Online Appendix
Table A.1. The Model Selection for Sorted Actual_IVOL Portfolios
	 
	Panel A The ARFIMA Model
	 
	Panel C The EGARCH Model

	
	Value-Weighted
	Equal-Weighted
	
	Value-Weighted
	Equal-Weighted

	
	Sorted on Actual_IVOL

	Low
	(0,d,0); d=0.4941
	(0,d,0); d=0.4932
	
	(1,1)

	2
	(0,d,0); d=0.4960
	(0,d,0); d=0.4963
	
	

	3
	(0,d,0); d=0.4972
	(0,d,0); d=0.4974
	
	

	4
	(0,d,3); d=0.4967
	(0,d,3); d=0.4967
	
	

	High
	(0,d,3); d=0.4967
	(0,d,3); d=0.4975
	
	

	
	Sorted on Size

	Low
	(0,d,0); d=0.4965
	(1,d,0); d=0.4938
	
	(1,1)

	2
	(1,d,0); d=0.4837
	(1,d,0); d=0.4837
	
	

	3
	(0,d,0); d=0.4929
	(0,d,0); d=0.4932
	
	

	4
	(0,d,0); d=0.4938
	(0,d,0); d=0.4936
	
	

	High
	(0,d,0); d=0.4945
	(0,d,0); d=0.4946
	
	

	
	Sorted on BM

	Low
	(1,d,0); d=0.4917
	(0,d,3); d=0.4982
	
	(1,1)

	2
	(0,d,0); d=0.4976
	(1,d,0); d=0.4932
	
	

	3
	(0,d,0); d=0.4958
	(0,d,0); d=0.4969
	
	

	4
	(0,d,0); d=0.4922
	(0,d,0); d=0.4971
	
	

	High
	(0,d,0); d=0.4954
	(0,d,3); d=0.4945
	 
	



	Panel B The HAR Model

	
	Value-Weighted

	
	Sorted on Actual_IVOL
 

	Low
	

	2
	 

	3
	

	4
	 

	High
	 

	
	Sorted on Size

	Low
	

	2
	 

	3
	 

	4
	 

	High
	 

	
	Sorted on BM

	Low
	 

	2
	 

	3
	 

	4
	 

	High
	 

	
	Equal-Weighted

	
	Sorted on Actual_IVOL

	Low
	 

	2
	 

	3
	

	4
	 

	High
	 

	
	Sorted on Size

	Low
	 

	2
	 

	3
	 

	4
	 

	High
	 

	
	Sorted on BM

	Low
	 

	2
	 

	3
	 

	4
	 

	High
	 


This table lists all feasible possibilities of the best-fit ARFIMA, HAR and EGARCH models for monthly time series of value-weighted (in Panel A) and equal-weighted (in Panel B) Actual_IVOL portfolios during the sample period from July 1965 to December 2020. The monthly Actual_IVOL is computed as the standard deviation of the residuals with respect to the Fama-French three-factor model of daily stock returns and is scaled by the square root of the number of trading days in each month. Following Fama and French (1992), stocks are sorted into quintiles monthly based on their Actual_IVOL, size (based on NYSE breakpoints) and BM ratio, respectively, where BM ratio is the book value of equity from the previous fiscal year divided by the market capitalization from the previous calendar year. Then each quintile is value-weighted according to the corresponding market capitalization of each stock or simply equal-weighted. Following Fu (2009), the initial expected IVOL is predicted using the first 30 observations. Based on observations up through month t-1, the following estimates are generated recursively to forecast the expected IVOL in month t. ARFIMA models with permutations among the autoregressive parameter 0 ≤ p ≤ 3 and the moving average parameter 0 ≤ q ≤ 3 are evaluated. The converged model with the lowest Akaike Information Criterion (AIC) For each estimation is chosen. Autoregressive (AR) lags for the HAR model are determined according to partial autocorrelations and AIC statistics. For each selection process, EGARCH models with permutations among the autoregressive parameter 1 ≤ p ≤ 3 and the moving average parameter 1 ≤ q ≤ 3 are tested. The converged permutation with the lowest AIC statistics is then selected.

