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Table 1 The basic statistics on Taiwan stock market
( ) ( )
2013 687 016 66 238 30 802 24 686 575 2 327 565 653 846
2012 665 452 66 952 29 624 21 464 246 1745 586 447 222
2011 632 636 73 304 33 501 19 288 911 1 423 200 507 732
2010 601 712 69 599 30 915 23 975 847 1 986 785 616 959
2009 602 051 76 739 25 927 21 196 306 1 924 954 371 773
2008 581 626 70 934 23 633 11 751 674 774 934 149 268
2007 573 394 71 888 23 711 21 634 710 1878 135 363 419
2006 558 053 75 068 27 950 19 480 993 1932 611 302 922
) () () (%)
2013 866 659 262 22.02 38.83 153.43 1.74 2.05 1.89
2012 840 639 289 21.34 31.18 -42.76 1.58 1.54 1.35
2011 824 608 283 19.29 36.97 -109.09 1.47 1.31 1.23
2010 785 563 292 16.04 25.89 21.05 1.91 1.94 1.68
2009 756 546 234 25.82 -170.20 113.44 1.84 2.05 1.49
2008 723 539 241 24.39 -10.04 -4.38 1.14 0.86 0.67
2007 705 546 255 14.60 31.25 -15.09 1.91 1.79 1.35
2006 694 531 239 18.45 16.21 34.25 1.90 1.91 0.99
Wind
2) FF3
Fama French °
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Table 2 The descriptive statistics on FF25 portfolio return
BM
H 2 3 5 L H-L
Size
S 0.015 6 0.014 8 0.015 1 0.0159 0.0153 0.000 3
2 0.012 8 0.0159 0.014 9 0.013 3 0.0103 0.002 5
3 0.013 6 0.013 8 0.014 3 0.011 8 0.011 1 0.002 5
4 0.0103 0.011 8 0.013 1 0.010 0 0.007 2 0.003 1
B 0.008 8 0.0130 0.012 0 0.009 8 0.007 3 0.001 5
S-B 0.006 8 0.001 9 0.003 1 0.006 2 0.008 0
Size
S 0.108 8 0.109 0 0.108 8 0.111 6 0.113 0 0.0322
0.109 1 0.112 8 0.106 8 0.105 2 0.106 7 0.035 2
3 0.106 4 0.106 5 0.104 9 0.103 8 0.102 9 0.038 8
4 0.103 5 0.103 6 0.107 9 0.100 4 0.095 7 0.040 7
B 0.095 1 0.095 8 0.103 3 0.097 7 0.087 2 0.049 1
S-B 0.0713 0.059 8 0.061 2 0.063 3 0.068 2
Size
S 0.406 0 0.3115 0.3817 0.2917 0.402 2 -0.5851
2 0.3820 0.380 7 0.340 8 0.294 4 0.160 0 -0.803 2
3 0.251 6 0.281 2 0.180 5 0.105 6 0.226 5 0.013 4
4 0.246 9 0.201 6 0.2180 0.100 2 -0.069 0 0.498 8
B -0.249 3 0.263 4 0.649 4 -0.007 1 -0.102 5 0.1512
SB -0.214 5 0.053 8 -0.152 8 -0.303 6 0.244 8
Size
S 0.722 7 0.604 2 0.430 8 0.656 0 0.506 8 1.9370
2 1.1233 0.839 1 0.786 7 0.442 1 0.315 4 6.696 4
3 0.897 1 0.542 1 0.686 2 0.5397 0.722°5 1.111 1
4 1.096 7 0.478 6 0.758 8 0.423 1 0.384 9 0.516 9
B 1.067 3 1.760 3 3.036 3 1.413 2 0.497 4 0.2315
SB 0.2427 0.090 2 0.066 7 2.788 0 1.3827
2 FF25

