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Table 1 Name, Definitions and Literature Sources for Profitability Indicators
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Table 2 Analysis Results for Univariate Sorts

Chg GP OP Roe
BRAS
FF3 a FF4 a FF3 a FF4 a FF3 a FF4 o FF3 a FF4 a
I 0.125 0.121 -0.584"  -05337  -05017"  -0456"  -05127  -0453"
) (0.861) (0.884) (—4.952) (—5.724) (—4.242)  (—4.022) (—3.802)  (—3.502)
5 -05307  -05227 -036177 -03327 -03237 028177 -04937 04547
(-6.352) (- 6.103) (—3.331) (—3.464) (-3.994) (-3.732) (—5.654)  (—5.544)
3 -0283" —0272" -037577  -03557 —0362"  —03447 -02227  -02137
(—2.465)  (—2.416) (—5.366)  (—4.546) (-3.961)  (-3.701) (—2.864)  (—2.629)
A -04657  —04437 —024177  -0221"7 -02157  -02057 -02767  —0.264"
(-4.132)  (—4.135) (—3.253)  (—2.953) (-3.168)  (—2.872) (-3.132) (—2.922)
s —03447  -03327  -0115  -0.091 -0.060  —0053  —0.148"  -0.137
(-3.220)  (—3.105) (-1222)  (-1.081) (-0.621)  (-0.511) (-2.001) (- 1.923)
p 0.009 0.0092 0.191 0.200 0.202 0.204 0.162 0.160
(0.011) (0.067) (1.451) (1.521) (1.492) (1.525) (1.103) (1.131)
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Table 3 Fama-MacBeth Regression Results for Profitability on Stock Returns

Ret
AF i
ey ) (3) 4) (5) (6) @) (8)
- 1.2217 1.742"
g (2.401) (3.743)
cp 6.544™" 8.285""
(2.723) (4.153)
op 0.760° 0.981°
(1.741) (1.822)
2 0.854" 0.877°
oe (1.866) (1.935)
e 1.121 11.731 0.921 11.811 1.145 11.705 1.143 11.674
(1.366) (4.191) (1.061) (4.211) (1.396) (4.193) (1.392) (4.185)
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Table 4 Fama-MacBeth Regression Results for Profitability Factor Risk Loading on Stock Returns

Ret
A h
1 () 3) €] &) (6) @) ®)
Bor 0.062 0.112 -0.009 —0.009 0.067 0.111 0.070 0.113
P (0.610) (1.062) (—0.111)  (=0.102)  (0.705) (1.153) (0.721) (1.181)
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g (2.931) (3.541)
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(4.131) (6.241)
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(1.881) (2.211)
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5 0.240" 0.2917 0.232" 0.230°
s (2.121) (2.576) (2.001) (1.942)
2 -0.152 —0.111 -0.150 —~0.154
m
(- 1.623) (- 1.166) (- 1.651) (- 1.641)
Bk 0311 0.492 0.295 0.281
m
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Table 5 Test Results for Investment Friction and Profitability Premium
Chg GP opP Roe
PRI
FF3 a FF4 a FF3 a FF4 a FF3 a FF4 a FF3 a FF4 o
i 0.561"" 0.492" 1.8317 1.681°" 1.961" 1.811" 2.0717 1.882""
) (2.783) (2.461) (7.255) (7.094) (8.512) (7.773) (8.672) (8.071)
T h 0.681" 0.591™ 1.6517 1.421™ 1.553™" 13517 1.776" 1.582""
(3.916) (3.627) (5.691) (5.717) (5.861) (5.941) (7.281) (7.534)
. 0.281" 0.221 08717 0.712"" 0993 0.861"" 1.002™" 08717
™ (1.942) (1.482) (3.328) (2.981) (5.481) (5.489) (5.643) (4.864)
i 0.644™" 0.765" 1.491°7" 1.412"™ 1.3917 1.742"" 1.741™ 1.701"
) (3.411) (4.131) (3.822) (4.521) (4.423) (5.651) (6.046) (7.362)
i " 0.352° 0.524" L1177 12557 12417 1.2947 1161”1196
v (1.781) (3.061) (3.741) (6.261) (4.844) (6.261) (3.612) (5.451)
. 0.242° 0.118 15677 0.8037" L5127 14267 1.2417
™ (1.731) (0.621) (5.811) (3.831) (5.375) (7.432) (5.451) (7.594)
i 0.514™ 0.442" 15117 1.351™ 1.6117" 1.476™ 1.716™ 1.551"
) (2.917) (2.534) (7.593) (7.454) (8.303) (7.901) (8.041) (7.868)
SO
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™ (3.152) (2.851) (4.811) (4.811) (6.517) (6.252) (6.241) (6.052)
e 0.444™ 0.354 0.9317 0.800"" 0.8317 0.773" 0.912" 0.834™
) (2.931) (1.951) (3.492) (3.831) (3.800) (3.881) (4.346) (4.271)
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(3.411) (2.924) (6.792) (7.552) (6.380) (7.731) (7.562) (9.548)
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™ (2.751) (2.752) (7.171) (6.041) (8.422) (7.141) (9.053) (8.222)
e 0.723™ 0.6217" 1.743™ 1.515™ 1.813" 1.641" 1.7317 1.524™
) (3.141) (2.755) (7.825) (7.941) (8.151) (7.486) (6.692) (6.162)
<7 " 0.541"" 0.471" 1.6317 1421 1.591" 1451 1.663 1.494™
(2.736) (2.395) (7.042) (7.382) (8.722) (8.371) (8.604) (8.084)
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™ (2.982) (2.454) (6.721) (6.581) (6.821) (6.511) (7.231) (7.111)
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Table 6 Long-term Performance of Profitability Hedge Portfolio

