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( 2) . 6
( 3) FF FF
( 4) FF
RET , = a, + b,RMRF, + 5,SMB, +
h,HML, + ¢, (10)
1.2
RET , = a, + b,RMRF, + h,HML, + 1.2.1
0,OMU, + g, (11) 1998
2013
RET,, = a, + b,RMRF, + s SMB, + A
0,0MU, + ¢, (12) ;
RET,, = a,+b,RMRF +s SMB, +h, HML, + 2 190 <20 825
0,OMU, + g, (13) ; 220 870
RET, 1998 2013
st Compustat ~ Crsp
AMEX / NYSE / NASDAQ
( SMB) . ( HML) .
(oMU) ( RMRF) .
SMB  HML Fama  French *' 1993 : 5 848
6 ( 47 267 ;
50% S  50% B) . ( 479 956
30% H.40% M 30% L) 1%
oMu 1.2.2
20% 20% 1 1.1.1
. RMRF
1
Table 1 The descriptive statistics of the annual variables
LEV 20 825 0.275 0.190 0.014 0.773 47 267 0.313 0.221 0.011 0.885
EBITTA 20 825 0.043 0.066 -0.231 0.233 47 267 0.023 0.197 -0.921 0.342
MB 20 825 2.342 1.445 0.883 8. 806 47 267 2.102 1.731 0.567 11.201
DEPTA 20 825 0.025 0.016 0.001 0.080 47 267 0.045 0.032 0.002 0.192
LNTA 20 825 19.832 1.110 17.614 23.364 47 267 19.082 1.922 15. 144 23.936
FATA 20 825 0.321 0.189 0.007 0.794 47 267 0.246 0.226 0.003 0.897
RDDUM 20 825 0.770 0.421 0.000 1.000 47 267 0.355 0.479 0.000 1.000
RDTA 20 825 0.003 0.008 0.000 0.039 47 267 0.058 0.108 0.000 0.630
Ind_Median | 20 825 0.259 0.132 0.022 0.768 47 267 0.283 0.132 0.035 0.943
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1
(27.5%) (31.3%) . 1.3
(25.9%) (28.3%)
( OLS) .
; (0.3%) ( LSDV) Blundell  Bond
(5.8%) . ( GMM) . 2
2
Table 2 The estimate results of dynamic adjustment model
(1) OLS (2) LSDV (3) GMM (4) OLS (5) LSDV (6) GMM
| 0. 818 *** 0.536*** 0. 685 *** 0. 818 *** 0.512*** 0. 674 **
-A
(148.29) (68.57) (41.6) (248.94) (102.72) (49. 49)
-0.018" —0. 085 *** —-0.069 ** —0.047 *** —0.071 *** —0.090 ***
EBITTA
( ~1.68) ( =7.00) ( =2.45) ( —11.95) ( ~12.56) ( -5.98)
B —0. 006 *** —0. 006 *** —-0.010*** —-0.001** —0.003 *** —0. 005 ***
( 9.54) ( —8.43) ( =6.70) ( -2.81) ( -5.63) ( -5.35)
—0. 455 *** —0. 593 *** —0.733*** —0. 143 *** -0. 059 —0.247**
DEPTA
( -9.14) ( -8.10) ( -3.88) ( =7.47) ( -1.88) ( -3.00)
ATA 0.017 *** 0. 043 *** 0. 038 *** 0. 005 *** 0. 036 *** 0.016***
(21.75) (26.53) (11.12) (17.38) (29. 43) (6.27)
FATA 0. 023 *** 0.033*** 0. 055*** 0. 020 *** 0. 052 *** 0.072***
(5. 46) (4. 85) (2.99) (6.77) (6. 00) (3.98)
0 -0.003 0. 004 0.010*** 0. 003 0. 060 ***
RDDUM
( -0.01) ( -0.83) (0. 85) (7.8) (0.82) (5.12)
—0.525%** —0.453 % —0.799 *** —-0.115*** —-0.042%* -0.181***
RDTA
( -4.19) ( =2.66) ( =3.73) ( -14.81) ( -3.20) ( -5.55)
0.075*** 0.068 *** 0.040 ** 0.009 —0.066 *** —0.068 ***
Ind_Median
(10.75) (5.98) (2.34) (1.7) ( -6.02) ( -3.43)
—0.3227%* —0.702*** —0.658*** —-0.077 *** —0.534 % —0.214***
( -21.35) ( -21.71) ( -10.31) ( -11.97) ( -21.37) ( -4.38)
R 0.829 0.652 0.766 0.296
t - Hoxk 10% 5% 1%
31.5%
32.6%. Oztekin Flannery s
38 .
39
3 )
(A) .
GMM (31.5% 32.6%)

