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The Information Structure of the Covariances between Financial Returns
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China University of Technology Guangzhou 510006 China)

Abstract: We use the methods of random matrix theory( RMT) to investigate the information structure of the covariance
matrix between stock returns. The largest eigenvalue are found to represent the market information. Chinese stock portfolio
has a particularly high value of largest eigenvalue which is about 175 times larger than the RMT upper bound. Market
information is the dominate factor determining the correlations between stock returns. The other eigenvalues deviating from
the RMT upper bound represent information affecting stocks belonging to similar or related industries.
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