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Equity Premium, Risk Aversion and Dividend Characteristics
——An Asset Pricing Model and Empirical Study Based on the
Risk Period Decomposition

Huang Xiangzhong

Abstract: This paper sets up an asset pricing model that includes both long-run risks and
short-run risks. Using Shanghai Composite Index in 1997 —2012 and the calibration method,
we estimate the equity premium of Chinese stock market. The results show that the histories
of consumption and dividend in China’s stock market could not lead to positive returns of
Shanghai Composite Index, which means that the “equity premium puzzle” exists in China’s
stock market. The equity premium result from the long-run risks is negative, and the result
from the short-run risks is positive, There is no obvious correlation between China’s stock
market investors risk aversions and the returns they demand. From our model specification,
discontinuous dividend in China’s stock market is the main reason that leads to these re-
sults. For Chinese stock market to grow healthily in the long term, policies that insure the
listed companies do continuous dividend have positive results.

Keywords: risk period decomposition; asset pricing; equity premium puzzle; risk aversion
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