OLS.LSDV



7 Loof * 3
2 GMM
EBITTA.MB DEPTA
LATA.FATA 1.051% 1.037%
N 1% ;
; N 2.229% \2.244% 1%
GMM
1.1.1 (4)
(5). (6). (7) (8)
LEV  RL 0.365 0.445
(
) 6 0.6
7 6
3
Table 3 Monthly equity returns of portfolios sorted by relative leverage
1( ) -0.039 -0.074 0.377 0. 144
2 0.116 0.085 0.781 0.662
3 0.205 0.156 1.001 0.83
4 0.376 0.337 1. 095 0.988
5 0.569 0.534 1.343 1.197
6 0.625 0.582 1.427 1.282
7 0.710 0.670 1. 604 1.444
8 0.936 0.886 1.753 1.605
9 0.870 0.820 2.175 2.001
10( ) 1.012 0.963 2.606 2.388
1.051 1.037 2.229 2.244
t (5.78) *** (5.75) *** (18.25) *** (19.33) ***
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Table 4 Time-series average of cross—sectional correlations
LEV RL DIST oL UL Lnsize Lnbm
LEV 1. 000
RL 0. 365 1. 000
DIST 0.053 -0.338 1. 000
oL 0. 330 0. 656 0.296 1. 000
UL -0.219 -0. 867 0. 706 -0.316 1. 000
Lnsize -0. 006 -0.197 0. 060 -0.089 0.170 1. 000
Lnbm 0. 409 0. 060 0. 099 0. 080 0. 008 0.092 1. 000
LEV RL DIST oL UL Lnsize Lnbm
LEV 1. 000
RL 0. 445 1. 000
DIST 0. 107 -0.139 1. 000
oL 0. 451 0.792 0. 428 1. 000
UL -0.276 -0. 846 0. 600 -0.389 1. 000
Lnsize -0.081 -0.076 -0.100 -0.136 -0. 003 1. 000
Lnbm 0. 476 0.179 0. 056 0.199 -0. 101 -0.360 1. 000
2.1.1
2 5
2.1
5 .
Table 5 Regression analysis of stock return and relative and observed leverage
(1) (2) (3) (4) (5) (6) (7) (8) (9)
Lnsize | —0. 404 ** -0.439** | -0.320" —0.355*%| —0. 421 | -0.338**
( -2.25) (-2.55) | ( -1.78) (-2.05) | ( -2.57) |( -1.99)
Lnbm 0.278** 0.269 ** 0.203 | 0.224% | 0.245** | 0.303**
(2.05) (2.07) (1.46) | (1.72) (1.99) (2.41)
RL 4,331 %% 3,401 %% | 4,377 | 3, 449 7 3.764 %
(7.48) (6.49) (7.59) | (6.98) (5.89)
LEV 0. 443 -0.485
(0.97) | ( -0.86)
9.429™* | 0.788 0.636 | 10.456™* | 7.800" 0.830 | 8.760** | 9.899** | 8. 669**
(2.24) (1.00) | (0.76) (2.61) (1.85) (1.01) | (2.18) (2.58) (2.2)
(1) (2) (3) (4) (5) (6) (7) (8) (9)
Lnsize | —-0.209*** -0.135™% | -0, 172 *** —0.129*%| -0. 154 ***| —0. 128 **
(-3.77) (-2.37) | (-3.19) (-2.26) | ( =2.67) |( -2.23)
Lnbm 0. 475 *** 0. 352 %+ 0.308** | 0.195" 0.134 | 0.206**
(3.95) (2.79) (2.78) | (1.66) (1.49) (2.23)
RL 7.183 %% 6. 860 | 6. 678 | 6. 631 *** 6. 635 ***
(13.04) (12.33) | (13.65) | (13.44) (12.75)
LEV 1.647** | -0.119
(3.81) |( -0.26)
2.599%%% 11,6467 | 1. 615 | 2,364 | 2,591 %% | 1,725 | 2,409 % | 1.790™* |2.430***
(3.54) (2.99) | (2.91) (3.23) (3.42) (3.04) | (3.23) (2.47) (3.38)
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Table 6 Subsample regression of stock return and relative and observed leverage
1998  —2003 2004 —2008 2009 —2013
(1) (2) (3) (4) (5) (6) (7) (8) (9)
Insize | —0.080 | —0.062 | —0.064 | -0.221 | -0.343 | —0.226 |-0.572"*|-0.650 | -0.532***