Table A.2. The Comparison of Expected IVOLs for Actual_IVOL-Sorted Portfolios
	 
	 
	Panel A Value-Weighted
	 
	Panel B Equal-Weighted

	
	
	Mean
	(1)
	(2)
	(3)
	(4)
	
	Mean
	(1)
	(2)
	(3)
	(4)

	Low
	Exp_IVOLARFIMAt
	0.0417
	0.1934***
	
	
	0.0143
	
	0.0403
	0.3264***
	 
	 
	0.0010

	
	Exp_IVOLHARt
	0.0407
	
	0.9809***
	
	1.1630***
	
	0.0412
	
	0.9694***
	
	1.0435***

	
	Exp_IVOLEGARCHt
	0.0018
	 
	 
	8.7508***
	-1.8513**
	
	0.0018
	
	
	6.1626***
	-0.6929*

	2
	Exp_IVOLARFIMAt
	0.0717
	0.3154***
	
	
	0.0212
	
	0.0673
	0.2764***
	 
	 
	0.0003

	
	Exp_IVOLHARt
	0.0681
	
	0.9818***
	
	1.1278***
	
	0.0700
	
	0.9815***
	
	1.1176***

	
	Exp_IVOLEGARCHt
	0.0050
	 
	 
	5.0499***
	-0.9417**
	
	0.0053
	
	
	4.9665***
	-0.8036**

	3
	Exp_IVOLARFIMAt
	0.0936
	0.6551***
	
	
	0.0220
	
	0.0973
	0.6869***
	 
	 
	0.0418

	
	Exp_IVOLHARt
	0.0977
	
	0.9785***
	
	1.1494***
	
	0.0999
	
	0.9783***
	
	1.1798***

	
	Exp_IVOLEGARCHt
	0.0103
	 
	 
	3.9939***
	-0.8280**
	
	0.0107
	
	
	3.8807***
	-1.0031***

	4
	Exp_IVOLARFIMAt
	0.1286
	0.6114***
	
	
	0.0094
	
	0.1343
	0.5589***
	 
	 
	0.0168

	
	Exp_IVOLHARt
	0.1390
	
	0.9816***
	
	1.3311***
	
	0.1431
	
	0.9776***
	
	1.2919***

	
	Exp_IVOLEGARCHt
	0.0209
	 
	 
	2.8444***
	-1.0845***
	
	0.0221
	
	
	2.7642***
	-0.9762***

	High
	Exp_IVOLARFIMAt
	0.2100
	0.5105***
	
	
	0.0354*
	
	0.2584
	0.6913***
	
	
	0.0310

	
	Exp_IVOLHARt
	0.2407
	
	0.9680***
	
	1.4263***
	
	0.2840
	
	0.9584***
	
	1.3513***

	
	Exp_IVOLEGARCHt
	0.0630
	 
	 
	1.6889***
	-0.8830***
	 
	0.0895
	 
	 
	1.3726***
	-0.6312***


This table reports the mean of Exp_IVOLARFIMA, Exp_IVOLHAR, and Exp_IVOLEGARCH and their coefficients when regressed on the Actual_IVOL individually and jointly for value-weighted (in Panel A) and equal-weighted (in Panel B) portfolios sorted on the Actual_IVOL. The sorting procedure is balanced monthly. The sample period is from July 1965 to December 2020. Columns (1), (2) and (3) contain the coefficient β when regressing the Exp_IVOL predicted by each model on the Actual_IVOL as in Equation (8). The last column (4) contains the coefficient   when regressing the expected IVOLs collectively on the Actual_IVOL as in Equation (9). For more information on regressions, see the table notes in Table 3. t-statistics are reported in parentheses: *** p<0.01, ** p<0.05, * p<0.1.












Table A.3. The Comparison of Expected IVOLs for Size-Sorted Portfolios
	 
	 
	Panel A Value-Weighted
	 
	Panel B Equal-Weighted

	
	
	Mean
	(1)
	(2)
	(3)
	(4)
	
	Mean
	(1)
	(2)
	(3)
	(4)

