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Can ¢’ Asset Pricing Model Explain China’s Stock Market?
Evidence from A-share Market

WANG Xiao' > XIONG Zhichao> HAN Dongya’
(1. School of Management University of Science and Technology of China Hefei 230026 China;
2. International Institute of Finance University of Science and Technology of China Hefei 230026 China;
3. College of Business Nanyang Technological University Singapore 639798)

Abstract: In order to analyze whether the ¢ asset pricing model derived from corporate finance can help evaluatestock re—
turn performance in China this paper employs all the stocks in China’ s A-share market from June 2001 to June 2019 to exam—
ine the application of ¢° model in different periods of China’s stock market. The study finds outthe following: (1) In the full
sample the return rate of the stock portfolio has a significant positive correlation with the company’ s book value ratio but has
a significant negative correlation with the company’ s scale. The book value ratio effect and the scale effect are significant. ( 2)
The ¢° model has a better explanatory power than the previous ¢ factor model indicating the correctness of the setting from cor—
porate finance. ( 3) The difference between the expected and actual return rates after the Split-share structure reform in China is
significantly closer to zero than before providing the supporting evidence that the Split-share structure reform significantly im—
proves market efficiency.

Key words: ¢° asset pricing model; ¢ theory; book value ratio effect; scale effect



