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Abstract

In this paper, we choose the rare disaster concern index as the indicator of the
ex-ante tail risk, and choose “Tail”, which relies on the power law distribution as
theoretical basis, as the indicator of ex-post tail risk. While RIX is calculated by
SP500 index option (out of money put), “Tail” is calculated by the cross section data
of individual stock daily return of SP500. We compare the effects of ex-ante tail risk
and ex-post tail risk on the SP500 index return, and their predictive power to the
future return of the SP500 portfolio. At the same time, we classify the individual
stocks which are included in the SP500 into the portfolios, based on the ex-ante tail
risk and ex-ante tail risk. And comparing their future returns. Finally, we analysis the
relationships between ex-ante or ex-post tail risk and macro variables.

Our empirical results show that (1) for time series analysis, the predictive power
of Tail to the SP500 index return with holding  period of one month, three months
and six months for the next period, is better than RIX; RIX is better than “Tail” in
predicting index return with holding period of one year or the future index return with
longer periods forward. (2) for the cross section analysis, the higher ex-post tail risk
loading portfolios significantly share higher future returns compared to the lower
ex-post tail risk loading portfolios, while the higher ex-ante tail risk loading portfolios
significantly share lower future returns compared to the lower ex-ante tail risk loading
portfolios. (3) there exist negative relationships between “Tail”, RIX and macro

variables, and relationship between RIX and macro variables is more significant.

Key Words: ex-ante risk; ex-post risk; index return
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