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Abstract

In this article, we use the monthly logarithm return of 92 representative stocks listed in SSE Main
Board for March 2018-February 2026 to build a Dynamic factor model to study co-movement and
risk transmission inside China’s A-shares. According to the empirical results, the first three PCs ex-
plain 36.76% of the sample true volatility variance. Vector autoregression and impulse response
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analysis indicate significant intertemporal spillover effects among the factors. Within our sample
period, the cyclical factor exhibits a strong negative leading effect on the market factor, a result that
is broadly consistent with the “zero-sum game” feature often observed in A-share sector rotation. And
there is a “volatility” factor that’s not connected to markets or cycles giving us some numbers behind
non-stationary assets and moving hedges.
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Table 1. Descriptive statistics of log returns of sample stocks
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Table 2. Principal component eigenvalues and variance contribution rates
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2 529.8026 5.65 31.81
3 464.5482 4.95 36.76
4 415.3264 4.43 41.19
5 380.5386 4.06 45.25
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Table 3. Model estimation results
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foes —0.6532 0.2184 —2.9908 0.0036
fa 0.1376 0.2472 0.5565 0.5793
fiis ~0.0965 0.1041 -0.9272 0.3564
fora 0.2827 0.2334 1.2307 0.2218
fore 0.0007 0.2367 0.0028 0.9978
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Orthogonalized Impulse Response Functions
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Figure 1. Orthogonalized pulse response diagram
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