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The value factor in Japanese share returns

BRREAAXFEAFEFMRES R R - 774 F VY AMREL Y X -
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Maeda Brooke Alexandra
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It has been proven that value shares earn higher returns than growth shares.
Otherwise known as the value effect, it has been documented to exist in many
international markets, however it is well known that it is significantly strong in
Japan. There were two main motivations for undertaking this research on the value
factor. One motivation was because of the high significance of this factor in Japan,
and the other motivation stemmed from my previous research on the g-factor
model. One of the main results from this research was that the factor which relates
to the value factor is insignificant, whereas when a different definition
(calculation method) is employed, the factor is significant.

According to Novy-Marx (2013), profitability, measured as the ratio of a firm's
gross profits-to-assets, has almost the same power as the book-to-market ratio (B
/ M), in explaining the cross section of average returns. In this research on
Japanese share returns, | employed this profitability factor as a proxy for the value
factor, to see if it has significant explanatory power. All shares listed on the First
Section and Second Section of the Tokyo Stock Exchange were included in the
sample. In order to test the effectiveness of this factor as a proxy for the value
factor, portfolios are formed, and monthly excess returns are calculated. Due to the
large sample size and the need for many calculations to be undertaken, this

research has not been completed, and hence the final results cannot be disclosed.
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