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Fig. 6 Estimated right§jump shape parameter
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Table 1 Summary statistics of tail risk premium and its two components
ERPJ} , ERPJg , ER;]\B,
-0.398 8 0.412 8 0.0139
0.58 2.87 2.09
-2.64 -0.45 -1.45
0.634 4 0.6759 0.462 0
2 0.429;
ERPJ,;, ERPJ;, 5%
P 0.271
ERPJ;, 1%
-0.753 ERPJy
9 .
N ERPJ;,
ERPJ,, ERPJ;, 1%
2
Table 2 Correlations among tail risk premium and its two components
ERPJ; t ERPJ; ¢ ERF.}B\t
ERPJ; 1 !
ERPJ;, ~0.753 " 1
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Table 3 One-month ahead return prediction
(1) (2) (3) (4) (5) (6)
-0.018 -0.076 -0.148 0.696 0.518 0.476 "
( -0.167) ( -0.798) ( -1.300) (3.041) (2.445) (2.409)
ERPJ, 0.393" 0.327
(1.727) (1.605)
y— -0.155 -0.107
ERPJ;
( -0.869) ( -0.636)
- *kk KKk
ERPJ;, 0.322 0.238
(2.808) (2.868)
r 0.540 " 0.559 0.527
(4.802) (4.477) (4.455)
TV, ~0.310™ ~0.249 -0.256 "
( -3.146) ( -2.942) ( -3.068)
Adj. R? 0.048 0.004 0.075 0.264 0.231 0.272
ool 1% 5% <10% Newey-West ¢
4 1 ~6
Table 4 One-io six-month ahead return prediction
1 2 3 4 5 6
_ 0.393" 0.615 0.863 0.922 1.084" 1.126"
ERPJy (1.727) (1.380) (1.580) (1.652) (1.903) (1.818)
Adj. R? 0.048 0.038 0.045 0.031 0.032 0.027
— -0.155 -0.310 -0.527 -0.739 -0.893 ~1.042
ERPJ};
‘ ( -0.869) ( -0.808) ( -1.031) ( -1.248) ( -1.248) ( -1.316)
Adj. R? 0. 004 0.010 0.027 0.040 0.045 0.052
— 0.322 7 0.562 *** 0. 870 *** 1.085** 1.297 *** 1.448**
ERPJy , (2.808) (2.844) (2.922) (2.642) (2.655) (2.599)
Adj. R? 0.075 0.079 0.115 0.120 0.129 0.130

1% 5% ~10%

Newey-West ¢
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Table 5 The tail risk premium and investor sentiment index

ERPJy, ERPJ, ERPJg ,

0.014 ~0.396 0.410

(0.248) ( -7.291) (7.623)
-0.048 0.340 -0.387"
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Tail risk premium analysis based on Hawkes process

CHEN Miao=in XU Liang

Department of Finance School of Economics Xiamen University Xiamen 361005 China

Abstract: Based on the Hawkes process this paper estimates the tail risk premium and its two components
( the left and right jump tail risk premiums) by using the data of Taiwan index options and futures and inves—
tigates their different return predictability and different relationship with investor sentiment. The empirical re—
sults show that the left ( right) jump tail risk premium is positive ( negative) on average and the tail risk pre—
mium is more influenced by left jump tail risk premium in Taiwan market. As to the return predictability we
find that the left ( right) jump tail risk premium can ( not) significantly predict future index returns over one—
to six-month horizons but the return predictability from the total tail risk premium is not stable. Moreover in—
vestor sentiment has significant negative ( positive) explanatory power for the left ( right) jump tail risk premi-—
um but has no significant explanatory power for the total tail risk premium.

Key words: tail risk premium; Hawkes process; jump; investor sentiment



