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Table 1 Construction of predicting factors

BM ( bookto-market) t-1

DE ( dividend-payout) t-1 t-1

DP ( dividend-price) t-1

DY ( dividend-yield) t-1

EP ( earnings-price) i1

CFP ( cash flow-price) t-1

INF (inflation) CPI
SVAR ( stock variance) 300

N 12 N ; N 12
2

Table 2 Descriptive statistics of the returns of different portfolios

A: B: C:

x100 | x 100 x 100 | x100 x 100 | x 100

1.70 | 2.20 | 0.10 |-0.23| 3.20 | BM1 |-0.30| 0.40 | 0.11 |-0.19| 3.55 |SIZE1| 1.10 | 0.80 | 0.10 | -0.14| 3.34

0.80 | 1.30 | 0.12 |-0.13| 3.85 | BM2 | 0.60 | 0.20 | 0.11 | 0.10 | 4.04 |SIZE2| 1.80 | 1.90 | 0.11 | 0.20 | 4.00

1.70 | 2.00 | 0.12 |-0.13| 3.02 | BM3 | 0.90 | 1.40 | 0. 11 |-0.16| 3.26 |SIZE3| 1.90 | 2.20 | 0.11 |-0.05| 3.27

1.70 | 1.70 | 0.11 |-0.21| 3.14 | BM4 | 1.70 | 1.10 | 0. 11 | 0.02 | 3.85 |SIZE4| 2.30 | 2.50 | 0.11 |-0.11| 3.60

1.90 [ 2.00 | 0.11 | -0.06| 3.37 | BM5 | 1.70 | 1.60 | 0.11 |-0.06| 3.50 |SIZE5| 2.60 | 1.40 | 0.12 |-0.03| 3.16

1.70 | 1.60 | 0.09 | 0.01 | 3.80 | BM6 | 1.70 | 1.90 | 0. 11 |-0.41| 3.02 |SIZE6| 2.70 | 2.50 | 0.12 | 0.03 | 3.26

1.90 | 1.90 | 0.10 | 0.33 | 4.71 | BM7 | 2.00 | 3.20 | 0.11 |-0.26| 3.06 |SIZE7| 3.00 | 2.40 | 0.12 | -0.02| 3.23

1.20 [ 0.60 | 0.10 | 0.41 | 5.18 | BM8 | 2.50 | 2.70 | 0.11 |-0.16| 3.16 |SIZE8| 3.20 | 2.60 | 0.12 | 0.08 | 3.58

2.00 { 0.30 | 0.12 | 0.21 | 3.41 | BM9 | 3.50 | 3.40 | 0.10 | -0.10| 3.18 |SIZE9| 4.00 | 4.10 | 0.12 | 0.00 | 3. 14

1.10 | 0.50 | 0.12 | 0.95 | 8.47 | BM10 | 4.40 | 3.70 | 0. 11 | 0.16 | 3.42 |SIZE10| 4.70 | 3.70 | 0.12 | 0.48 | 4.40

2.00 | 2.00 | 0.11 | -0.20] 3.03
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7
Table 7 Results of out-of-sample prediction and their rational and Alpha components
A:
B: C:
RMAE RRMSE OR? OR%( %) OR%( %)
0.983 0.987 0.034 1.25 11.76 3.44
0.983 0.971 0.033 5.75 13.60 3.32 3.31 0.01
0.975 0.964 0.049 -3.14 12.46 4.90 4.94 -0.04
0.997 0.991 0.006 -0.22 9.20 0.63 1.75 -1.14
0.991 0.991 0.019 -1.54 9.58 1.87 -0.07 1.94
0.962 0.971 0.074 0.01 12.65 7.38 10.43 -3.40
1.012 0.985 -0.024 -11.69 -0.85 -2.35 -1.46 -0.88
1.008 1.006 -0.017 -1.55 1.95 -1.70 -1.73 0.03
0.993 1.008 0.015 0.09 3.37 1.49 5.45 -4.19
1.001 1.001 -0.001 3.96 6.65 -0.13 3.27 -3.51
1.006 1.001 -0.013 3.19 5.57 -1.28 -1.62 0.33
-0.51 7.42 1.41
BM1 1. 000 0. 999 0. 001 -1.68 2.26 0.11 -3.98 3.93
BM2 1.027 1.018 -0.055 1. 06 -12.83 -5.52 0.69 -6.25
BM3 0. 998 1.001 0. 004 2.10 -2.66 0.40 1.57 -1.18
BMA4 0. 990 0. 998 0. 020 5.15 -1.74 1.96 2.13 -0.17
BM5 1.010 0.992 -0.021 5.61 -16.21 -2.06 0.02 -2.08
BM6 1.027 1.018 -0.054 -7.38 -2.60 -5.38 2.53 -8.12
BM7 0. 989 0. 994 0.023 1. 96 2.51 2.28 0.62 1.67
BM8 1. 006 1.003 -0.012 -2.96 0. 81 -1.23 -0.29 -0.94
BM9 0.989 0. 992 0. 023 3.21 1. 10 2.29 6. 04 -3.99
BM10 0. 996 0. 997 0. 008 -0.58 2.70 0.76 -4.80 5.30
0. 65 -2.66 -0. 64
SIZE1 1. 008 1. 002 -0.017 -3.12 0.07 -1.67 4.44 -6.39
SIZE2 1. 009 1.007 -0.018 -0.48 -3.65 -1.76 3.98 -5.98
SIZE3 0. 994 0. 999 0.011 0.99 0.81 1. 11 1.87 -0.78
SIZE4 0. 996 0. 994 0. 009 3.08 -3.35 0.88 0.74 0.14
SIZES 1.013 1.009 -0.027 -6.97 2.48 -2.69 6.71 -10.08
SIZE6 0.998 0.998 0. 004 1.23 -8.73 0. 40 1.28 -3.31
SIZE7 1.017 1.009 -0.034 -6.50 1.34 -3.41 4.51 -8.29
SIZES 0.978 0.987 0. 044 14.05 -12.71 4.41 -1.60 5.92
SIZE9 0. 964 0.975 0.071 5.70 8.23 7.11 -4.72 11.30
SIZE10 0. 993 0. 997 0.014 1.02 2.67 1.44 -3.12 4.43
0.90 -1.28 0.58
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Return predictability in the Chinese stock markets

JIANG Zhi~giang TIAN Jing-wen ZHOU Weiing
School of Business FEast China University of Science and Technology Shanghai 200237 China

Abstract: This paper investigates the return predictability to understand the theoretical foundation of quantita—

tive investments in Chinese stock markets. Eight factors ( book-to-market ratio dividend-payout ratio divi-

dend—price ratio dividend-yield ratio earnings—price ratio cash flow-price ratio inflation rate stock vari—

ance) are employed to carry out in-sample predictability tests by means of the feasible generalized least

squares method ( FQGLS) . Out-efsample predictability tests are conducted in different economic cycles. Tt is

found that: 1) The portfolios can be successfully predicted and the predictability is dependent on the cycle and

the portfolio type; 2) The predictability of most portfolios can be explained by the conditional CAPM model;

and 3) The return predictability in industries is significantly negatively correlated with industry concentration.

Key words: feasible generalized least squares method; in-sample test; out-ofsample test; conditional CAPM,;

industry concentration