	Low
	Exp_IVOLARFIMAt
	0.0935
	0.3557***
	
	
	0.0145
	
	0.1391
	0.7388***
	 
	 
	0.0149

	
	Exp_IVOLHARt
	0.0894
	
	1.0082***
	
	1.1047***
	
	0.1440
	
	0.9819***
	
	1.4345***

	
	Exp_IVOLEGARCHt
	0.0086
	 
	 
	4.7081***
	-0.5306
	
	0.0225
	
	
	2.7695***
	-1.3728***

	2
	Exp_IVOLARFIMAt
	0.0840
	-0.1382***
	
	
	-0.0133
	
	0.0862
	-0.1351***
	 
	 
	0.0169

	
	Exp_IVOLHARt
	0.0900
	
	0.9301***
	
	1.0272***
	
	0.0911
	
	0.9289***
	
	1.0809***

	
	Exp_IVOLEGARCHt
	0.0086
	 
	 
	2.7732***
	-0.4160*
	
	0.0088
	
	
	2.5406***
	-0.5487***

	3
	Exp_IVOLARFIMAt
	0.0755
	-0.0574*
	
	
	0.0299
	
	0.0754
	-0.0980***
	 
	 
	0.0062

	
	Exp_IVOLHARt
	0.0782
	
	0.9379***
	
	1.0766***
	
	0.0789
	
	0.9390***
	
	1.0589***

	
	Exp_IVOLEGARCHt
	0.0065
	 
	 
	3.0024***
	-0.6228**
	
	0.0066
	
	
	3.1190***
	-0.5490**

	4
	Exp_IVOLARFIMAt
	0.0675
	0.0879**
	
	
	-0.0303
	
	0.0690
	-0.1042***
	 
	 
	-0.0469**

	
	Exp_IVOLHARt
	0.0692
	
	0.9578***
	
	1.1371***
	
	0.0699
	
	0.9573***
	
	1.1052***

	
	Exp_IVOLEGARCHt
	0.0051
	 
	 
	4.7656***
	-0.9958**
	
	0.0052
	
	
	4.5396***
	-0.8729**

	High
	Exp_IVOLARFIMAt
	0.0461
	0.0906***
	
	
	-0.0022
	
	0.0560
	0.0996***
	
	
	0.0227

	
	Exp_IVOLHARt
	0.0525
	
	0.9657***
	
	1.0284***
	
	0.0592
	
	0.9603***
	
	1.1535***

	
	Exp_IVOLEGARCHt
	0.0030
	 
	 
	5.2081***
	-0.5597*
	 
	0.0038
	 
	 
	5.4821***
	-1.2981**


This table reports the mean of Exp_IVOLARFIMA, Exp_IVOLHAR, and Exp_IVOLEGARCH and their coefficients when regressed on the Actual_IVOL individually and jointly for value-weighted (in Panel A) and equal-weighted (in Panel B) portfolios sorted on size (based on NYSE breakpoints). The sorting procedure is balanced monthly. The sample period is from July 1965 to December 2020. Columns (1), (2) and (3) contain the coefficient β when regressing the Exp_IVOL predicted by each model on the Actual_IVOL as in Equation (8). The last column (4) contains the coefficient   when regressing the expected IVOLs collectively on the Actual_IVOL as in Equation (9). For more information on regressions, see the table notes in Table 3. t-statistics are reported in parentheses: *** p<0.01, ** p<0.05, * p<0.1.




Table A.4. The Comparison of Expected IVOLs for BM-Sorted Portfolios
	 
	 
	Panel A Value-Weighted
	 
	Panel B Equal-Weighted

	
	
	Mean
	(1)
	(2)
	(3)
	(4)
	
	Mean
	(1)
	(2)
	(3)
	(4)

