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	This paper identifies 3 factors explaining stocks-return and 2 factors for bond return. Then, see if there are any cross-section influences. The writers, Fama and French, hypothesize that there must be some influence across the markets because, in real world, all markets are integrated. First, they defined the variables used: empirically determined average return, size (ME, stock price times number of shares), leverage, earning/price, book to market equity (BE/ME), default risk (DEF), term structure risk (TERM). First, we construct 6 base portfolios from the intersection between big-small stocks and high-middle-low BE/ME stocks.
	The methodology is to form 25 portfolios according to 5 quintiles of size and BE/ME and time-series-regressed based on market factor (proxied by RM-RF), size factor (SMB), and BE/ME factor (HML). For SML (small minus big) is the difference between the simple average of the returns on the three small portfolios (S/L, S/M, and S/H) and the average of the returns on the three big-stock portfolios (B/L, B/M, and B/H). This difference should be free of influence of BE/ME. Likewise, BE/ME factor is constructed by the difference between the simple average of the returns on the two high BE/ME portfolios (S/H and B/H) and the average of the returns on the two low BE/ME portfolios (S/L and B/L). This difference should be free of size factors. 
	The dependent variables are government bonds portfolios; covering maturity from 1-5 years and 6-10 years, corporate bonds, excess return on 25 portfolios; formed on size and book-to-market equity. Later, earning per price and dividend per price will also be added.
	The result suggests that DEF and TERM can explain almost none of the average excess return on stocks with only 0.06% and 0.02% per month. This means the magnitude of cross-market influences is minimal. However, TERM and DEF can explain almost all variation in high grade bonds. TERM and DEF slope for corporate bonds are like the slopes for stocks, we can infer that stock return share almost all the variation in high-grade corporate bond returns. Stock, however, have substantial additional common volatility due to stock market factor (RMO).
	For SMB, the result suggest that small stock return is much more variable than big stock return. For HML, lowest BE/ME portfolios are more volatile than the highest BE/ME returns, especially for the three smallest size quintiles.
	This paper can be applied to anything that requires estimated expected stock return. For example, selecting portfolios, evaluating portfolio performance, measuring abnormal returns in event studies, and estimating the cost of capital.
