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Abstract: We study factors affecting cross sectional returns in China’ s A-share stock market.
After comprehensively examine the performance of beta, size, price—earnings ratio, book—to—mark
et ratio, leverage ratio, and float ratio portfolios, we find robust and significant effect of
size, price—earnings ratio on stock returns. Leverage ratio also helps explain stock returns bu
t the effect varies over time periods. The remaining variables do not help explain stock return
s. We also find that the aggregate market return, size, and price—to—earnings ratio capture ove
r 90% of the variations in cross sectional stock returns. These three factors differ from the t
hree factors in the U.S. market. Moreover, we find that the size factor has both a risk compone
nt and a characteristics component, while the price—to—earnings factor does not represent syste

matic risks.
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