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The purpose of this study was to elucidate, from both empirical and
theoretical perspectives, the mechanism by which the return per unit of risk (hereinafter referred
to as the risk-return relationship), one of the important subjects of analysis in asset pricing,
changes depending on the state of the economy. The study proposed a mechanism by which the
risk-return relationship changes in response to the state of the economy through a model that
incorporates the idea of loss aversion into the external habit formation model and provided
empirical evidence. Additionally, it examined a method to capture deviations from the risk-return
relationship, as considered in previous studies, not through fluctuations in the risk-return
relationship but through changes in hedging motives. The real market may contain a mixture of both
mechanisms, which is intended to be addressed as a subject for future research.
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