©  Lewellen 2 FF25
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Table 3 The descriptive statistic analysis on pricing factors
ot | b | el | o | v | w | et | ot | ek | wm | =
Panel A
0.007 2 0.004 4 0.002 1 0.004 1 -0.0062| -0.2345| 0.008 1 —-0.005 0.0179 | -0.0005| 0.438 1
0.0902 | 0.0408 0.0276 | 0.0528 0.226 9 0.424 8 0.013 5 0.134 1 0.088 7 0.009 3 0.200 9
0.0214 | -0.1862| -0.0055| -1.745 | 0.707 3 1.3957 3.208 1 4.4915 6.8454 | -1.8239| -2.083 2
0.804 1 0.270 8 0.678 5.543 1.173 4.683 1 | 12.625 1 24.045 | 48.9156 | 24.5348 | 9.7454
Panel B
smb 0.148 0
hml 0.1717 | -0.2858
mml -0.5545| -0.5076| 0.049
dvol -0.0989| 0.1632 | -0.089 8| -0.167
XV 0.0971 | -0.0005| -0.009 3| -0.1024| -0.0509
srmrf 0.1094 | 0.1418 0.0544 | -0.3402| 0.047 1 0.061 7
rorf -0.0352| -0.0323| -0.0553| -0.0004| 0.0684 | —0.0454| -0.064 1
srorf -0.0427| -0.0182| -0.036 6| 0.0153 0.0804 | -0.0035| -0.0502| 0.8829
rmro -0.1827| 0.1416 | -0.0626| 0.094 8 0.0801 | -0.0736| -0.0522| -0.171 6| -0.156 1
XS 0.092 0 0.069 4 -0.036 | -0.0218| 0.0382 | —-0.4685| -0.0643| -0.0176| -0.0105| -0.027 8 1
*rmrf smb hml mml
dvol v srmrf rorf (LS)
srorf rmro XS
3)
Harvey **
rmrfsmb  hml
XV -23.45% XS 43.
81%
4
XV XS
4
CPI
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Table 4 The descriptive statistic analysis on conditional information
(fpi crepr terpr
cpi 1.196 0 1.573 17 0.283 7 0.177 6 1.000 0
crepr 2.198 0 2.327 8 1.021 1 -0.4386 -0.1495 1.000 0
terpr 1.3322 0.608 0 0.012 6 -1.1743 -0.2915 0.650 8 1.000 0
T epl crepr terpr
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Table 4 The model specification test on FF25 portfolio
‘ CAPM FF3 LM VM VM HSM VanM SkewM
Panel A
5 0.371 0.328 0.321 0.370 0.365 0.367 0.358 0.368
p(6 =0) 0.001 0.022 0.025 0.004 0.007 0.007 0.014 0.012
se( 5) 0.083 0.086 0.086 0.084 0.083 0.083 0.091 0.083
2.5% CI( 5) 0.248 0.230 0.230 0.242 0.248 0.225 0.201 0.240
97.5% CI( 8) 0.579 0.578 0.577 0.576 0.579 0.558 0.574 0.573
Jewm 105. 130 47.090 38.440 74.320 57.690 67.020 32.730 67.750
p(Joyum = 0) 0.000 0.001 0.011 0.000 0.000 0.000 0.036 0.000
SupLM 9.870 20.390 20. 050 13.920 8.960 10.950 13.010 7.660
E m 0.984 0.984 0.984 0.984 0.984 0.984 0.984 0.984
Panel B CPI
) 0.334 0.255 0.248 0.327 0.339 0.311 0.271 0.331
p(8 =0) 0.000 0.237 0.249 0.009 0.012 0.013 0.187 0.095
se( 5) 0.089 0.087 0.088 0.090 0.083 0.096 0.102 0.091
2.5% CI( 5) 0.177 0.167 0.166 0.170 0.135 0.151 0.089 0.172
97.5% CI( 8) 0.536 0.519 0.520 0.533 0.463 0.550 0.502 0.539
Jeum 71.890 27.730 24.940 51.400 49.470 51.340 23.460 42.560
p(Joun = 0) 0.000 0.185 0.250 0.001 0.001 0.001 0.267 0.008
SupLM 35.940 46. 150 45.640 35.900 32.740 37.550 25.350 44.380
E m 0.984 0.985 0.985 0.984 0.985 0.984 0.985 0.985
Panel C
5 0.337 0.261 0.249 0.335 0.336 0.309 0.274 0.324
p(6 =0) 0.000 0.201 0.238 0.008 0.012 0.011 0.167 0.087
se( 5) 0.089 0.089 0.089 0.079 0.078 0.081 0.075 0.077
2.5% CI( 5) 0.216 0.157 0.157 0.215 0.216 0.189 0.142 0.206
97.5% CI( 8) 0.529 0.513 0.515 0.53 0.528 0.512 0.439 0.515
Joum 77.23 28.31 27.56 47.32 47.14 54.07 25.75 46.76
p(Jeun = 0) 0.000 0. 166 0.153 0.002 0.002 0. 000 0.174 0.002
SupLM 116.86" 107.06" 100.65" 117.63" 117.85" 72.74" 60.52" 102.65"
E m 0.984 0.984 0.984 0.984 0.984 0.984 0.985 0.984
Panel D
5 0.333 0.279 0.253 0.328 0.318 0.308 0.282 0.326
p(8 =0) 0.000 0.171 0.249 0.009 0.013 0.011 0. 145 0.087
se( 3) 0.081 0.087 0.087 0.083 0.083 0.086 0.09 0.081
2.5% CI(8) 0.212 0.177 0.176 0.204 0.196 0.183 0.132 0.205
97.5% CI( 8) 0.537 0.533 0.53 0.537 0.53 0.529 0.489 0.532
Jeum 81.17 35.98 34.6 48.84 46.4 52.57 32.08 56.76
p(Joun = 0) 0.000 0.031 0.031 0.001 0.003 0.000 0.043 0.000
SupLM 60.74" 64.54" 64.06" 52.1 53.54 38.77 38.12 44.97
E m 0.985 0.985 0.985 0.985 0.985 0.985 0.985 0.985
: CAPM.FF3 LM VM IVM HSM
Harvey  Siddeque ** VanM  Vanden % SkewM . CPI.
HJ ((8)) p(6=0) Hy:8=0 p  se(d) HJ
CI(8) 895% - Jounw  GMM p(Jeym =0) p .SupLM  Andrews > SupLM
5% supLM .E'm /(1 +71) T

