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1 The distribution of stock volatility with applications to
1 risk management
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Abstract

In this research, we apply the intgrated
volatility model of Andersen, Bollerslev,
Diebold, Labys (2001) to investigate variocus
issues regarding market volatility. First, we
examine the risk-return relationship by using the
GARCH-M and integrated volatility models. The
results indicate that the misspecification of
GARCH model might provides misleading
results. Second, our simulation results
demonstrate that long memory in the integrated
volatility might be a spurious result due to the

intraday seasonality in volatility. Third, we
applied the integrated volatility model to examine
the relationship between volatility, trading
volume, and trading numbers. The results
confirm previous study that volatility is more
affected by trading numbers.
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