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Trading volume and dynam ic analytic method based on volume-
driving prices

WU Chong-feng, WAN G Cheng-w ei, WU W en-f eng
Financial Engineering Research Center of Shanghai Jiaotong U niversity, Shanghai 200052, China

Abstract: In recently twenty years, academics attach more weight to the volume research
Egecially in temm of information, researchers believe that trading volume can provide information
independent of the prices But it still reanains an open question as how to reconcile the volume part
into theprices Thispaper systanatically reviev the existent research on trading volume domestic and
aboard, and indicates that as the cumulative trading volume is amonotonously increasing function of
time, trading volune contains not only time value factor (as does time), but also contains such
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inform ation value factors as trading costs Then, we bring forw ard the idea of volume-driving price
(VDP) and give the dynamic analytic method based on VDP and two methods to construct trading
processof prices W e point out that the time series under both the calendar time hypothesis and the
trading time hypothesis are peculiar situations of the trading volume hypothesis Through the
empirical research of 18 random chosen stocks, it was found that with lower orders and fewer
paraneters, thismodel has higher fitting capacity and explanatory capacity.

Key words volume-driving; price series information value; volume-based process
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