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Abstract

Abstract

Gambling and speculation play an important role in financial markets. This
excessive preference for small probability event goes against the economic
assumption of “risk aversion” and the expected utility function. Researches on how
gambling affects stock markets have become an entry point to explain anomalies in
capital market, and it has become a hot issue in behavioral finance as well.

During the past 20 years, China’s stock market has achieved great development
with wild speculation and severe bubble. As gambling attains wider acceptability in
China society and the stock market affords a natural test field. Speculative acts like
eliminating penny stocks, boasting concept stocks, appear frequently on recent times.
Many investors want to bid at low and ask at high or short swing trading. This
phenomenon presents a strong preference for gambling in the market. What are the
motives behind it? What characteristics does lottery-type stocks’ return show?
Institutional investors develop fast in China recently. As professional investors, they
play a decisive role on stock market. The primary objective of the study is to
investigate whether institutional investors prefer to hold lottery-type stocks or not, and
how lottery-type stocks affect their performance.

By using the daily trade data of China A-share listed companies from 2003 to
2014, regarding half a year as the time-lag, defining low price, high idiosyncratic
skewness, and high idiosyncratic volatility as characteristics of lottery-type stocks,
and based on the every six month’s stock holding data of institutional investors, the
paper has conducted investigation on whether they have preference for lottery-type
stocks. Based on that, the paper has analyzed how the participation in lottery-type
stocks affects the performance of fund.

The conclusions are as follows, first, the current returns of lottery-type stocks are
higher than non-lottery type, but the long term return advantage is not significant.
Second, institutional investors hold less lottery-type stocks than non-lottery type,

which indicates that they are more rational on gambling. Further, holding lottery-type



Abstract

stocks long time significantly reduces the performance of fund which provides new

support for fund managers to follow the principles of rational investment.

Key Words: Lottery-type Stock; Institutional Investor; Stock-holding Preference
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