(=0.18) |( =0.17) [( =0.15) |( =0.67) | ( =1.02) |( -0.69) | ( =3.44) | ( -3.69) | ( -3.31)
Lnbm | 0.645™ | 0.519" | 0.565™* | 0.249 0.230 0. 301 -0.089 0.072 0.130
(2.58) | (1.94) | (2.08) | (1.07) (1.02) (1.34) | ( -0.48) | (0.40) (0.76)
RL |2, 125%** 1. 6677 | 4,923 4. 87877 | 3.313%% 4.555%*
(3.22) (2.33) | (7.31) (4.23) (3.20) (4.14)
LEV 1.6417 1.212 1.173" -0.206 -1.041 | -1.963**
-1.83 -1.58 -1.68 [( -0.20) (-1.35) | ( -2.08)
1. 494 0. 450 0. 809 6.135 7. 946 6.449 | 14.077*** | 16,229 | 14.001 ***
(0.15) | (0.06) | (0.08) | (0.80) (1.01) (0.85) (3.41) (3.76) (3.43)
1998  —2003 2004 —2008 2009 —2013
(1) (2) (3) (4) (5) (6) (7 (8) (9)
Lnsize | —0.289" |-0.340**| —0.285" | -0.041 -0.044 | -0.036 | -0.105 | -0.133" -0. 111
(-1.74) |( =2.06) |( —=1.73) |( =0.59) | ( =0.71) |( -0.49) | ( —1.46) | ( -1.85) | ( -1.52)
Lnbm | 0.492 | 0.450" | 0.543** | 0.024 -0.017 0. 047 0. 157 0. 064 0.128
(1.43) | (1.69) | (2.07) | (0.18) | ( —-0.18) | (0.45) (1.14) (0.61) (1.16)
RL  |5.5227%** 5.861**% [8.156 ™ 8.049 %% | 5 882 *** 5.763 %
(4.53) (5.51) | (13.34) (10.21) | (7.88) (6.81)
LEV 1.560 | -0.453 1.460 8*** | -0.223 1. 894 *** 0.219
(1.51) |( -0.42) (2.79) [( -0.32) (3.21) (0.34)
4,090 | 3.458" | 4.229** | 0.329 -0.103 | 2.027° | 3.313%* | 2,515 | 3.214***
(2.48) (2) (2.38) (0.3) | (-0.12) |( -0.38) | (3.02) (3.25) (3.38)
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Table 7 Comparative analysis of RL and BRL
(1) (2) (3) (4) (5) (6) (7) (8)
Lnsize —0.355*% | —0.338** | —0.501*% | —0.487*% | —0.1290" | —0.128™ | —0.138™ | —0. 162"
( =2.05) ( -1.99) ( -2.99) (-2.93) ( -2.26) ( -2.23) ( -2.41) ( -2.79)
Lnbm 0.224" 0.303 ** 0.333** 0. 355 *** 0.195" 0.206** 0.382%%% | 0.350***
(1.72) (2.41) (2.54) -2.69 (1.66) (2.23) (2.89) (2.91)
RL 3.449 7% | 3,764 6.631%% | 6.635**
(6.98) (5.89) (13.44) (12.75)
LEV -0.485 -0.119
( -0.86) ( -0.26)
BRI 0.286 0.226 2. 455 %+ 1.801 ***
(1.55) (1.24) (6.59) (5.29)
BLEV 0. 166 0. 930 ***
(0.52) (2.43)
8. 760 ** 8.669™F | 11.9117** | 11.538™*% | 2,400™** | 2.430%** | 2.460*** | 2, 145***
(2.18) (2.20) (3.06) (2.99) (3.23) (3.38) (3.38) (3.00)
BLEV (1) E;
BRL
- (1) (2) (3)
7 (1) (2) . (5) (4) ;
(6) 5 (5) (6) 1%
6.631.6. 635 (7)
. (8) 1%
(7) (8) 2.455.1. 801
2.455.1. 801
1% ; (8)
t
(3) (4)
0. 286 0. 226
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Table 8 Subsample regression of stock return and market/book relative leverage
1998  —2006 2007 —2013
(1 (2) (3) (4)
Lnsize -0.124 -0.112 -0. 785 *** -0.769***
(-0.43) ( -0.39) ( -4.39) ( -4.35)
Lnbm 0. 462 *** 0. 487 *** 0.234 0.254
(2.85) (3.02) (1.09) (1.17)
BRL 0. 619 *** 0. 462** 0. 037 0. 059
