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A New Perspective on the Cross—sectional Return in China” s Stock Market:

Quantile Regression

Chengli Zheng Max Chen

Abstract: OLS (Ordinary Least Square) regression merely reports the conditional expectation. However, QR (Quantile
Regression) makes use of local information of the entire distribution, thus is superior in most applications, especially for fat—
tailed financial data. In this paper, by utilizing both OLS and QR, we investigate systematic risk factors, such as market betas,
size and book—to market ratio, for cross—sectional retumns in China“ s stock market. As expected, the QR method tells more
stories. There is a positive size effect, which becomes stronger for higher quantiles. With respect to book—to—market effect, we
find positive effect in lower quantile, yet negative effect in higher quantiles.

Keywords: Asset pricing; Quantile regression; Size effect; Book—to—Market efiect
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