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An Empirical Study of Human Capital and Capital Market

Asset Pricing Model
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Abstract
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The project applied the asset
pricing model that allows for human
cap.tal as a component of wealth to
Taivan market. The model is based on
Campbel11(1993,1996), a

approximation to the budget constraint

log-linear

is used to get 4 closed-form solution
for the consumption of a representative
1nvestor

facing conditionally

lognormal and homoskedastic asset
returns, and maximization the utility
function proposed by Epstein and
Zin 1989, 1991) and Wei1l(1989). This 11
der ived an asset pricing formula that
makes no reference to consumption,
instead relating assets’ returns fto
their covariances with the market
return and news about future market
returns. The rcturn on human capital
was imputed from data on aggregate
The
vector autoregressive approach was

adasted to testable

labor income and asset returns.

derive



e

implications of the asset pricing
formula, and generalized method of
moments(GMM) was used to estimate and
test asset pricing models. From the
model estimated, the cross-sectional
relationship between risk and return in
Taiwan market, the equity premium and
the “coefficient of relative risk
aversion, and consumption innovation
was analyzed.
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general 1zed method of moments(GMM), GMM,
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reversion
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