(4.17) (2.57) (0.12) (0.19)
BLEV 0. 504 -0. 127
(1.41) ( -0.26)
2. 861 2.377 18. 925 *** 18. 624 *+*
(0.44) (0.37) (4.17) (4.15)
8 1998 — (1) (2) ¢
2006 4.17.2.57 1% 5%
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2007 2.1.3
2007 —2013
9
Table 9 Comparative analysis of RL. DIST OL and UL
(1) (2) (3) (4) (5) (6)
Lnsize -0.355* -0.416** -0.375** -0.358** -0.362** -0.359**
( -2.05) (-2.43) (-2.16) ( -2.07) ( -2.08) ( -2.15)
Lnbm 0.224" 0.227" 0.261** 0.220" 0.225" 0.218"
(1.72) (1.74) (2.03) (1.69) (1.74) (1.73)
RL 3. 449 *** -0.046
(6.98) ( -0.02)
DIST -1.427 -0.263
( -1.96) ( -0.11)
OL 6. 985 3.3427%F
(4.70) (2.20)
UL -2.731" -1.157
(-1.77) ( -0.61)
8.760™* 9. 692 ** 9.422** 8.795™* 8.919™* 8.795™*
(2.18) (2.43) (2.34) (2.19) (2.22) (2.27)
(1) (2) (3) (4) (5) (6)
Lnsize -0.129** -0.114** —0. 147 *** -0.130** -0.139** -0.130**
( -2.26) (-1.99) (-2.61) ( -2.31) ( -2.51) ( -2.31)
Lnbm 0.195" 0.233" 0.259 ** 0. 196" 0. 308 *** 0. 196"
(1.66) (1.91) (2.19) (1.68) (2.66) (1.68)
RL 6. 631 *** 6. 504 *+*
(13.44) (13.01)
DIST —1.754 % -0.135
( -2.66) ( -0.23)
oL 10. 459 *** 6. 467
(10.34) (8.39)
UL —8.991 *** -6.670***
( -11.35) ( -8.46)
2. 409 *** 1.760** 2.977 % 2. 4421 2. 628 *** 2. 441 %
(3.23) (2.37) (4.19) (3.45) (4.56) (3.45)
9 (2) . (3) 6.467. - 6.670 1%
(4)
(2) 10. 459 (3) ( )
8.991 1% ; (5)
-1.754 1%
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Table 10( a) Comparative analysis of multifactors pricing models in China
I( RET., = a, + b,RMRF, + s,SMB, + h,HML, + ¢, ,)
RL | Lusize/Lnbm ¢ 2 a) b
Low 2 High | Low 2 High | Low | 2 | High
Small -0.957|-0.946| -0.730| —2.785| -2.503| =1.791| 0.005 | 0.012 | 0.073
Under 2 —1.034| —1.148| -1.004| -2.200| -3.327| -2.942| 0.028 | 0.001 | 0.003 avglal 0.76
Large -1.652|-1.251|-0.853| -2.912| -3.513| -2.837| 0.004 | 0.000 | 0.005 | avgla™2| 0.71
Small -0.937|-0.896|-0.697| -2.376| -4.519| -=1.791| 0.018 | 0.000 | 0.073 |fail( 0.01) 9
2 2 -0.850| -0.835| -0.975| -1.807| -2.473| -3.179| 0.071 | 0.013 | 0.001 GRS 17.8
Large —1.338| -0.205| -0.547| -2.720| -0.589| -0.678| 0.007 | 0.556 | 0.498 J 6.49
Small -0.463| -0.670| -0.254| -1.150| -1.687| -0.511| 0.250 | 0.092 | 0.609 (1)) 0.999
Over 2 0.233 | -0.370| -0.426| 0.471 | -0.762| -0.933| 0.638 | 0.446 | 0.351
Large -0.308| -0.151|-0.810] —=0.563| -0.311| -2.319| 0.574 | 0.756 | 0.020
2( RET,, = a, + b,RMRF, + h,HML, + 0,0MU, + &, , )
RL | Lnsize/Lnbm ¢ < a) b
Low 2 High | Low 2 High | Low 2 | High
Small -0.395|-0.521|-0.338] -0.803| —1.004| -0.569| 0.422 | 0.315 | 0.569
Under 2 -0.384| -0.818| -0.633| -0.720| -1.960| —1.543| 0.472 | 0.050 | 0.123 avglal 0.54