	Low
	Exp_IVOLARFIMAt
	0.0495
	0.0362
	
	
	0.0134
	
	0.1415
	0.5126***
	 
	 
	0.0186

	
	Exp_IVOLHARt
	0.0784
	
	0.9815***
	
	1.0402***
	
	0.1551
	
	0.9590***
	
	1.1364***

	
	Exp_IVOLEGARCHt
	0.0069
	 
	 
	3.8484***
	-0.2676
	
	0.0280
	
	
	2.1287***
	-0.4740***

	2
	Exp_IVOLARFIMAt
	0.0583
	0.1572***
	 
	 
	0.0029
	
	0.1081
	0.6113***
	 
	 
	0.0363

	
	Exp_IVOLHARt
	0.0631
	
	0.9606***
	
	1.1061***
	
	0.1131
	
	0.9720***
	
	1.2324***

	
	Exp_IVOLEGARCHt
	0.0045
	 
	 
	4.8670***
	-0.8414**
	
	0.0141
	
	
	3.1966***
	-1.0346***

	3
	Exp_IVOLARFIMAt
	0.0535
	0.0412
	 
	 
	0.0182
	
	0.0970
	0.3662***
	 
	 
	0.0171

	
	Exp_IVOLHARt
	0.0601
	
	0.9743***
	
	1.1452***
	
	0.1074
	
	0.9670***
	
	1.2318***

	
	Exp_IVOLEGARCHt
	0.0039
	 
	 
	5.9864***
	-1.1519*
	
	0.0124
	
	
	3.4439***
	-1.0874***

	4
	Exp_IVOLARFIMAt
	0.0587
	0.3214***
	 
	 
	-0.0204
	
	0.1023
	0.4329***
	 
	 
	0.0188

	
	Exp_IVOLHARt
	0.0598
	
	0.9993***
	
	1.3848***
	
	0.1127
	
	0.9798***
	
	1.2089***

	
	Exp_IVOLEGARCHt
	0.0038
	 
	 
	6.4856***
	-2.5720***
	
	0.0136
	 
	 
	3.6150***
	-0.9470**

	High
	Exp_IVOLARFIMAt
	0.0621
	0.0800***
	
	
	0.0373***
	
	0.1304
	0.3806***
	
	
	-0.0233

	
	Exp_IVOLHARt
	0.0670
	
	0.9726***
	
	1.2673***
	
	0.1395
	
	0.9664***
	
	1.3244***

	
	Exp_IVOLEGARCHt
	0.0049
	 
	 
	5.4887***
	-1.7980***
	 
	0.0211
	 
	 
	2.8777***
	-1.0405***


This table reports the mean of Exp_IVOLARFIMA, Exp_IVOLHAR, and Exp_IVOLEGARCH and their coefficients when regressed on the Actual_IVOL individually and jointly for value-weighted (in Panel A) and equal-weighted (in Panel B) portfolios sorted on BM ratio. The sorting procedure is balanced monthly. BM ratio is the book value of equity from the previous fiscal year divided by the market capitalization from the previous calendar year. The sample period is from July 1965 to December 2020. Columns (1), (2) and (3) contain the coefficient β when regressing the Exp_IVOL predicted by each model on the Actual_IVOL as in Equation (8). The last column (4) contains the coefficient   when regressing the expected IVOLs collectively on the Actual_IVOL as in Equation (9). For more information on regressions, see the table notes in Table 3. t-statistics are reported in parentheses: *** p<0.01, ** p<0.05, * p<0.1.

Table A.5. The Model Selection for BETA-Sorted Portfolios 
	Panel A Value-Weighted

	
	Mean
	ADF
	ARFIMA
	HAR
	EGARCH

	Low
	0.0515
	-5.051***
	(0,d,0)
	
	(1,1)

	
	
	
	d=0.4921
	
	

	2
	0.0610
	-4.769***
	(0,d,0)
	 

	

	
	
	
	d=0.4952
	
	

	3
	0.0743
	-4.888***
	(0,d,0)
	
	

	
	
	
	d=0.4959
	
	

	4
	0.0883
	-4.288***
	(0,d,0)
	 
	

	
	
	
	d=0.4968
	
	

	High
	0.1021
	-4.021***
	(0,d,0)
	
	

	
	
	
	d=0.4970
	
	

	Panel B Equal-Weighted

	Low
	0.0786
	-4.685***
	(0,d,0)
	 
	(1,1)

	
	
	
	d=0.4973
	
	

	2
	0.1027
	-4.518***
	(0,d,0)
	
	

	
	
	
	d=0.4979
	
	

	3
	0.1243
	-4.439***
	(1,d,0)
	
	

	
	
	
	d=0.4940
	
	

	4
	0.1486
	-4.304***
	(1,d,0)
	
	

	
	
	
	d=0.4937
	
	

	High
	0.1739
	-4.296***
	(0,d,3)
	 
	

	
	
	
	d=0.4967
	
	


