

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		

		
            

		
		
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Arbitrage Pricing Theory and Multifactor Models of Asset Returns

	
    
        
            
            







    
    










    
    
    
    











			
                    Handbooks in Operations Research and Management Science, Vol. 9
 
        

    
	

	
	
		
		
			88 Pages
		
		

		Posted: 2 Aug 2009
		
		
		
	

	
		
			
			




	See all articles by Gregory ConnorGregory Connor
London School of Economics & Political Science (LSE) - Department of Accounting and Finance
Robert A. Korajczyk
Northwestern University - Kellogg School of Management


		

	
	
	
	
	



	
	
	
	
		
	
	
		
			Date Written: September 30, 1993

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		The Arbitrage Pricing Theory (APT) of Ross (1976, 1977), and extensions of that theory, constitute an important branch of asset pricing theory and one of the primary alternatives to the Capital Asset Pricing Model (CAPM).  In this chapter we survey the theoretical underpinnings, econometric testing, and applications of the APT.  We aim for variety in viewpoint without attempting to be all-inclusive.  Where necessary, we refer the reader to the primary literature for more complete treatments of the various research areas we discuss. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Arbitrage Pricing Theory, Multifactor Models

	
	

	
    

    
	

	
	
		JEL Classification: G10, G11

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Connor,  Gregory and Korajczyk,  Robert A., The Arbitrage Pricing Theory and Multifactor Models of Asset Returns (September 30, 1993). Handbooks in Operations Research and Management Science, Vol. 9,  Available at SSRN: https://ssrn.com/abstract=1441422
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Gregory Connor

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				London School of Economics & Political Science (LSE) - Department of Accounting and Finance  ( email )

			

			
			
				
				
				
					Houghton Street
London WC2A 2AE
United Kingdom
+44 702 955-6407 (Phone)
+44 702 955-7420 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Robert A. Korajczyk (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Northwestern University - Kellogg School of Management  ( email )

			

			
			
				
				
				
					2211 Campus Drive, Room 4357
Evanston, IL  60208-0898
United States
847-491-8336 (Phone)
847-491-7781 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.kellogg.northwestern.edu/faculty/directory/korajczyk_robert.aspx#research
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,616

			

		
		
		
			Abstract Views

			    5,523

		

		
		 
		
			Rank

			   20,902

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				      196 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Evidence on the Characteristics of Cross Sectional Variation in Stock Returns

                        
                            By
                                
                                
                                    
                                    Kent D. Daniel
                                     and 
                                
                                    
                                    Sheridan Titman
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Characteristics, Covariances, and Average Returns: 1929-1997

                        
                            By
                                
                                
                                    
                                    James L. Davis, 
                                    
                                
                                    
                                    Eugene F. Fama, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Value Versus Growth: The International Evidence

                        
                            By
                                
                                
                                    
                                    Eugene F. Fama
                                     and 
                                
                                    
                                    Kenneth R. French
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Data-Snooping Biases in Tests of Financial Asset Pricing Models

                            
                                By
                                    
                                    
                                        
                                        Andrew W. Lo
                                         and 
                                    
                                        
                                        A. Craig Mackinlay
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Conditioning Variables and the Cross-Section of Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Wayne E. Ferson
                                         and 
                                    
                                        
                                        Campbell R. Harvey
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Conditioning Variables and the Cross-Section of Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Wayne E. Ferson
                                         and 
                                    
                                        
                                        Campbell R. Harvey
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Multifactor Models Do Not Explain Deviations from the CAPM

                            
                                By
                                    
                                    
                                        
                                        A. Craig Mackinlay
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Risk and Return in an Equilibrium Apt: Application of a New Test Methodology

                            
                                By
                                    
                                    
                                        
                                        Gregory Connor
                                         and 
                                    
                                        
                                        Robert A. Korajczyk
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Can Book-to-Market, Size, and Momentum Be Risk Factors that Predict Economic Growth?

                            
                                By
                                    
                                    
                                        
                                        Jim Kyung-soo Liew
                                         and 
                                    
                                        
                                        Maria Vassalou
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Century of Global Stock Markets

                            
                                By
                                    
                                    
                                        
                                        Philippe Jorion
                                         and 
                                    
                                        
                                        William N. Goetzmann
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

