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A State Space Approach to the Estimation of Price Adjustment Model
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This paper proposes a method to estimate the parameters of price adjustment model based on the Kalman filter and
smoother. From the estimated parameters, we decompose the observed stock return volatility to the value return volatility
and the market microstructure noise volatility. We argue that this method may be considered an attractive alternative to
the method of observed return’s moments. We use data on the eighty stocks of the TOPIX 100 to illustrate the method.
The results indicate that the method seems to work well. An empirical analysis provides evidence that the adjustment
coefficient represents partial price adjustment to new intrinsic value. We also find that the value return volatility is higher

than the market microstructure noise volatility.
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(0.017) (0.001) (0.001) (0.001) (0.096) (0.001) (0.000) (0.001)
1963 H 0.338 0.023  0.000 0.024 6988 HEET 0.968 0.000  0.000 0.026
(0.161) (0.002) (0.001) (0.002) (0.009) (0.001) (0.006) (0.006)
2502 | THReIN—T 0.323 0.014  0.000 0.013 7011 | =ZEETH 0.998 0.000  0.000 0.025
(0.133) (0.001) (0.000) 0.001) (0.006) (0.000) 0.001) (0.001)
2503 U 0.697 0.012  0.000 0.017 7202 | Wy HEH 0.979 0.000  0.000 0.034
(0.148) (0.002) (0.000) (0.001) (0.013) (0.000) (0.001) (0.001)
2802 | BRDFE 1.033  0.004  0.000 0.016 7203 NEES=E 0.966 0.001  0.000 0.022
0.107) (0.004) (0.000) 0.001) (0.023) (0.001) (0.001) 0.001)
2914 HART X Z e 0.167 0.022  0.000 0.019 7267 | AHEU T 0.967 0.000  0.000 0.027
(0.105) (0.001) (0.001) (0.002) (0.009) (0.000) (0.001) (0.001)
3382 | BTV & T A 0.514 0.016 0.000 0.018 7269 | AX¥ 0.229  0.021  0.000 0.021
(0.156) (0.002) (0.000) (0.001) (0.130) (0.002) (0.001) (0.002)
3402 | ®UL 0.173  0.020  0.000 0.017 7270 | ELEIZE 0414 0.025  0.001 0.025
(0.102) (0.001) (0.001) (0.002) (0.110) (0.002) 0.001) (0.002)
3407 | JAAbEL 1.100  0.000  0.000 0.020 7731 | =3 v 1.026  0.000  0.000 0.030
(0.008) (0.000) (0.003) (0.005) (0.009) (0.000) (0.001) (0.006)
4063 | fERMLF T2 0.114 0.022  0.000 0.019 7741 | HOYA 0.262  0.020  0.000 0.018
(0.157) (0.002) (0.000) (0.003) (0.092) (0.001) (0.000) (0.001)
4188 | =ZET I AN 1.054 0.000  0.000 0.024 7751 v/ v 0.792  0.010  0.000 0.025
(0.024) (0.000) (0.001) (0.001) (0.137) (0.004) (0.001) (0.001)
4452 | T6E 0.762  0.010  0.000 0.014 7912 | KHAHIR] 1.122 0.000  0.000 0.0I8
(0.188) (0.003) (0.000) (0.001) (0.008) (0.000) (0.003) (0.002)
4502 | sUHFER T3 0.333  0.0/14 0.000 0.013 7974 | ERE 0915 0.000 -0.001 0.029
0.317) (0.003) (0.000) (0.001) (0.023) (0.000) 0.001) (0.001)
4503 | T AT 7 AL 0436 0.015 0.000 0.013 8001 | DHEeEREH 0.961 0.000  0.000 0.028
(0.160) (0.002) (0.000) (0.001) (0.025) (0.001) 0.001) (0.001)
4523 = 0.358 0.015  0.000 0.014 8002 | ML 0.983 0.000  0.000 0.029
(0.049) (0.001) (0.000) (0.001) (0.010) (0.001) (0.001) (0.001)
4568 | =4t 0.379 0.016 0.000 0.018 8035 | Myl Zbmr | 1005 0.000 0.000 0.028
(0.220) (0.003) (0.000) (0.001) (0.009) (0.000) (0.001) (0.006)
4661 AVTZNLZT R | 0953 0.000 0001 0.014 8053 | fEA P 0.982  0.000  0.000 0.025
0.007) (0.000) (0.000) (0.000) (0.022) (0.001) (0.001) (0.001)
4901 | EL7A A 1.046  0.000 -0.001 0.022 8058 | =ZEp4H 0.952 0.000  0.000 0.028
0.013) (0.000) (0.001) (0.000) (0.009) (0.000) (0.009) 0.007)
4911 =G 1.073  0.000  0.000 0.017 8113 | 2= Fv—A»A 0.182  0.015  0.001 0.011
(0.008) (0.000) (0.002) (0.004) (0.066) (0.001) (0.000) (0.001)
5108 | 7UFALY 0.994 0.000  0.000 0.024 8267 | 1AV 0914 0.003  0.000 0.023
0.027) (0.000) (0.001) (0.001) (0.008) (0.002) (0.001) (0.005)
5201 | fEAH¥ 0.978 0.000  0.000 0.026 8801 | =JkAEhEE 0.187 0.026  0.000 0.026
(0.029) (0.000) (0.001) (0.001) (0.055) (0.001) 0.001) (0.002)
5401 | HrH#EES 1.001  0.000 -0.001 0.026 8802 | =M 0.983 0.000  0.000 0.028
(0.008) (0.000) (0.001) (0.001) (0.009) (0.001) (0.001) (0.001)
5411 | JFE 0.994 0.000 -0.001 0.031 8830 | fEARAERE 0.960 0.000  0.000 0.032
(0.002) (0.000) (0.001) (0.001) (0.034) (0.000) 0.001) (0.001)
5713 | fEREEIEL 0.985 0.000  0.000 0.030 9020 | WHANRAEHE 0.186 0.016 0.000 0.014
0.017) (0.000) (0.001) (0.001) (0.087) (0.001) (0.000) 0.001)
5802 | fEAESIEE 0.192  0.023  0.000 0.021 9021 | VHHAfRE HIE 0573 0.011  0.000 0.012
(0.093) (0.001) (0.001) (0.002) (0.213) (0.002) (0.000) (0.001)
6273 | SMC 0.233  0.022  0.000 0.016 9022 | I HRE 0.168 0.016 ~ 0.000 0.017
(0.058) (0.001) (0.000) (0.002) (0.220) (0.002) 0.001) (0.003)
6301 | /IMRELERT 0.873  0.005  0.000 0.031 9064 | Y~ b 0.837 0.010  0.000 0.016
(0.086) (0.006) (0.001) (0.001) (0.081) (0.001) (0.000) (0.001)
6326 JRA 0.978 0.000  0.000 0.028 9202 | ANA 1.002  0.000  0.000 0.017
(0.010) (0.000) (0.001) (0.001) (0.008) (0.000) (0.002) (0.004)
6367 | XA F I 0.186  0.026  0.000 0.024 9432 HAREEERS 0.784 0.010  0.000 0.015
(0.119) (0.002) (0.001) (0.002) (0.163) (0.002) (0.000) (0.001)
6501 H 78 0.963 0.000  0.000 0.026 9433 | KDDI 0.474 0.016  0.000 0.016
(0.021) (0.000) (0.001) (0.001) (0.166) (0.002) (0.000) (0.001)
6502 | WZ 0.899 0.000  0.000 0.030 9437 | NTT Ka® 0.305 0.015  0.000 0.011
(0.009) (0.000) (0.002) (0.006) (0.084) (0.001) (0.000) (0.001)
6503 | =ZE@EK 0.981 0.000  0.000 0.028 9502 | HkeE 0.986 0.000 -0.001 0.020
(0.009) (0.000) 0.017) (0.002) (0.008) (0.000) (0.001) (0.005)
6594 H A e 0.990 0.000  0.000 0.026 9503 | BHVEE 0.958 0.000 -0.001 0.023
0.012) (0.000) (0.001) (0.001) (0.026) (0.000) 0.001) (0.001)
6702 | &l 0.336  0.022  0.000 0.023 9531 | FLELHr 0.194 0.015  0.000 0.012
(0.208) (0.003) (0.001) (0.002) (0.080) (0.001) (0.000) 0.001)
6752 | NFV=v o 0.997 0.000 -0.001 0.025 9532 | KBREHr 0.204 0.015  0.000 0.010
(0.028) (0.000) (0.001) (0.001) (0.063) (0.000) (0.000) (0.001)
6758 V== 1.000  0.000 -0.001 0.028 9735 | 3L 1.1520.000  0.000 0.015
(0.009) (0.000) (0.001) (0.006) (0.025) (0.000) (0.000) (0.000)
6861 F—TUA 0.174 0.019  0.000 0.015 9983 77 AR 1.042  0.000  0.001 0.026
(0.076) (0.001) (0.000) (0.002) (0.026) (0.000) (0.001) (0.001)
6902 | TV — 0.236 0.024  0.000 0.022 9984 VA AN/ 0.514  0.019  0.000 0.030
(0.089) (0.001) (0.001) (0.002) (0.271) (0.006) (0.001) (0.001)

