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Macroeconomic Risk and Equity Market in Japan

——Modeling and Verification of a New Beta Risk Model

ATsusHI YaMaMoTo™ and KoicHr Miyazakif!

In this research, we firstly examine whether the model proposed by Lettau et.
al, which is able to explain long surge in US equity market from the view point
of macroeconomic risk also has explanatory power for sluggish Japanese equity
market under the different macroeconomic risk since 1990. Secondly, we propose
a valuation model of beta risk for an individual equity and illustrate whether
the beta risk amount is also explained by the macroeconomic risk with analy-
ses for some cases. Our results indicate that their model successfully explains
the dynamics of Japanese equity market from the viewpoint of macroeconomic
risk and the newly introduced beta risk amount of the individual equity is also
explained with the macroeconomic risk.
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Table 1 Estimated parameters for the regime switching model (case of Japan).
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Table 2 Estimated parameters for the regime switching model (case of U.S.).
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Fig.2 Probabilities of high mean and high volatility states for the log consumption growth rate.
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Table 3 Estimated parameters for the asset pricing model (case of Japan).
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Table 4 Estimated parameters for the asset pricing model (case of U.S.).
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