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Abstract

Chinese stock market has reached a considerable scale, no matter measured in
total value or on participation. Investors concern on the stock market return most, The
research on the stock market return predictability not only has the theoretical
significance, but also has the realistic meaning. In theory, the stock market return
predictability is associated with the market efficiency and asset pricing theory. In
reality, the stock market return predictability can be used to measure the cost of
capital and make decision on the investment portfolio. Therefore, the research on
stock market return predictability is a meaningful subject.

The paper studies the return predictability for Chinese stock market from January
4, 2000 to December 31, 2014.By selecting the economic variables from two aspects
and constructing technical indicator, the paper firstly studies the Chinese stock market
return predictability on statistical significance and explores the predictive variables’
in-sample and out-of-sample return predictability based on single and multi-period
predictive regression. Secondly, in order to study the economic significance of stock
return predictability, the paper constructs the tactical allocation strategy based on
predictor to compare with traditional benchmark strategy. The paper concludes that
Chinese stock market not only has statistically significant predictability, but also has
remarkable economic meaning. Statistical significance and economic significance
have a positive correlation. Besides, the seven day repo rate has multi-period return
predictability, daily variance has single-period return predictability, both turnover rate
and technical indicator has significant return predictability at any time. However,
price earnings ratio has no predictability. What’s more, the seven day repo, turnover
rate and technical indicator have predictability in economic meaning.

The main contributions of the paper rest with: (1) Based on daily data, do
complete study on the return predictability for the Chinese stock market by taking
technical indicator into account. (2)Test statistically significant through the wild
bootstrap method which can get more convinced result. (3) Consider the impact of

stock market return predictability on asset allocation based on power utility function.

Key words: Stock Market Return; Predictive Regression; Asset Allocation
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