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Table 1 Test of asset pricing models for individual stocks
N - N -
Jo(y) 5% Jo() 5%
50 397.213 4 1.369 6 50 596.2715 1.369 6
100 329.754 0 1.269 3 100 547.499 4 1.269 3
200 278.500 0 1.208 1 200 471.279 1 1.208 1
300 243.377 3 1.190 8 300 408.659 0 1.190 8
400 212.069 1 1.192' 1 400 387.853 4 1.192 1
500 179. 840 0 1.2123 500 336. 080 2 1.2123
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Table 2 Test of asset pricing models for portfolios
M - M -
Jo(9) 1% 5% Js(7) 1% 5%
10 0.044 8 2.3720 1.857 9 10 1.550 0 2.372 0 1.857 9
15 0.494 7 2.0910 1.6955 15 9.767 9 2.091 0 1.695 5
20 3.878 1 1.9329 1.601 6 20 20.122 4 1.9329 1.601 6
25 1.816 9 1.829 4 1.539 1 25 6.476 3 1.829 4 1.539 1
30 3.609 1 1.755 6 1.494 0 30 11.773 3 1.755 6 1.494 0
35 3.4530 1.700 0 1.459 6 35 9.218 3 1.700 0 1.459 6
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Assets pricing under economic time

YU Dong-hua WU Chong-feng
Antai College of Economics and Management Shanghai Jiaotong University Shanghai 200030 China

Abstract. Economic systems may not evolve evenly in calendar time. So come economic time and time de—
formation. Although subordination is the most important mathematical method for time deformation there is a
deficiency in the definition. Because it requires that the stochastic time process and the latent process should
be independent. It’ s constraining in practice because the processes often correlate in this way or that way. In
order to model such cases a new concept of dependent-subordination is proposed here. It generalizes subordi—
nation from independence to dependence and can be applied in many circumstances for example it can be ap—
plied to prices and volumes. In early studies researchers always choose volume as a stochastic time for price.

But now we know that price isn’ t independent of volume and they are correlated. So choosing volume as a
stochastic time for price isn’ t appropriate in subordination. But with the definition of dependent-subordina—
tion volume can be a stochastic time for price. This coincides with the idea that price changes may really be
driven by volumes. Next diffusion properties of dependentsubordination are presented. Finally assets pri—
cing under economic time is discussed as an application of dependent-subordination. Results are similar to or—
dinary calendar ones of CAPM and APT.

Key words: time deformation; subordination; CAPM; APT



