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Abstract

Multifactor models of security market returns can be divided into three types:
macroeconomic, fundamental, and statistical factor models. Macroeconomic factor
models use observable economic time series, such as inflation and interest rates, as
measures of the pervasive shocks to security returns. Fundamental factor models use
the returns to portfolios associated with observed security attributes such as dividend
yield, the book-to-market ratio, and industry identifiers. Statistical factor models derive
their pervasive factors from factor analysis of the panel data set of security returns.
This paper compares the explanatory power of these three approaches for U.S. equity
returns.
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