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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.



 

https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/journals/ufaj20
https://www.tandfonline.com/loi/ufaj20
https://www.tandfonline.com/toc/ufaj20/51/3
https://www.tandfonline.com/toc/ufaj20/51/3
https://www.tandfonline.com/journals/ufaj20
https://www.tandfonline.com/author/Connor%2C+Gregory
https://doi.org/10.2469/faj.v51.n3.1904
https://www.tandfonline.com/action/clickThrough?id=5943&url=%2Fr%2Fsubjectsample-mathstats&loc=%2Fdoi%2Fabs%2F10.2469%2Ffaj.v51.n3.1904&pubId=52528115&placeholderId=1074&productId=1843
https://www.tandfonline.com/doi/citedby/10.2469/faj.v51.n3.1904?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.2469/faj.v51.n3.1904?scroll=top
https://www.tandfonline.com/doi/permissions/10.2469/faj.v51.n3.1904?scroll=top
https://www.tandfonline.com/doi/abs/10.2469/faj.v51.n3.1904
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.2469%2Ffaj.v51.n3.1904&title=The%20Three%20Types%20of%20Factor%20Models%3A%20A%20Comparison%20of%20Their%20Explanatory%20Power%3A%20Financial%20Analysts%20Journal%3A%20Vol%2051%2C%20No%203
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1


Related research 

Recommended articles Cited by 

138

People also read

https://www.tandfonline.com/action/clickThrough?id=112808&url=https%3A%2F%2Frpc.cfainstitute.org%2Fresearch%2Fcelebrating-research-excellence%2F80-years-financial-analysts-journal-anniversary&loc=%2Fdoi%2Fabs%2F10.2469%2Ffaj.v51.n3.1904&pubId=52528115&placeholderId=101378&productId=107039


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 01072954 

5 Howick Place | London | SW1P 1WG

Taylor and

Francis Group

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