4 Panel A . HJ
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Table 5 The parameter test considering whether the original model misspecification:
No conditional information
CAPM FF3

Yo Yoy Yo Yoy Yant Vit

0.38 -4.48 0.39 -4.33 -1.57 -1.49
Ly 42,11 -8.29 30.07 -7.86 -5.09 -7.98
L 40.06 -6.30 29.93 -5.87 -2.08 -4.97

LM

B o o Yo Yo

0.39 -3.33 -1.48 -1.44 -3.41
by 21.62 -7.53 -5.76 -5.98 -3.21
Ly 19.61 -5.48 -3.68 -4.97 -1.78

VM IVM

) o Vo ) v ).

0.38 -4.53 -0.19 0.48 -4.48 -0.58
t, 39.97 -7.43 -2.66 30.26 -5.24 -4.01
[ 41.03 -5.43 -0.53 27.72 -4.34 -3.27

HS SkewM

) Yo Y ot Yo Yomf Y

0.43 -3.38 -5.83 0.09 -3.56 0.31
[ 14.57 -6.28 -1.86 0.26 -5.44 5.81
Ly 13.17 -4.27 -1.66 0.18 -4.36 4.57

VanM

B o Yo v o o

0.37 -2.36 -5.49 -0.89 2.89 -2.45
[ 5.20 -4.85 -1.84 -4.49 0.87 -0.24
Ly 4.08 -2.77 -1.67 -3.35 0.69 -0.19
: CAPM.FF3 M M VM

HSM  Harvey  Siddeque ** VanM  Vanden % SkewM
les t bins t

2)
Kan  Robotti



— 124 — 2017 1

« ”»

“ ”» ROH 17 6

CPI. SDF

CPI 6
6 1 CPI

Table 6 The parameter test considering whether the original model misspecification: CPI as conditional information

CAPM FF3

Yo | Vg | Ve Ve | V0 | Yy | Ve | Vim Yoo | Yoo | Yot o | Vi -

0.50 | -1.69 | -0.07 | 0.64 | 0.51 | -1.93| -=1.09 | —1.17 | =0.07 | 0.75 | =0.79 | —1.11

to | 6.49 | —5.03| -2.45| 1.48 | 6.14 | -4.86 | -3.45 | -3.44 | -2.33 | 1.48 | -2.66 | -3.66

L 6.08 -4.84 | -1.35| 1.26 5.68 -3.63 | -2.39 | -2.37 | -1.23 | 1.24 -2.55 | -2.53

LM

Yo | Vg | Ve | Vet | Ve | Ve | Ve | Yewr e | Vit e | Yot
0.52 | -2.24 | -0.69 | -1.28 | -0.83 | -0.08 | 0.85 | -0.63 | =1.08 | 0.32

Ly 5.42 -4.48 | -4.25| -4.47| -0.27 | -3.16 | 1.20 -3.39 | -2.62| 0.15
[ 5.03 -3.34| -3.21 | -3.41| -0.25 | -1.06 | 1.07 -2.31| -2.49| 0.14
VM IVM
i’n ’;’mnj ’;//h'u( ’i/z &rlzty* z i/t/wl* z ’;’0 i/rmrj ’;,"(1: 7 ’;’,m,/* z 5’11,* z

