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Empirical test of Fama-French five-factor model in

Shanghai Stock Market

ABSTRACT

Fama and French (2015) proposed that the FF five-factor model was verified in
the mature capital market represented by the United States, and the study of sample
data showed that the model had a strong explanatory ability. However, due to the
immature stock market in China, whether the Fama-French five-factor model can be
applied to the Shanghai Stock market has been questioned. This paper aims to verify
the applicability of FF five-factor model in Shanghai Stock Market of China.

In this paper, sample data from June 2005 to May 2020 were selected to elaborate
the factor construction method of the FF five-factor model, and descriptive statistical
analysis and correlation test were conducted for the five-factor model. Using the five-
factor model of SMB - HML combination, SMB - RMW combination and SMB — CMA
combination, these three kinds of portfolio for 75 times regression, by observing the
number of non-zero intercept terms in each portfolio, it is concluded that FF five factor
model is applicable to the Shanghai stock market in our country. Through the
significance test of the regression coefficient of the five-factor model, it is concluded
that the Shanghai stock market has very significant scale effect, value effect and profit
effect, while the explanatory ability of investment factors is not significant on the whole.
Finally give rational investment advice.
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