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In estimating bond and stock risk premiums simultaneously, it is desirable

to use a pricing model which allows to take into account developments in financial markets. However,
models proposed in the previous studies do not ensure the non-negativity of nominal interest rates
and dividend yield. This means that it is difficult for these models to capture the low-interest
rate environment since 2008. In this study, we constructed a joint pricing model of stocks and bonds
which ensures the non-negativity of nominal interest rates and dividend yield and has the
time-varying price volatility. Furthermore, we gave some interpretations of the bond and stock risk
premium estimates in an empirical analysis of our proposed model using U.S. stock index and
government bond interest rates.
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