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Abstract 
The small firm effect is an important discovery in the financial field. It emphasizes that 
investing in small market capitalization companies will have a better rate of return than 
investing in large market capitalization companies. At the end of the last century and the 
beginning of the 21th century, the small firm effect was well proved and widely used. 
However, with the development of economy and the improvement of China's stock 
market, the small firm effect seems to disappear. Especially in the post-COVID-19 era, 
the investment direction of investors and institutions may have been different from 
history. Using SPSS software, through descriptive statistics, correlation analysis and 
empirical analysis, this paper verifies that the small firm effect in the post-COVID-19 era 
(January 2020 -April 2022) has failed in China’s stock market. This paper comes to the 
conclusion that there is an obvious positive correlation between the market value and 
the rate of return of China’s stock market in the post-COVID-19, that is, the larger the 
market value of the company, the better the rate of return obtained by investing in it. 
This paper then analyzes the reasons for this phenomenon, and puts forward 
appropriate stock selection strategies for the market value of the company. 
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1. Introduction 

Market value is an easy indicator for investors, and to a certain extent, it reflects the current 
market's comprehensive view of the company's present and future, so market value is an 
important basis for many investors' investment decisions. A large number of scholars and 
financial practitioners have conducted a lot of research on market value indicators, among 
which the small firm effect discovered by Banz and reiganum in 1981 has attracted extensive 
attention. The small firm effect means that the stock investment return rate of companies with 
small market value is higher than that of companies with large market value.The COVID-19 that 
began to spread in early 2020 has lasted for more than two years without any sign of 
termination. However, the global epidemic has caused great changes in many aspects. The word 
"the post-COVID-19 era" began to appear, referring to the era after the COVID-19 epidemic.At 
the beginning of the epidemic, the real economy was greatly affected, and many people were 
isolated at home. Some of them wanted to use idle funds to obtain some income in China's stock 
market, but they didn't know much about financial knowledge, so buying funds became a good 
investment choice.With the control of the epidemic in China, the stocks of many industries 
began to soar. There were many funds in these industries, such as the new energy industry and 
the white spirit industry. The funds of these industries also began to soar. When fund investors 
earn a lot, they will recommend to the people around them, so that more people buy funds, and 
institutions also have more funds to increase their investments in their portfolio, so as to get a 
virtuous circle.In 2020, the scale of public funds will refresh history, close to 20 trillion yuan. 
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2020 can also be called the fund year. The fund returns are generally good, and most of them 
outperform the market. The scale of public funds in 2021 and 2022 is still huge.In the post-
COVID-19 era, funds are hot, and the stocks with heavy positions of institutions are the popular 
stocks in the market to a certain extent. I found that many large-scale funds or funds with good 
yield invest in large market capitalization companies, and these stocks have good returns. This 
phenomenon is not consistent with the small firm effect, so I did subsequent statistical analysis 
and empirical analysis to verify whether the small company effect exists in the post-COVID-19 
era. 

2. Literature Review 

2.1. Some Studies on the Small Firm Effect 
The small firm effect was first proposed and studied by Banz. He first divided the stocks of the 
New York Stock Exchange into five portfolios according to the market value of the company. He 
found that holding stocks of small market value companies from 1926 to 1975 could earn a 
higher rate of return. The average rate of return of the portfolio with the smallest market value 
was 19.8% higher than that of the portfolio with the highest market value, that is, the market 
value of the company was inversely proportional to the rate of return[1]. In the same year, 
Reimganum also found that the average rate of return of the stock with the smallest market 
value of the company was higher than the theoretical rate of return predicted by the CAPM 
model. After that, Keim made a significant discovery and proposed that the small firm effect has 
significant seasonality[2] . In January, the small firm effect will be very significant, but in other 
months, the small firm effect is not so obvious, and the average rate of return in January is 
higher than that in other months. Fama and Franch also studied the market value of the 
company. They expanded the scope of stocks. They studied the stocks listed and traded on the 
New York Stock Exchange, the American Stock Exchange and Nasdaq from 1963 to 1990. Then, 
economists from other countries outside the United States also began to test the stock markets 
of various developed countries. Except Canada and France, other countries have small firm 
effect. 