0.50 -1.72| -0.35 | -0.07 | 0.69 0.19 0.41 -2.05| -0.25| -0.02 | 0.73 -0.14

Ly 6.13 -3.92 | -0.73 | -3.35| 1.43 0.82 2.71 -2.35| -5.81 | -3.26 | 1.54 -4.14
[ 5.82 -3.77 | -0.58 | -1.29 | 1.31 0.66 2.39 -2.24 | -5.73 | -0.24 | 1.37 -3.08
HS SkewM
7”0 ’;’rmrj ’;/\‘rmvjf Yﬂ ’i’rmrf‘" z i’.\rmr/* z GA’() ’i/rmlf ’;/n' 7 ’;/nmjf* z i/u* z

0.59 -1.10 | -9.95 | -0.13 | 0.62 5.06 0.29 -1.69 | 0.23 -0.05 | 0.59 -0.03

t, 6.49 -4.16 | -3.45| -2.04 | 1.23 1.34 0.53 -4.99 | 4.37 -4.24 | 1.30 -6.11
[ 5.84 -3.06 | -2.26 | -1.77 | 1.20 1.14 0.33 -3.81 | 2.23 -0.15 1.16 -4.07
VanM
7”0 ’;/rm[f i’wmrf ’;’mrj ’;/,»‘rmjf ’;,rmm i’; ’i/rmrj* z ’i’.\rmrf‘: z ’i/rmf* z ’i/\’mrj* z ’ilrmm* z
0.49 -0.95 | -11.51| -2.23 | 6.54 -5.21 ] -0.09 | -0.02 | 4.63 1.09 -1.13 | -11.44
L, 3.07 -3.62 | -1.34 | -7.71 1.28 -0.33 | -2.52 | -0.02 | 0.97 6.43 -0.22 | -0.93
[ 2.75 -2.53 | -1.23 | -6.64 | 1.05 -0.29 | -0.43 | -0.02 | 0.97 5.33 -0.18 | -0.74
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Table 7 Wald test on SDF parameter of conditional information model
Panel A CPI
Model CAPM FF3 LM VM IVM HS VanM SkewM
Wald o4 3.70 8.27 8.24 4.48 6.59 6.05 7.82 4.33
Pcs 0.035 0.007 0.016 0.014 0.086 0.109 0.021 0.028
Wald 1.24 5.26 4.24 1.51 5.65 5.01 4.13 3.39
Pus 0.371 0.015 0.064 0.420 0.130 0.171 0.059 0.036
Panel B
Wald o5 3.35 5.61 5.56 3.58 3.43 2.81 6.19 3.67
Pcs 0.047 0.023 0.052 0.011 0.131 0.122 0. 043 0.019
Wald g 2.24 3.99 4.04 1.89 2.43 2.19 4.87 2.42
Pus 0.326 0. 047 0.044 0.295 0.489 0.234 0.056 0.029
Panel C
Wald ¢4 4.12 4.62 4.93 3.87 4.4 3.3 4.86 4.31
Pcs 0.027 0.028 0.024 0.075 0.222 0.347 0.012 0.029
Wald 1.03 3.44 3.6 2.84 3.35 2.80 3.66 3.06
Pus 0.221 0.087 0. 069 0.217 0.340 0.423 0.022 0.038
: CAPM.FF3 LM VM IVvM HSM
Harvey  Siddeque ** VanM  Vanden % SkewM
SDF 0 Wald Waldes  pes Wald p Waldys  pys
Wald p
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Linear factor models’ model specification test based on the first HJ distance

ZHENG Zhen-ong' SUN Qing-quan’

1. School of Management Xiamen University Xiamen 361005 China;
2. Department of Private Banking China Merchants Bank Shenzhen 518040 China

Abstract: Model Specification Test is a key step in financial modeling to reduce the model risk. Based on the
first HJ distance proposed by Hansen and Jagannthan( 1997) Taiwan market data are used to test the model
specifications of eight linear factor models ( including models based on financial asset prices) and the impacts
of model specification assumptions on parameter tests are discussed. The paper finds that under the 5% sig—
nificance level there exists model misspecification problems for all unconditional models and only the condi-
tional versions of FF3 LM VanM and SkewM are acceptable right models. Meanwhile taking potential mod—
el misspecification into account may detect the factors’ pricing ability more efficiently. Assuming a model is
rightly specified overestimates the ¢ absolute values of SDF parameters resulting in a “pseudo-pricing” for
some parts of the factors.

Keywords: the first H] distance; model specification test; parameter test



