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Table 4 Panel Regression Results
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Table 5 Panel Regression Results of ICAPM with Monetary State Variables
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R6 SHRTSETR ICAPM BHEOIPSR
Table 6 Panel Regression Results of ICAPM with Multidimensional State Variables
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Table 7 Panel Regression Results of ICAPM with Significant State Variables
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Empirical Study on Time-Varying Investment
Opportunity and Risk-return Tradeoff

Wang Yanming, Wang Yifeng
Lingnan College, Sun Yat-Sen University, Guangzhou 510275, China

Abstract: On the basis of Intertemporal Capital Asset Pricing Model ( ICAPM), this study investigate risk-return tradeoff and
hedging strategies of intertemporal risk, when the investment opportunities are time varying. Applying panel regression to explore
the risk-return tradeoff in Chinese stock market, test assets include 25 size and book-to-market portfolios and extended portfolios ;
take a series of state variables ( economic,sentimental or market indicators) to reflect the investment opportunities; market risks
are measured as conditional covariances between asset excess returns and market excess returns, intertemporal risks are measured
as conditional covariances between asset excess returns and innovations in state variable, those covariances are estimated by
DCC-MVGARCH. The results show: when state variable is single, the innovations of those state variables decrease lead to ad-
verse changes in investment opportunities, such as generalized money supply growth rate, real estate investment growth rate,
macro-economic climate index, size premium, assets which negatively correlate with those innovations can hedge against unfavor-
able shift in investment opportunities; the innovations of those state variables increase lead to adverse changes in investment op-
portunities, such as growth rate of difference between financial institutions deposit and loan, shanghai interbank offered rate,
stock market volatility, assets which positively correlate with those innovations can hedge against unfavorable shift in investment
opportunities; each model has good explanation power, SMB, Volatility or Rm, has higher explanation; Moreover, ICAPM consist
of several state variables are tested and the investment sirategies to hedge intertemporal risks are proposed.
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