Large -0.813|-0.989| -0.669| —-2.110| —2.860| —2.256| 0.035 | 0.004 | 0.024 | avgla™2| 0.39
Small -0.332|-0.797| -0.966| —0.534| —1.791| - 1.476| 0.593 | 0.073 | 0. 140 |fail( 0.01) 1
2 2 -0.442|1 -1.073| -0.971| -0.827| -2.304| -2.006| 0.408 | 0.021 | 0.045 GRS 10.34
Large —-1.107| -0.134| -0.267| -2.239| -0.389| -0.269| 0.025 | 0.697 | 0.788 J 9.13
Small 0.433 | 0.034 | 0.521 | 0.718 | 0.059 | 0.796 | 0.473 | 0.953 | 0.426 () 0.996
Over 2 0.692 | 0.100 | -0.079| 1.358 | 0.174 | -0.153|0.174 | 0.862 | 0.879
Large -0.319| -0.256| -0.628| —0.584| -0.511| =1.769| 0.559 | 0.609 | 0.077
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Table 10(b) Comparative analysis of multi-factors pricing models in China
3( RET,, = a, + b,RMRF, + 5,SMB, + 0,0MU, + &, , )
RL | Lnsize/Lnbm ¢ 2 a) b
Low 2 High | Low 2 High | Low | 2 | High
Small -1.017|-1.072| -0.731| -3.141| -3.090| —1.821| 0.002 | 0.002 | 0.069
Under 2 -0.865|-1.126|-0.815| —1.892| —3.588| —2.184| 0.058 | 0.000 | 0.029 | avglal 0.74
Large -1.064| -1.100| -0.593| -2.689| -3.350( -1.687| 0.007 | 0.001 | 0.092 | avgla™2| 0.66
Small -0.876(-0.930| -0.921| -2.191| -4.774| -=2.128| 0.028 | 0.000 | 0.033 |fail( 0.01) 7
2 2 -0.730| -1.141| -0.889| —1.540| -3.722| -2.419| 0. 124 | 0.000 | 0.016 GRS 10.23
Large -1.258|-0.220| -0.168| —2.534| -0.646( -0.187| 0.011 | 0.518 | 0.852 J 10. 69
Small -0.691|-0.929| -0.162| —-1.617| —2.454| -0.303| 0.106 | 0.014 | 0.762 p()) 0.986
Over 2 0.157 | -0.485|-0.502| 0.309 |-0.948| -1.036| 0.757 | 0.343 | 0.300
Large -0.441|-0.366| —0.852| -0.752| -0.699| —2.322| 0.452 | 0.485 | 0.020
4( RET,, = a, + b,RMRF. + s,SMB. + h,HML, + 0,0MU, + &, , )
RL Lnsize/Lnbm ¢ L) P
Low 2 High | Low 2 High | Low | 2 | High
Small -0.957|-0.979| -0.766| -2.962| -2.629| - 1.881| 0.003 | 0.009 | 0.060
Under 2 -0.843| -1.134| -0.959| —1.811| -3.355| -2.757| 0.070 | 0.001 | 0.006 | avglal 0.78
Large -0.993| -1.124| -0.774| -2.484| -3.277| -2.656| 0.013 | 0.001 | 0.008 | avgla™2| 0.70
Small -0.839(-0.938|-0.969| -2.124| -4.675| -=2.201| 0.034 | 0.000 | 0.028 |fail( 0.01) 10
2 2 -0.709| -1.165|-1.079| - 1.518| -3.533| -3.357| 0.129 | 0.000 | 0.001 GRS 15.22
Large -1.161|-0.175| -0.403| —2.403| -0.492| -0.445| 0.016 | 0.623 | 0.657 J 7.12
Small -0.663| -0.952| -0.303| —1.553| —2.440| -0.557| 0.120 | 0.015 | 0.577 p(J) 0.999
Over 2 0.184 | -0.558|-0.623| 0.358 | -1.049| -1.309| 0.721 | 0.294 | 0.190
Large -0.467|-0.370| -0.996| —0.799| —0.680| —2.955| 0.424 | 0.497 | 0.003
( GRS Hansen ]
) . Hansen ] p
p P 0.1
J
(a) (z FF oMU 4
(a) p) 10, 11 FF 1
(avglal) . (avgla™21) . oMU
(fail( 0.01)) FF RMRF . SMB
GRS * . HML
; 2
27 1% 2
0 ; GRS 1 1(
9) . 3( 7) 4
( 10) FF