This table lists all feasible possibilities of the best-fit ARFIMA, HAR, and EGARCH models for monthly time-series of value-weighted (in Panel A) and equal-weighted (in Panel B) Actual_IVOL portfolios sorted on BETA during the sample period from July 1965 to December 2020. The monthly Actual_IVOL is computed as the standard deviation of the residuals with respect to the Fama-French three-factor model of daily stock returns and is scaled by the square root of the number of trading days in each month. BETA is computed following Liu et al. (2018). Following Fu (2009), the initial expected IVOL is predicted using the first 30 observations. Based on observations up through month t-1, the following estimates are generated recursively to forecast the expected IVOL in month t. ARFIMA models with permutations among the autoregressive parameter 0 ≤ p ≤ 3 and the moving average parameter 0 ≤ q ≤ 3 are evaluated. The converged model with the lowest Akaike Information Criterion (AIC) For each estimation is chosen. Autoregressive (AR) lags for the HAR model are determined according to partial autocorrelations and AIC statistics. For each selection process, EGARCH models with permutations among the autoregressive parameter 1 ≤ p ≤ 3 and the moving average parameter 1 ≤ q ≤ 3 are tested. The converged permutation with the lowest AIC statistics is then selected.

Table A.6. The Comparison of Expected IVOLs for BETA-Sorted Portfolios 
	 
	 
	Panel A Value-Weighted
	 
	Panel B Equal-Weighted

	
	
	Mean
	(1)
	(2)
	(3)
	(4)
	
	Mean
	(1)
	(2)
	(3)
	(4)

	Low
	Exp_IVOLARFIMAt
	0.0509
	-0.2866
	
	
	-0.0116
	
	0.0746
	0.5385***
	 
	 
	-0.0089

	
	Exp_IVOLHARt
	0.0514
	
	0.9564***
	
	0.9582***
	
	0.0783
	
	0.9461***
	
	1.0550***

	
	Exp_IVOLEGARCHt
	0.0028
	 
	 
	0.8834
	-1.6335
	
	0.0067
	
	
	3.3482***
	-0.5187***

	2
	Exp_IVOLARFIMAt
	0.0591
	0.2427***
	
	
	-0.0113
	
	0.0938
	0.4737***
	 
	 
	0.0150

	
	Exp_IVOLHARt
	0.0608
	
	0.9835***
	
	1.3060***
	
	0.1024
	
	0.9662***
	
	1.1563***

	
	Exp_IVOLEGARCHt
	0.0040
	 
	 
	6.1270***
	-2.0897**
	
	0.0114
	
	
	3.6304***
	-0.8267***

	3
	Exp_IVOLARFIMAt
	0.0703
	-0.0099
	
	
	0.0013
	
	0.1136
	0.5624***
	 
	 
	0.0135

	
	Exp_IVOLHARt
	0.0743
	
	0.9812***
	
	1.1113***
	
	0.1236
	
	0.9682***
	
	1.3415***

	
	Exp_IVOLEGARCHt
	0.0059
	 
	 
	5.2311***
	-0.7351
	
	0.0166
	
	
	3.1281***
	-1.3094***

	4
	Exp_IVOLARFIMAt
	0.0802
	0.2144***
	
	
	-0.0074
	
	0.1389
	0.6505***
	 
	 
	0.0015

	
	Exp_IVOLHARt
	0.0882
	
	1.0140***
	
	1.1662***
	
	0.1478
	
	0.9695***
	
	1.1795***

	
	Exp_IVOLEGARCHt
	0.0084
	 
	 
	4.4770***
	-0.6921
	
	0.0237
	 
	 
	2.6962***
	-0.6156**

	High
	Exp_IVOLARFIMAt
	0.0949
	0.3425***
	
	
	-0.0546***
	
	0.1630
	0.7940***
	
	
	-0.0052

	
	Exp_IVOLHARt
	0.1013
	
	1.0069***
	
	1.2233***
	
	0.1722
	
	0.9677***
	
	1.4061***

	
	Exp_IVOLEGARCHt
	0.0112
	 
	 
	3.7656***
	-0.7090*
	 
	0.0323
	 
	 
	2.2698***
	-1.0638***


This table reports the mean of Exp_IVOLARFIMA, Exp_IVOLHAR, and Exp_IVOLEGARCH and their coefficients when regressed on the Actual_IVOL individually and jointly for BETA-sorted portfolios during the sample period from July 1965 to December 2020. Stocks are sorted into quintiles monthly based on BETA, which is computed following Liu et al. (2018). Each quintile is value-weighted according to the corresponding market capitalization of each stock (in Panel A) or simply equal-weighted (in Panel B). Columns (1), (2), and (3) contain the coefficient β when regressing the Exp_IVOL predicted by each model on the Actual_IVOL as in Equation (8). The last column (4) contains the coefficient   when regressing the expected IVOLs collectively on the Actual_IVOL as in Equation (9). For more information on regressions, see the table notes in Table 3. t-statistics are reported in parentheses: *** p<0.01, ** p<0.05, * p<0.1.

