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Trends and Features of China Equity Risk Premium
An Empirical Study via TAR model and B — P MSC Model

ZHENG Xiao-ya
(Asset Liability Management Department, China Construction Bank , Beijing 100033, China)

Abstract ; After more than 20 years of rapid expansion, Chinese stock market has gained remarkable achieve-
ments while its development and reform have entered " deep water area". How to find out the existing problems and
promote the market reform becomes the focus of attention of regulators and academics. This paper, taking Equity
Risk Premium ( ERP) as the starting point, is aimed at analyzing the developing process and features of China stock
market in order to locate the problems and defects in its development process. The study finds that on the whole Chi-
nas premium arithmetic average is high with the annual premiums fluctuating while in most years the risks and bene-
fits mismatch with high ERP and high volatility coexisting, and that in terms of short — term and long — term trends in
premium the secular trend of ERP is statistically and sequentially smooth with a mean reversion tendency similar to
western mature markets while there exist noticeable structural breaks in ERP series with a trend of local premium fea-
tures and macro — economy robust growth threatening to depart.

Key words: equity risk premium; threshold autoregressive model; B — P Multiple Structure Change Model
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