2.2. Researches on the Effect of Small Companies in China's Stock Market by 
Chinese Economists 

Due to the slow development of China's stock market, Chinese economists began to study the 
small firm effect of China's stock market in the early 21th century. Firstly, Bao Xianzhu and 
Zhiguo He found the result that with the gradual expansion of the company's scale, the change 
of yield is irregular, which shows that there is no "small firm effect" in China[3] .However Wei 
Wang and Yu Zhou calculated the relative rate of return and sharp measure of small company 
portfolio. It is found that there is no "small company January effect" commonly seen in the stock 
markets of western countries in China's stock market, but the "scale effect" of small companies 
is significant, and it is considered that the stock liquidity problem of small companies is an 
important reason for this stock market anomaly[4] . At the beginning of the 21th century, there 
were many studies on small firm value effect and scale factor in China. However, with the 
development and maturity of China's stock market and the proposal of more factors and models, 
there are few to verify the small firm effect and market value factor alone. 

3. Statistical Analysis of Small Market Effect 

3.1. Sample Selection 
To study the post epidemic era, I selected the data of 28 months from January 2020 to April 
2022. The rate of return I selected is the monthly rate of return. I think the daily rate of return 
and weekly rate of return are too short-term and fluctuate greatly, and the market value will 
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not fluctuate greatly in a short time. I selected all stocks listed in China as a sample.I think a 
sample of all stocks can make the conclusion more universal, because all stocks reflect all 
choices of investors. All research data are from CSMAR database. I collected the market value 
and monthly return of these sample stocks to prepare for the follow-up statistical work. 

3.2. Grouping Statistics and Descriptive Analysis 
The total market value determined by the total share capital of the company is a reliable 
measure of the overall scale and operating risk of the enterprise, so I set the measurement of 
market value as the product of the current share price of the listed company and the total 
number of shares of the listed company. That is: size = P * Q. where p is the trading price of the 
stock and Q is the total number of shares of the listed company.First, I sort the stock samples of 
each month from small to large according to the market value. The second step is to divide the 
ordered stock samples into ten groups according to the market value from small to large. We 
rearrange the order once a month without ensuring that the composition of each group of 
stocks in these 28 months is the same. Sorting by market value every month is equivalent to 
manually adjusting positions for each portfolio based on market value every month. The third 
step is to calculate the average rate of return of each group every month. We will carry out this 
operation on the data of 28 months.After that, we subtract the average value of the first group 
from the average value of the tenth group every month to the average value of the eleventh 
group. This group of data means buying stocks of large market value companies and shorting 
stocks of small market value companies. 
By observing the data, I found that in March 2020, February 2021, March 2021 and January 
2022, the stocks of small market value companies have better returns than those of large 
market value companies. In November 2021 and December 2021, the companies with market 
value ranking in the middle have high stock returns. There is no obvious law in August 2020, 
June 2021 and March 2022. In the remaining 20 months, the stocks of large market value 
companies have better returns than those of small market value companies. 
 

Table 1. Average yield per group 
- G1 G2 G3 G4 G5 G6 G7 G8 G9 G10 G11  
2020 -27% -10% 1% 10% 18% 25% 32% 39% 45% 51% 78% 
2021 6% 6% 13% 16% 24% 35% 43% 41% 39% 33% 28% 
2022.1-2022.4 -31% -28% -28% -25% -27% -26% -21% -25% -25% -18% 13% 
2020.1-2022.4 -52% -32% -15% 1% 15% 34% 54% 54% 59% 66% 118% 

 
Data from Table 1 shows that In 2020, the annual average rate of return of each group is strictly 
proportional to the market value. In this year, the stocks of small and medium-sized companies 
also lost money, so the 11th group has the best annual average rate of return. In 2021, all groups 
have positive annual average returns, but it is obvious that the stocks of large market 
capitalization companies have better performance. In the first four months of 2022, although 
the average returns of all groups are negative, the stocks of large companies are more stable 
and lose less. When we accumulate the average rate of return of each group in the 28 months 
of the whole post-COVID-19 era, we find that the rate of return is directly proportional to the 
market value of the company, and buying large market value stocks and shorting small market 
value stocks can obtain the best rate of return.From the above data, we can conclude that the 
small market effect disappeared in the post epidemic era, replaced by a new law - the stocks of 
companies with larger market value have better performance. 
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3.3. Regression Analysis Using CAPM Model and Fama-French Three-Factor 
Model 