Chg GP opP Roe
¥
FF3 a FF4 q FF3 a FF4 q FF3 a FF4 o FF3 a FF4 q
T 1.443" 14127 4925 4,844 3.552"" 3.429™ 4361 4235
(2.351) (2.333) (4.040) (4.081) (3.786) (4.011) (3.867) (3.978)
64 F] 1.753 1.726 73017 7.185™ 2.992 2.848 6.532"" 6.3917
(1.500) (1.483) (3.101) (3.114) (1.155) (1.129) (3.141) (3.162)
oA 2.171 2.183 7.625™" 7.532"" 57237 5.6217 4.943" 4.832"
(1.361) (1.383) (3.303) (3.311) (2.626) (2.653) (2.273) (2.282)
A 3.443° 3.401° 13.544™ 13.490™ 6.642" 6.654" 11.2617 11.160"
(1.933) (1.931) (3.013) (3.000) (2.482) (2.484) (2.428) (2.412)
e 7.8427" 7.930™" 264717 26.530"" 8.722° 8.643" 15.345" 15.182"
(2.721) (2.790) (3.211) (3.233) (1.791) (1.783) (2.041) (2.010)
3641 11.152°" 11307 42,6727 42851 11.500 11.423 25.051" 25.052"
(3.031) (3.143) (3.371) (3.401) (1.555) (1.541) (2.171) (2.170)
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Table 7 Test Results for Investor Overconfidence and Profitability Premium
Chg GP oP Roe
FEREM
FF3 a FF4 a FF3 a FF4 a FF3 a FF4 a FF3 a FF4 a
it 0.432" 0.286 0.972"" 0.904™" 0916 0.981™" 0.845™" 0.840™"
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" (5.161) (4.506) (8.112) (6.972) (8.221) (6.641) (8.412) (6.581)
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Table 8 Profitability Premium Performance in Subsample Period
Chg GP OP Roe
FHEAH]
FF3 a FF4 o FF3 a FF4 o FF3 a FF4 a FF3 a FF4 a
0.456° 0.391 1.331™ 1.161™ 0.980"" 0.841™" 1.022" 0.870™"
[2002-2007]
(1.901) (1.622) (3.608) (3.874) (3.201) (3.361) (3.761) (4.552)
0.265 0.301 14017 1.492™ 1.4017" 1.482"" 1.224™ 13217
[2003-2008]
(0.791) (0.952) (3.732) (4.851) 4.772) (5.601) (4.171) (5.374)
0.625" 0.633" 1.973" 2.001" 1.8317 1.8317 1.6317 1.6517
[2004-2009]
(2.351) (2.371) (5.911) (5.742) (6.991) (6.563) (5.364) (5.032)
0.882"" 0.962"" 1.924"™ 2.051" 1.633" 1.735™ 1.5217 1.635™
[2005-2010]
(3.084) (3.686) (5.511) (6.704) (6.541) (7.211) (4.462) (5.221)
20062011 0.681" 0.791"" 1.682"" 1.832"" 1.684™ 1.745™ 1.501" 1.560"
[2006-2011] (2.422) (3.392) 4.751) (6.541) (6.791) (8.021) (4.202) (4.862)
0.453 0.595" 1.063™ 1.213™ 1.362"" 1.390™ 1.164™ 1.194™
[2007-2012]
(1.522) (2.232) (3.525) (4.361) (5.692) (6.013) (3.721) (4.021)
20082013 0.378 0.484" 0.932"" 1.092"" 1.143™ 1.192" 1.074™ 1.124™
[2008-2013] (1.543) (1.961) (3.491) (4.391) (5.191) (5.994) (3.882) (4.452)
0.521° 0.525° 1.162" 1.174™ 1.432"" 1.441™ 1.355™ 1.3617
[2009-2014]
(1.852) (1.821) (2.961) (3.911) (5.951) (7.084) (4.462) (5.501)
20102015 0.344" 0.355" 1.145™ 1.174™ 14117 1.426™ 13717 1.390™
[2010-2015] (2.021) (2.421) (3.171) (4.231) (5.784) (6.832) (4.762) (5.721)
20112016 0.169 0.265 0.970" 1.201" 1.301™ 1.391™ 1.393™ 1.514™
[2011-2016] (0.894) (1.301) (2.401) (3.551) (5.051) (5.414) (4.461) (4.875)
0.199 0.312° 1.172" 1.462"" 1.542"" 1.622"" 1.650"" 1.782""
[2012-2017]
(1.141) (1.702) (3.121) (4.871) (7.013) (7.321) (6.322) (6.897)
20132018 0.492" 0.522"" 1.713" 1.776™ 1.554"™" 1.595™ 1.690"" 1.7317
[2013-2018] (2.404) (2.762) (4.474) (6.621) (6.581) (6.931) (6.162) (6.680)
0.392 0.445° 1.3017 1.423"™ 1.3017" 1.392"" 1.3617" 1.461"
[2014-2019]
(1.638) (1.851) (5.181) (5.604) (4.651) (4.142) (4.880) (4.211)
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Table 9 Test Results for Profitability Persistence and Profitability Premium
Chg GP oP Roe
etk
FF3 a FF4 a FF3 a FF4 a FF3 a FF4 o FF3 a FF4 a
" 0.390" 0.361" 1.384" 1.240™ 1.146™ 1.051°" 1.002" 0.944™"
' (2.345) (2.130) (5.942) (5.852) (7.191) (6.330) (6.291) (5.651)
s " 0.602"" 0.533" 1.448"" 1.255™ 1.592"" 1.442"" 1.374™ 1.184™
(3.810) (3.352) (6.834) (7.402) (8.144) (8.001) (7.061) (6.791)
. 0.652 0550 18917 16517 21077 1.940™ 20947 1.904™
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Profitability Anomalies of Chinese A-share Market:
Insight from Mispricing

