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Disaster risk habit formation and an asset pricing model with
higher moments

CHEN Guo+in'®> CHAO Jiangfeng' ZHAO Xiang-gin'
1. School of Economics Xiamen University Xiamen 361005 China;

2. Wang Yanan Institute for Studies in Economics Xiamen University Xiamen 361005 China

Abstract: With the introduction of habit formation we develop a general consumption-based asset
pricing model to capture the higher moments of the shocks in the capital markets. The calibration results
show that our model can explain the risk premium puzzle and the riskHree rate puzzle with more flexible

risk aversion coefficient and can effectively reduce the sensitivity of the parameters selection problem for
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the rare disaster model. Also habit formation factors can significantly improve the effect of asset prices
higher moments of approximation and weaken the influence of higher moments information ( more than
four moments) on asset pricing. Finally we check the applicability of the model in China’s financial
market. The study find that disaster pricing model can also explain China’ s equity premium and that the
habit formation factors can improve the model” s explanatory power for China’ s financial market.

Key words: habit formation; disaster risk; higher moments
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1. School of Economics and Management Wuhan University Wuhan 430072 China;
2. Institute of Systems Engineering Huazhong University of Science and Technology Wuhan 430074 China

Abstract: The strategies of venture capitalist and entrepreneurs in the venture capital market may form an exit
dilemma therefore the analysis of their strategy selection and entanglement using quantum game is given. The
results show that there is a critical condition and that the Nash equilibrium of the quantum game will be com—
pletely different when the entanglement that the two party setect the same strategy varies. The condition of a
successful exit is that the entanglement that they two select the same strategy is greater than that they select
different strategies and the specific equilibrium depends on the entanglement in the initial quantum state.
Key words: venture capital exit; strategy selection; quantum game; Nash equilibrium
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