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The Mystery of the Positive Correlation between Nominal Price and Stock Price Volatility
CHEN Rong' WANG Peng’ ZHEN Zhenlong'
(1.School of Management, Xiamen University;2.BOB Wealth Management Co., Ltd.)
Abstract The nominal price of a stock has no substantive meaning and should not have any link to the volatility
of the stock market price. However, this paper finds the peculiar phenomenon of significant positive correlation
between nominal price and stock volatility on the Chinese stock market. Using Fama-MacBeth regression and event
studies, we find that the mystery of the positive correlation between nominal price and stock price volatility can be
fully explained by the type of traders as well as their trading strategies. The greater the proportion of active buying
by medium and small traders, the greater the significance and sensitivity of the positive correlation between nominal
price and stock volatility. The anomaly is not significant when there is a greater share of active buying by large
traders. All types of traders adopt different trading strategies for stocks at different price levels. There is a herd trading
strategy for high-priced stocks, which amplifies volatility, and a reverse trading strategy for low-priced stocks, which
conversely dampens volatility.
Keywords Nominal Price, Volatility, Herding, Investor Structure
JEL Classification GI14 GI12 Gll
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