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This research aims at study of the explanatory power of stock returns in each 
industry, using three-factor model of Fama and French and makes a comparison between 
industry factor model, multi-industry factor model and region factor model by industry. 
The research also carries out the comparison between country factors and industry 
factors. The study tests the explanatory power in each model basing on the hypothesis 
that the model intercepts from all portfolios are jointly equal to zero and F-statistics 
calculated by Gibbons, Ross and Shanken (1989) is adopted. เท case these criteria can 
not provide the consistency of ranking among the models, average absolute values of 
intercepts will be used to compare the explanatory power of each model to explain 
average portfolio returns. The samples are listed companies in Hong Kong, Indonesia, 
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เท those of the country factor models, the international factor model which uses 
variables from inside and outside the country and sets the stock return to have different 
effects from these variables yields the best result in explaining the stock returns. While 
the studies on model that considers industry factors show that the region factor model by 
industry which combines every industry gives the best result.

The comparisons between country factors and industry factors conclude that 
country factors have more explanatory power than industry factors. As a result, this 
research also leads to the conclusion that investment allocation into different countries 
can better diversify risk than the allocation into different industries.
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