GRS
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Table 11(a) Comparative analysis of multi-factors pricing models in America
1( RET,, = a, + b,RMRF, + s,SMB, + h,HML, + ¢, ,)
a 2( a) P
RL Lnsize/Lnbm
Low 2 High | Low 2 High | Low 2 High
Small -0.743| -0.245| 0.024 | -1.519|-0.730] 0.057 | 0.129 | 0.465 | 0.954
Under 2 -0.677| -0.358]| -0.321| =3.005| -1.399| —-1.442] 0.003 | 0.162 | 0.149 avglal 0. 66
Large -0.334| -0.533| -0.301| -1.733| -2.376| -1.098| 0.083 | 0.017 |0.272 | avgla®2l | 0.74
Small 0.024 | 0.372 | 0.941 | 0.043 | 1.146 | 2.906 | 0.966 | 0.252 | 0.004 |fail( 0.01) 9
2 2 0.283 | 0.399 | 0.303 | 1.549 | 1.738 | 1.882 | 0.121 | 0.082 | 0.060 GRS 49.01
Large 0.435 | 0.272 | 0.488 | 2.957 | 1.336 | 1.021 | 0.003 | 0.181 | 0.307 J 9.06
Small 1.321 | 2.272 | 2.161 | 2.633 | 6.904 | 6.954 | 0.008 | 0.000 | 0.000 () 0.996
Over 2 1.103 | 1.146 | 1.060 | 5.347 | 5.663 | 5.965 | 0.000 | 0.000 | 0.000
Large —0.355| 0.839 | 0.512 | —=0.589] 0.940 | 1.464 | 0.556 | 0.347 |0.143
2( RET,, = a, + bRMRF, + h,HML, + 0,0MU, + &, , )
RL Lnsize/Lnbm ¢ L) P
Low 2 High | Low 2 High | Low 2 High
Small 0.281 | 1.482 | 0.847 | 0.307 | 2.643 | 1.292 [ 0.759 | 0.008 | 0.196
Under 2 0.758 | 1.452 | 0.561 | 1.948 | 2.240 | 1.312 | 0.051 | 0.025 | 0.189 avglal 0.76
Large -0.525| -0.529| 0.426 | -1.325|-1.985| 0.915 [0.185 | 0.047 | 0.360 | avgla2!l | 0.75
Small 1.138 | 0.209 | 0.750 | 1.191 | 0.314 | 1.563 | 0.234 | 0.753 | 0.118 |fail(0.01) 8
2 2 0.868 | 0.989 | 0.462 | 2.667 | 3.445 | 1.738 | 0.008 | 0.001 |0.082 GRS 11.15
Large 0.281 | 0.600 | 0.459 | 1.438 | 2.212 | 0.781 | 0.150 | 0.027 | 0.435 J 12.11
Small 1.152 | 1.694 | 1.179 | 1.461 | 3.797 | 2.680 | 0.144 | 0.000 | 0.007 p(J)) 0.969
Over 2 1.290 | 0.854 | 0.824 | 4.199 | 3.591 | 3.285 [ 0.000 | 0.000 |0.001
Large 0.188 | 0.366 | -0.341| 0.250 | 0.279 | -0.897|0.803 | 0.780 | 0.370