Table A.7. The IVOL-Return Relationship for BETA-Sorted Portfolios 
	 
	Panel A Value-Weighted 
	 
	Panel B Equal-Weighted 

	
	(1)
	(2)
	(3)
	(4)
	(5)
	
	(1)
	(2)
	(3)
	(4)
	(5)

	Low
	Exp_IVOLARFIMAt
	22.7959***
	
	
	
	6.4826*
	
	0.5414
	
	
	
	0.2668

	
	Exp_IVOLHARt
	
	-3.2223***
	
	
	-1.1569
	
	
	0.5745
	
	
	0.3931

	
	Exp_IVOLEGARCHt
	
	
	290.4545***
	
	271.5975***
	
	
	
	5.0461***
	
	9.9337**

	
	Actual_IVOLt-1
	
	
	
	-3.4097***
	-2.7257**
	
	
	
	
	-0.0473
	-2.1098*

	
	RMSE
	0.2661
	0.2686
	0.2598
	0.2681
	0.2554
	
	0.2715
	0.2715
	0.2707
	0.2717
	0.2673

	
	Adj-R2 (%)
	6.98
	5.22
	11.30
	6.23
	14.83
	
	3.21
	3.20
	3.81
	3.01
	4.41

	2
	Exp_IVOLARFIMAt
	0.7113
	 
	 
	 
	0.7041
	
	1.3618***
	 
	 
	 
	1.8298***

	
	Exp_IVOLHARt
	
	-1.6717***
	
	
	-25.0926***
	
	
	0.3608
	
	
	-4.4496**

	
	Exp_IVOLEGARCHt
	
	
	-3.1410
	
	164.3852***
	
	
	
	3.1610**
	
	21.3274***

	
	Actual_IVOLt-1
	
	
	
	-2.0710***
	-2.0338
	
	
	
	
	-0.0918
	-1.8791**

	
	RMSE
	0.2721
	0.2714
	0.2725
	0.2708
	0.2549
	
	0.2686
	0.2724
	0.2717
	0.2726
	0.2611

	
	Adj-R2 (%)
	3.38
	3.90
	3.15
	4.72
	13.29
	
	5.90
	3.20
	3.70
	3.09
	9.26

	3
	Exp_IVOLARFIMAt
	0.3217
	 
	 
	
	0.0983
	
	1.2526***
	 
	 
	
	1.4771***

	
	Exp_IVOLHARt
	
	-3.1187***
	
	
	-20.5808***
	
	
	0.7542***
	
	
	-2.9953**

	
	Exp_IVOLEGARCHt
	
	
	-10.7125***
	
	112.9468***
	
	
	
	3.1602***
	
	13.1404***

	
	Actual_IVOLt-1
	
	
	
	-3.1591***
	-2.8066**
	
	
	
	
	0.3521
	-1.3981*

	
	RMSE
	0.2723
	0.2670
	0.2703
	0.2667
	0.2521
	
	0.2679
	0.2714
	0.2707
	0.2720
	0.2632

	
	Adj-R2 (%)
	3.25
	6.97
	4.64
	8.22
	16.65
	
	6.42
	3.96
	4.44
	3.32
	7.89

	4
	Exp_IVOLARFIMAt
	-0.5561***
	 
	 
	
	-0.6657***
	
	1.0372***
	 
	 
	
	1.2243***

	
	Exp_IVOLHARt
	
	-2.3768***
	
	
	-18.1183***
	
	
	0.7190***
	
	
	-0.8661

	
	Exp_IVOLEGARCHt
	
	
	-6.5636***
	
	83.3446***
	
	
	
	2.3574***
	
	5.2952*

	
	Actual_IVOLt-1
	
	
	
	-2.3263***
	-1.8321**
	
	
	
	
	0.3779*
	-1.3354**

	
	RMSE
	0.2717
	0.2671
	0.2705
	0.2670
	0.2507
	
	0.2683
	0.2710
	0.2705
	0.2717
	0.2655

	
	Adj-R2 (%)
	3.72
	6.95
	4.56
	7.84
	18.18
	
	6.17
	4.30
	4.66
	3.51
	7.01

	High
	Exp_IVOLARFIMAt
	0.1191
	 
	 
	 
