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Abstract

An Empirical Study on Korean Stock Market using Firm
Characteristic Model

Kim, Soo-Kyung” - Park, Jong-Hae™ - Byun, Young—Tae™ - Kim, Tae-Hyuk

This study attempted to empirically test the determinants of stock returns
in Korean stock market applying multi-factor model proposed by Haugen
and Baker(1996). Regression models were developed using 16 variables
related to liquidity, risk, historical price, price level, and profitability as
independent variables and 690 stock monthly returns as dependent variable.
For the statistical analysis, the data were collected from the Kis Value
database and the tests of forecasting power in this study minimized various
possible bias discussed in the literature as possible.

The statistical results indicated that: 1) Liquidity, one-month excess
return, three-month excess return, PER, ROE, and volatility of total return
affect stock returns simultaneously. 2) Liquidity, one-month excess return,
three-month excess return, six-month excess return, PSR, PBR, ROE, and
EPS have an antecedent influence on stock returns. Meanwhile, realized
returns of decile portfolios increase in proportion to predicted returns. This
results supported previous study by Haugen and Baker(1996) and indicated
that firm-characteristic model can better predict stock returns than CAPM.
3) The firm-characteristic model has better predictive power than
Fama-French three-factor model, which indicates that a portfolio constructed
based on this model can achieve excess return. This study found that
expected return factor models are accurate, which is consistent with other
countries’ results. There exists a surprising degree of commonality in the
factors that are most important in determining the expected returns among
different stocks.

Key Words : CAPM, Portfolio, Three factor model, Multi factor Model, Firm
Charateristic Factor
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