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Table 11(b) Comparative analysis of multifactors pricing models in America
3( RET,, = a, + bRMRF, + s,SMB, + 0,0MU; + ¢ ,)
a 2( a) P
RL Lnsize/Lnbm
Low 2 High Low 2 High Low 2 High
Small 0.034 | 0.882 | 0.335 | 0.043 | 1.997 | 0.551 | 0.965 | 0.046 | 0.582
Under 2 0.560 | 0.904 | -0.021 | 1.554 | 1.743 | -0.061|0.120 | 0.081 | 0.951 | avglal 0.52
Large -0.242|-0.407| 0.132 | -0.617|-1.308| 0.320 | 0.537 | 0.191 | 0.749 | avgla2! | 0.28
Small 0.927 | 0.002 | 0.285 | 1.111 | 0.004 | 0.703 | 0.267 | 0.997 | 0.482 |fail( 0.01) 2
2 2 0.712 | 0.530 | -0.367 | 2.551 | 2.208 | -1.798|0.011 | 0.027 | 0.072 GRS 11.06
Large 0.604 | 0.445 | 0.217 | 2.455 | 1.500 | 0.391 | 0.014 | 0.134 | 0.696 J 11.96
Small 0.825 | 1.414 | 0.739 | 1.010 | 3.614 | 2.096 | 0.313 | 0.000 | 0.036 p(J) 0.971
Over 2 1.144 | 0.390 | 0.070 | 4.312 | 2.458 | 0.314 | 0.000 | 0.014 | 0.753
Large 0.724 | 0.847 | -0.414| 0.753 | 0.675 | -1.152|0.452 | 0.500 | 0.249
4( RET,, = a, + b,RMRF + s,SMB, + h, HML, + 0, OMU_ + &, )
a #( a) p
RL Lnsize/Lnbm
Low 2 High Low 2 High Low 2 High
Small 0.029 | 1.255 | 0.649 | 0.037 | 2.215 | 1.066 | 0.971 | 0.027 | 0.286
Under 2 0.506 | 1.223 | 0.339 | 1.397 | 1.887 | 0.859 |0.162 | 0.059 | 0.390 | avglal 0.61
Large —-0.481|-0.538| 0.523 | —1.249|-1.944| 1.220 | 0.212 { 0.052 | 0.222 | avgla™2| | 0.50
Small 0.922 [-0.011| 0.487 | 1.046 | -0.020| 1.144 | 0.296 | 0.984 | 0.253 |fail( 0.01) 5
2 2 0.661 | 0.757 | 0.107 | 2.476 | 2.945 | 0.429 | 0.013 | 0.003 | 0.668 GRS 49.01
Large 0.294 | 0.549 | 0.484 | 1.464 | 1.998 | 0.817 | 0.143 | 0.046 | 0.414 J 9.27
Small 0.749 | 1.448 | 0.972 | 0.967 | 3.597 | 2.583 | 0.334 | 0.000 | 0.010 p(J) 0.992
Over 2 1.124 | 0.577 | 0.541 | 4.043 | 4.128 | 2.869 | 0.000 | 0.000 | 0.004
Large 0.277 | 0.515 | =0.397 | 0.345 | 0.415 | -0.995|0.730 | 0.678 | 0.320
FF
FF ;
3.2
3.1 5 6
Flannery ~ Hankins * 25
59
LSDV
Hansen J

