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Abstract

This paper will investigate the relationship between lottery-like feature of stocks
and its’ expected return in the French stock market. In other words , we will examine
whether the MAX effect exists in French market. Moreover, this paper will explore the
existence of the Beta Anomaly phenomenon in the French stock market and its
relationship and interaction with MAX effect .

The result shows that MAX effect does exist between 1990 and 2019 , and the
phenomenon still significant after controlling variables such as size , book-to-market
ratio and liquidity. Moreover, this study also proves that the inverse relationship
between idiosyncratic volatility and expected returns in the French market is due to the
MAX effect, which remains significant after controlling for idiosyncratic volatility. In
addition, this study found that the MAX effect in the French market is not cause by the
Beta Anomaly phenomenon as in the US market. On the contrary, after controlling for

the stock beta , the MAX effect no longer exists.

Keywords: MAX effect, lottery feature, BETA anomaly, idiosyncratic volatility,

Extreme positive return
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