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Benjamin King demonstrated the influence of industry on
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Equation of models

Multi-factors model:

n
ri=ai+ > bixFi+te;
k=1

Thus, for portfolio,

p_zw, (ai + bjp % F1 + bjp % Fa + -+ - + bjx % Fi + ¢;)

and:

n n
:E E W,'*WJ-*O',',J'

i=1 j=1
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TN

n
_ 2,12, 2 2
—E wi (b * o + og,)
i—1
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Factor vs. Non-factor risk

One-factor model:

n
S W(E <ot 4 02)
i=1
Factor (systematic) risk

x 0% = ( E w; * b))% * 0%

Non-factor (| unsystematic) risk

n
_ E 2 2
= w; *Ue;
i=1
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n n
Ori,r; = COV (a,- + Z bik * Fx + ej; aj + Z bjm * Fry + ej)
k=1 m=1
Assumptions for ATP:
E(e))=0, i=1,2,3,...,n
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oeF, =0, 1=1,23,...,n k=1,2,3,... K



Multi-factor models Arbitrage Pricing Theory - APT Estimation of parameters
0000000 ooe o

Merging CAPM & APT

Beta coefficients and factor weights (sensitivity)



Multi-factor models Arbitrage Pricing Theory - APT Estimation of parameters
0000000 ooe o

Merging CAPM & APT

Beta coefficients and factor weights (sensitivity)

O'r,-,r,,, — UFl,rm & bil + UFz,rm * bi2 + Ue,—,rm



Multi-factor models Arbitrage Pricing Theory - APT Estimation of parameters
0000000 ooe o

Merging CAPM & APT

Beta coefficients and factor weights (sensitivity)

O'r,-,r,,, — UFl,rm & bil + UFz,rm * bi2 + Ue,—,rm



Multi-factor models Arbitrage Pricing Theory - APT Estimation of parameters
0000000 ooe o

Merging CAPM & APT

Beta coefficients and factor weights (sensitivity)

O-F,',I’m — UFl,rm & bil + UFz,rm * bi2 + Ue,-,r,,,

Beta of factors:



Multi-factor models Arbitrage Pricing Theory - APT Estimation of parameters
0000000 ooe o

Merging CAPM & APT

Beta coefficients and factor weights (sensitivity)

O-F,',I’m — UFl,rm & bil + UFz,rm * bi2 + Ue,-,r,,,

Beta of factors:



Multi-factor models Arbitrage Pricing Theory - APT Estimation of parameters
0000000 ooe o

Merging CAPM & APT

Beta coefficients and factor weights (sensitivity)

O-F,',I’m — UFl,rm & bil + UFz,rm * bi2 + Ue,-,r,,,

Beta of factors:

Thus,



Multi-factor models Arbitrage Pricing Theory - APT Estimation of parameters
0000000 ooe o

Merging CAPM & APT

Beta coefficients and factor weights (sensitivity)

O-F,',I’m — UFl,rm & bil + UFz,rm * bi2 + Ue,-,r,,,

Beta of factors:
O-Flyrm

2
Om

BF, =

)

Thus,
Bi = BF, * bir + BF, x bia + . ...



Multi-factor models Arbitrage Pricing Theory - APT Estimation of parameters
0000000 000 °

Content




	Multi-factor models
	Arbitrage Pricing Theory - APT
	Estimation of parameters