	0.3461
	
	1.2475***
	 
	 
	 
	3.0679***

	
	Exp_IVOLHARt
	
	-1.2924***
	
	
	-11.0410***
	
	
	0.6918***
	
	
	-1.0092

	
	Exp_IVOLEGARCHt
	
	
	-2.7087**
	
	44.3667***
	
	
	
	1.8083***
	
	0.2352

	
	Actual_IVOLt-1
	
	
	
	-1.4803***
	-1.6993**
	
	
	
	
	0.3377**
	-1.3205***

	
	RMSE
	0.2725
	0.2701
	0.2718
	0.2693
	0.2585
	
	0.2650
	0.2706
	0.2702
	0.2716
	0.2579

	
	Adj-R2 (%)
	3.21
	4.87
	3.68
	5.95
	12.33
	 
	8.52
	4.63
	4.87
	3.58
	12.43


This table compares the pricing ability to value-weighted and equal-weighted stock returns for portfolios sorted on BETA, which is calculated following Liu et al. (2018). The sorting procedure is balanced monthly. Exp_IVOLARFIMA, Exp_IVOLHAR, and Exp_IVOLEGARCH are predicted from the best-fitting ARFIMA, HAR, and EGARCH models within each BETA quintile respectively. The sample period is from July 1965 to December 2020. The excess value-weighted return in Panel A and the excess equal-weighted return in Panel B serve as the dependent variables XRET for all regressions. MKT, SMB, and HML are Fama-French factors from Professor Kenneth French’s website. MOM is the momentum factor and ST_Rev is the short-term reversal factor. PS is the liquidity factor of Pastor and Stambaugh (2003). In columns (1), (2), (3), and (4), we simply incorporate each expected IVOL and the one-month lag of Actual_IVOL separately with control variables as illustrated in Equation (10). In column (5), we further regress all expected IVOLs with the one-month lag of Actual_IVOL jointly on the excess stock returns with control variables (in Equation (11)). For more information on regressions, see the table notes in Table 4. Newey-West (1987) robust t-statistics are reported in parentheses: *** p<0.01, ** p<0.05, * p<0.
Table A.8. The IVOL-Return Relationship for Sentimentalized IVOL-Sorted Portfolios Sorted on Sentimentalized IVOL 
	 
	 
	Panel A Value-Weighted 
	 
	Panel B Equal-Weighted 

	
	(1)
	(2)
	(3)
	(4)
	(5)
	
	(1)
	(2)
	(3)
	(4)
	(5)

	Low
	Exp_IVOLARFIMAt
	-0.0010**
	
	
	
	-0.0005
	
	-0.0442
	
	
	
	-0.0742

	
	Exp_IVOLHARt
	
	0.0109***
	
	
	0.0052
	
	
	0.6018***
	
	
	6.3234***

	
	Exp_IVOLEGARCHt
	
	
	0.0225***
	
	-0.0128
	
	
	
	1.3083***
	
	0.3587

	
	Actual_IVOLt-1
	
	
	
	0.0105***
	0.0094
	
	
	
	
	0.5773***
	-5.7189***

	
	RMSE
	0.0035
	0.0033
	0.0034
	0.0033
	0.0033
	
	0.2719
	0.2602
	0.2621
	0.2606
	0.2583

	
	Adj-R2 (%)
	45.21
	50.73
	48.26
	50.76
	50.98
	
	3.22
	11.37
	10.06
	11.08
	12.68

	2
	Exp_IVOLARFIMAt
	0.0003
	 
	 
	 
	-0.0002
	
	0.1860***
	 
	 
	 
	0.2308***

	
	Exp_IVOLHARt
	
	0.0062***
	
	
	-0.0055
	
	
	1.4024***
	
	
	6.7960***

	
	Exp_IVOLEGARCHt
	
	
	0.0263***
	
	0.0608***
	
	
	
	3.9595***
	
	-18.1242***

	
	Actual_IVOLt-1
	
	
	
	0.0059***
	-0.0037
	
	
	
