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Decomposition of asset returns in financial markets
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Asset prices reflect expectations of returns and risk preference of
investors. The purpose of this paper is to extract risk factors from financial and economic data.
With dynamic models of economics and time series analysis, risk premiums of factors and
corresponding parameters of utility functions are estimated. Some procedures for statistical
inference are proposed for these model and applied to empirical analysis. The causality measure
which are well known concept in the time series analysis is estimated to examine the relationship
between dividends and stock prices. Also, a model for risk premiums are estimated by combining the
usual cross-sectional analysis , time series analysis and a dynamic economic model.
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