YIN Libo, YANG Zhichen, HAN Fuling

School of Finance, Central University of Finance and Economics, Beijing 100081, China

Abstract: In recent years, the A-share market has produced an obvious phenomenon of stock price differentiation caused by
profit differentiation, and the Matthew effect of the stock market is gradually strengthened. The studies of profitability anom-
alies have been an important topic in the field of asset pricing in recent years. Therefore, exploring the significance of profitab-
ility anomalies in Chinese stock market and the underlying reasons behind it, which are great important for asset pricing.

Taking Chinese A-share market from January 2002 to September 2019 as the study sample, based on risk compensation,
investment friction and mispricing theory, and using analysis methods of grouping test and Fama-Macbeth cross-section regres-
sion, this study makes a comprehensive and in-depth study on the sources of profitability anomalies. In addition, in view of the
financial false disclosure in Chinese A-share market, this paper constructs a cash flow adjusted profitability indicator, and com-
bines with multidimensional profitability indicators to measure the firms' profitability more comprehensively, truly, and effect-
ively.

The results show that: (DThe risk compensation mechanism cannot explain the profitability anomalies; @The explana-
tion of Q theory for profitability anomalies has some defects, which depends on the selection of investment friction indicators,
and fails to explain the profitability anomalies after cash flow adjustment; (3Mispricing theory based on behavioral finance is
the most effective explanation for profitability anomalies; @Irrational factors and behavioral biases of investors are persistent,
leading to the persistence of mispricing, which can also explain the stable existence of profitability anomalies.

The research conclusions effectively reveal the sources of profitability anomalies in Chinese A-share market, which help
investors to realize their irrational factors and behavioral biases, and cultivate investors' quality of value investment based on
firms' fundamental information such as profitability, thus guiding the market to change investment philosophy. In addition, it
also provides empirical evidences for further understanding the market pricing mechanism, enhancing the rational allocation of
market for resources, and promoting the rational and healthy development of Chinese stock market.

Keywords: profitability premium; mispricing; Q theory; cash flow adjustment; persistence
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