12, 13



12

Table 12 Comparative analysis of multifactors pricing models based on 25 portfolios in China

25

1( FF) 2 ( RMRF/HML/OMU)

» ) avglal | avgla2] [fail(0.01) | GRS |avglal |avgla2! |fail(0.01) | GRS
Lnbm/Momentum 0.89 | 0.91 7 4.86 | 0.49 | 0.29 1 3.89
Lnsize/Momentum 0.81 | 0.72 4 2.64 | 0.50 | 0.36 3 3.84

RL/Momentum 1.18 | 1.62 10 26.32 | 0.67 | 0.67 1 15.46

Lnsize/RL 0.73 | 0.68 3 9.07 | 0.38 | 0.20 0 2.54

Lnbm/RL 0.89 | 0.97 11 9.55 | 0.51 | 0.35 1 6.79

Lnsize/Lnbm 0.62 | 0.44 2 1.68 | 0.36 | 0.20 0 1.63
3( RMRF/SMB/0OMU) 4( RMRF /SMB/HML/OMU)

» ) avglal | avgla2] |fail(0.01) | GRS |avglal |avgla2] |fail(0.01) | GRS
Lnbm/Momentum 1.04 | 1.19 11 4.30 | 1.06 | 1.22 10 3.99
Lnsize/Momentum 0.93 | 0.97 8 3.14 | 0.98 | 1.07 8 2.66

RL/Momentum 1.09 | 1.38 8 14.68 | 1.13 | 1.46 10 22.58
Lnsize/RL 0.64 | 0.50 2 4.44 | 0.67 | 0.55 3 7.64
Lnbm/RL 0.82 | 0.82 12 6.39 | 0.84 | 0.83 14 7.66
Lnsize/Lnbm 0.70 | 0.54 3 1.29 | 0.72 | 0.57 3 1.23

13 25 —

Table 13 Comparativ

e analysis of multi-factors pricing models

based on 25 portfolios in America

1( FF) 2 ( RMRF/HML/OMU)

» ( ) avglal | avgla2| [fail(0.01) | GRS |avglal |avgla™2| |fail( 0.01) | GRS
Lnbm/Momentum 0.39 0.25 5 2.16 | 0.40 0.22 0 1.12
Lnsize/ Momentum 0.29 0.14 2 3.22 | 0.38 0.23 0 2.04

RL/Momentum 0.82 1.12 9 8.92 | 0.59 0.35 1 2.7
Lnsize/RL 0.63 0.66 8 10.8 | 0.74 0.64 3 5.28
Lnbm/RL 0.74 0.82 14 11.51 | 0.92 0.85 7 3.5

Lnsize/Lnbm 0.24 0.12 3 3.25 | 0.61 0.45 8 1.72
3( RMRF/SMB/0OMU) 4( RMRF/SMB/HML/OMU)

» ( ) avglal | avgla2| [fail(0.01) | GRS |avglal |avgla2| |fail(0.01) | GRS
Lnbm /Momentum 0.26 0.11 0 1.26 | 0.29 0.12 0 2.16
Lnsize/ Momentum 0.33 0.18 0 2.28 | 0.33 0.18 0 3.22

RL/Momentum 0.44 0.30 1 2.76 | 0.47 0.32 0 8.92
Lnsize/RL 0.44 0.27 1 4.69 | 0.54 0.38 2 10. 80
Lnbm /RL 0.54 0.43 3 4.06 | 0.67 0.54 5 11.51

Lnsize/Lnbm 0.41 0.24 7 2.83 | 0.42 0.22 6 3.25
2
3
AMEX/NYSE/NASDAQ
1998 —2013
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The relative leverage premium: New evidence from China and the U. S.
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China

Abstract: By explicitly considering the dynamic nature of capital structure this paper re-examines the rela—
tionship between leverage and cross—section expected returns in both China and the U. S.. Specifically the
paper decomposes leverage into target and relative components and finds that relative leverage better explains
expected returns than observed leverage. Fama-MacBeth regression results show that relative leverage is posi—
tively and significantly related to equity returns in both these two markets however the effect mechanism of
relative leverage differs. Specifically compared with the U. S. overdeverage tends to affect equity returns
more significantly than under-everage and relative book leverage has a weaker influence in China. Further—
more the portofolio tests using joint iterated GMM procedure show that different asset pricing models with rela—
tive leverage factors dominate FF model in China and the U. S. respectively. These findings provide a new
perspective to the relationship between financial leverage and equity returns under different institutional envi—
ronments.

Key words: reference dependence; dynamic capital structure; relative leverage



