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On Characteristics and Formation Mechanisms of
Momentum Effect in China’s A-share Market

GAO Qiuming', HU Cong-hui*, YAN Xiang®
(1. School of Economics, Peking University, Beijing 100871, China ;
2.Business School .University of International Business and Economics ,Beijing 100029 ,China ;

3.Guanghua School of Management s Peking University , Beijing 100871, China)

Abstract: Momentum effect is not only a hot issue in academic research, but also is widely used in
practice. However, the existence of momentum effect in the China’s stock market has long been con-
troversial. Moreover, current research lacks in-depth analysis of manifestations, profit sources and for-
mation mechanisms of momentum effect. By the data of stock return rates in China’s A-share market
from 1994 to 2011, this paper re-examines the momentum effect. It comes to the following conclusions
that: firstly, there is no significant momentum effect based on monthly data in China’s A-share mar-
ket, but there are stable momentum profits when the formation period is 2-4 weeks and the holding pe-
riod is 1-3 weeks; secondly, size, book-to-market ratio and industry factors account for about 50% of
momentum profits; thirdly, existing behavioral finance theory cannot provide an explanation of signifi-
cant differences of momentum effect among stocks with differentiated sizes, book-to-market ratios and
turnover rates, and momentum effect has differentiated formation mechanisms between winner and
looser portfolios.

Key words: momentum effect; behavioral finance; predicted stock return
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