After grouping and calculating the average rate of return, we can use Jensen’s alpha to 
determine the excess return of each portfolio that exceeds the theoretical expected return.  
If we use the CAPM model,we should be holding the market portfolio and can estimate Jensen’s 
alpha by: 
 

  fMiMfij RRRRa    
 
If we use the Fama-French 3-factor holds. Then we should be holding the market portfolio, SMB 
and HML and can estimate Jensen’s alpha by: 
 

Rit− Rft= ai+ βi(Rmt− Rft) + SiSMBt+ hiHMIt+ εit 
 
Next, I use SPSS to calculate the excess return alpha, as shown in the chart below: 
 

Table 2. Regression with CAPM model 
- G1 G2 G3 G4 G5 G6 G7 G8 G9 G10 G11 
α -2.1% -1.4% -0.8% -0.3% 0.2% 0.9% 1.6% 1.6% 1.8% 2% 4% 
t -2.41 -1.54 -0.97 -0.32 0.27 1.16 2.15 3.01 3.98 6.57 3.74 

                          
Table 3. Regression with Fama-French 3-factor model model 

- G1 G2 G3 G4 G5 G6 G7 G8 G9 G10 G11 
α -2% -1.4% -0.8% -0.3% 0.2% 0.8% 1.5% 1.6% 1.8% 2.7% 4.1% 
t -4.23 -4.12 -3.05 -1.01 0.78 3.93 6.11 6.71 4.51 6.96 6.57 

        
We can find that after removing the group with small t value, we find that the size of excess 
return is directly proportional to the size of group order. The group with larger group order is 
the portfolio with larger market value. Therefore, we conclude that the larger the market value 
of the portfolio, the greater the excess return. 

4. Analysis on the Reasons for the Disappearance of Small Firm Effect in 
China's Stock Market in the Post-COVID-19 Era 

Market anomalies are often related to the manipulation of the market by institutions. With its 
strong financial strength and influence, institutions can make good news to change the 
fundamental information of the stock after holding a certain number of stocks, and finally make 
the stock strong for a period of time. In the early 21st century, the development time of China's 
stock market is still short, and the institutions have not grown. They prefer to hype small 
market capitalization stocks. The lower circulating market value means that the company can 
hold a large proportion of circulating shares with less funds, so as to manipulate the stock price 
trend of the secondary market. However, with the development of China's stock market, the 
strength of institutions is becoming stronger and stronger, especially in the post-COVID-19 era. 
Since 2020, more and more people began to buy funds. The scale of cemetery fund is 
unprecedented, so the funds of institutions have become rich, and they have the ability to 
control large market capitalization stocks. At the same time, the state began to help the 
economic recovery after the epidemic. Many industries received policy support, and many 
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institutions also began to buy shares in these industries, forming a group of institutions. The 
combination of institutions will lead to the good rise of stocks purchased by institutions in a 
short time, and a good rate of return will enable institutions to attract more investment, thus 
forming a virtuous circle.In the past two years after the epidemic, the preference of many 
institutions is the preference of the market. Institutions prefer to buy the shares of large market 
value companies between large market value companies and small market value companies, 
and the phenomenon of institutional agglomeration has formed.The grouping of institutions 
after the epidemic is an important reason for the effect of small companies. In the past, the 
reason for the formation of small firm effect was that small companies faced greater risks, so 
investors should get higher returns. However, in the two years after the epidemic, people prefer 
stable investment and industry leaders with good performance rather than taking risks. 
Moreover, due to the group of institutions and the good yield of large market value leading 
companies, investors will not choose the stocks of small market value companies with high risk. 

5. Conclusion 

This study analyzes the market value and return of Chinese stock market from January 2020 to 
April 2022. I found that in the post-COVID-19 era, there is no small company effect in China's 
stock market. The data from January 2020 to April 2022 show a rule that the larger the market 
value, the better the return of the company's shares. The reason for this phenomenon may be 
that some institutions buy the stocks of large market value companies together, and the stocks 
of small market value companies are not favored by investors because of the unequal risk and 
return. 
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