	
	1.2627***
	-0.6119

	
	RMSE
	0.0016
	0.0015
	0.0015
	0.0015
	0.0015
	
	0.2714
	0.2647
	0.2679
	0.2655
	0.2583

	
	Adj-R2 (%)
	77.04
	77.72
	77.9
	77.73
	77.88
	
	3.47
	8.13
	5.9
	7.58
	12.52

	3
	Exp_IVOLARFIMAt
	0.0069***
	 
	 
	 
	0.0022
	
	0.4222*
	 
	 
	 
	0.0669

	
	Exp_IVOLHARt
	
	0.0088***
	
	
	0.005
	
	
	0.1066
	
	
	-3.6507*

	
	Exp_IVOLEGARCHt
	
	
	0.0354***
	
	-0.0342
	
	
	
	2.6189*
	
	45.2377***

	
	Actual_IVOLt-1
	
	
	
	0.0081***
	0.009
	
	
	
	
	-0.0876
	-6.3318***

	
	RMSE
	0.001
	0.001
	0.001
	0.001
	0.001
	
	0.272
	0.2723
	0.2718
	0.2723
	0.2643

	
	Adj-R2 (%)
	89.34
	89.48
	89.43
	89.5
	89.49
	
	3.06
	2.87
	3.19
	2.87
	8.48

	4
	Exp_IVOLARFIMAt
	0.0011
	 
	 
	 
	0.0034**
	
	-0.108
	 
	 
	 
	-0.4155***

	
	Exp_IVOLHARt
	
	0.0051
	
	
	-0.0064
	
	
	-1.3480***
	
	
	-2.6088

	
	Exp_IVOLEGARCHt
	
	
	0.0145
	
	-0.0526
	
	
	
	-1.8166*
	
	36.4379***

	
	Actual_IVOLt-1
	
	
	
	0.0051
	0.0273
	
	
	
	
	-1.3114***
	-8.3221***

	
	RMSE
	0.0016
	0.0016
	0.0016
	0.0016
	0.0016
	
	0.272
	0.2661
	0.2714
	0.2657
	0.2329

	
	Adj-R2 (%)
	79.21
	79.49
	79.33
	79.52
	80.21
	
	3.02
	7.2
	3.46
	7.47
	28.92

	High
	Exp_IVOLARFIMAt
	-0.0019***
	 
	 
	 
	-0.0012**
	
	0.012
	 
	 
	 
	-0.0258

	
	Exp_IVOLHARt
	
	0.0099***
	
	
	-0.0112***
	
	
	-0.5653***
	
	
	0.9009

	
	Exp_IVOLEGARCHt
	
	
	0.0282***
	
	0.0232***
	
	
	
	-0.0094
	
	0.1653

	
	Actual_IVOLt-1
	
	
	
	0.0100***
	0.0130***
	
	
	
	
	-0.5624***
	-1.5043**

	
	RMSE
	0.0031
	0.003
	0.0029
	0.0029
	0.0029
	
	0.2718
	0.2643
	0.2718
	0.2638
	0.2631

	
	Adj-R2 (%)
	55.73
	59.26
	60.75
	59.63
	61.16
	 
	2.91
	8.17
	2.91
	8.51
	9.02


This table compares the pricing ability to value-weighted and equal-weighted stock returns for portfolios sorted on the sentimentalized IVOL, which is the product between IVOL and investor sentiment aligned of Huang et al. (2015). The sorting procedure is balanced monthly. Exp_IVOLARFIMA, Exp_IVOLHAR, and Exp_IVOLEGARCH are predicted from the best-fitting ARFIMA, HAR, and EGARCH models within each sentimentalized IVOL quintile respectively. The sample period is from July 1965 to December 2020. The excess value-weighted return in Panel A and the excess equal-weighted return in Panel B serve as the dependent variables XRET for all regressions. MKT, SMB, and HML are Fama-French factors from Professor Kenneth French’s website. MOM is the momentum factor and ST_Rev is the short-term reversal factor. PS is the liquidity factor of Pastor and Stambaugh (2003). In columns (1), (2), (3), and (4), we simply incorporate each expected IVOL and the one-month lag of Actual_IVOL separately with control variables as illustrated in Equation (10). In column (5), we further regress all expected IVOLs with the one-month lag of Actual_IVOL jointly on the excess stock returns with control variables (in Equation (11)). For more information on regressions, see the table notes in Table 4. Newey-West (1987) robust t-statistics are reported in parentheses: *** p<0.01, ** p<0.05, * p<0.
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