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This study develops a risk preference index for financial markets, grounded in robust economic
principles. An equilibrium model is constructed to price a range of assets, including bonds and
equities, by incorporating the risk preference parameter as a state variable of the economy. The
model effectively captures various features of asset prices and returns, with its implied risk
aversion behaving in a reasonable manner. However, unlike existing indices, it demonstrates less
sensitivity to major shocks, such as the Lehman collapse, suggesting that further refinements

are necessary before submission to academic journals




