA] BEY]
7+ B BHA g2 ()9 g 7HAIAIRE, whef o]A
o] FeAFEHY HO o] 7|1zt @AYolEtd Al7|Hitt
1 3717F B 7Fs7del Utk Daniel et al.(1998,
2001), Kumar(2009), Hirshleifer(2001) 52 A%
0] Eg4o] 2 o, FAREY] FHAFEA H
7} B & AsHA dofvke 3ol vt Fskaict
[281[32-34].

=009 7S Zeju|do] 53] SUEEE
o] £ FHEY NHVIERE HZRH= JS A%
S, 2419 EA7IAE Ags] Brsk] o Al7]
ASE o|e} Z-2 F71=Hd mejuledo] B & st
Al vehg 4= qiok mebA A MEAdo] & A7
5 g S50 EA7H div] 8L 1971 7hs
go] Sl olo wet FIFEE ZEju|o] B
Z 209 &2 7HA 2 ALE i 5= Qi o]
gt FE2o] A4 dEgthd, EEE Zevd
2 AR BT S0 SHHAE 7HAA 2 A
olt}. o]& AFst7| sl 37870E 2] EE7|7hol thsh
olgje} T2 AAY IARALFE Ptk

High, — Low, = o, + [, VOLAT,_, 3)
+ B,RMRF, + B,SMB, + 3, HML,
+ B, MOM, +e,

A4 FNFLAF(VaR1) S 71E0 2 AH) TES
QEAE0 R HHsto] 10719 REERQE e 7,
VaRle] 7P 22 ZEZE|09] Y $9E(Low),
7V 2 ZEZYQ9 49 $EHigh) € /M &
ZEEDQE vipslal 7MY A2 ZEEYRE Wik
Sk FHlE ZEEF Q9 F9 98 FHEY
¥ mYu]dHigh-Low)E 47 S5HsE SiGirh
A A 1] AFHSA(VOLAT)S AL KOSPI A

d

]

$9] gl 989 EFHAER ZH5HtE RMRE,
SMB, HML ¥ MOMZ =il FAAEARE ARESto]
AAFE Fama-French? €94 492¢Qlo]ch

B 7. FISERIE Z20|Ya AIBESY

Low High High - Low

Estimate t-value Estimate t-value Estimate t-value

VOLAT 030 (1.07) -1.54  (-244) 184 (-2.47)
RMRF 081  (26.01) 1.06  (14.94) 0.25 (3.06)
SMB  -020 (-5.04) 0.52 (5.82) 0.72 (6.83)
HML  -001 (-0.27) -0.03 (-0.26) -0.02 (-0.12)
MOM  0.01 (0.32) -052 (-654) -053 (-5.69)

AdiRsq  0.755 0529 0270

[ 719 B7INALE B9Z40E BY, Low ZEE
209] $28S VOLAT ¥ A& HAA Q9150
i3 SARAG dal, VOLATY) 3AAGE 82514
At & Low ZEETF Q9] 982 AU ES H
9T F93 BAE YA g=tt. ¥H High &
EEZ7 Q09 #%, VOLATY 3HAIg+= -1.540]1L t-
ol -2.44% vie- fFoloith. W QEZRNA FUHES
A8 =Eu|AHigh - Low)e A3 FA] VOLATY
S| HAE7E -1.840]2L t-Fko] -2.472 393t ()<
2 Uehdth & S8 e da AR
A7) 7%t (-9 ARTAE E3] I Ho
Lo zota 1A4E TEZE Q9] 498 (High)o]
ARHEEAEAT oSt S0 FHEAE Y= A
oA HlZHTH

[E 719] 3= A= Aol E8taligo] & A
7|U4E F49 E2AVRE A0 2451 ofHe
O = Qe FAXEY FeHAFEE W7t o FotA
Uehta, oo wet g Ee] & $5E9 1%
717} B AskA dojubs Aol A AlAFRIT

V. 28
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2 AN TFS 7}215’— A7 EH—‘Ev': ofl, £3] —r7}°]'€]'
Ado] 7HigelEel mAl= 3
o]Foix it

E 3= Atilgan et al.(2020)9] HHES &85}
01 U FAAEE YR NEFEY] F7HES

AL A 197 dE4ES VaR(Value-at-Risk)
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e FE EAsH. B445E a9std ot
2 AR, Y A4 52 FEENREY 27 «
o7 10719 ZEEYLE Ur ¥, Y] 7}
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209 £IES Y, o] oA AAH fes
A s FEZ AT AP 2P5AE(FF-4 alpha)
T -189%= Y% ()9 I et B4,
Fama-MacBeth ¥99 IAELES Bof 7IY+tE,
RPN A7 g, APgHE 554, HHedE, o
FHEA, A 59 ARt 7| AESE TAIT &
ot F¥9 gl g HYe F/EEARY 3§
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T V1Y Wl 7= A8t S5 oAM=
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