T FRINA QBB I EMEOFERAZ KL TWD. 72, 1 X ) v ZIRTRAR I N TV S HITA KA 5% THAICHETH 2 Fiz Jik
LTWwa.
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Table2 R"Z5 471K

a— R 4K 44 W T | VarR) VarR)) Var(®}) | VR(R!) VR
1605 | EBEAHBIFRGG 7897 0698  7.196 | 8841  91.159
1878 | KHUEEE 5478 5456 0.000 | 100.000  0.000
1928 | Bk 2 5270 5264 0.004 | 99.921  0.079
1963 | HiE 7625 1138 6486 | 14926  85.074
2502 | THEIA—F 2661 0334 2326 | 12549  87.451
2503 | Uy 3580 1471 2117 | 40992  59.008
2802 | ko 3222 2763 0387 | 87703 12.297
2914 | AAZIEZ Y 5463 0341 5121 | 6237 93.763
3382 | LTV &TA 4610 1064  3.544 | 23.094  76.906
3402 | HL 4739 0282 4456 | 5946  94.054
3407 | ALk 4939 4937 0.000 | 99.999  0.001
4063 | fEHULET % 5353 0211  S5.138 | 3941  96.059
4188 | =By IHn 6291 6285  0.001 | 99.98  0.014
4452 | HEE 2735 1187 1.548 | 43392 56.608
4502 | PG T % 2676 0354 2321 | 13245  86.755
4503 | 7 A7 AME 3444 0483 2958 | 14.028 85972
4523 | T—¥4 2984 0415 2568 | 13.907  86.093
4568 | =t 3953 0771 3.181 | 19520  80.480
4661 | AVTVRLSUR | 1674 1.673 0000 | 100.000  0.000
4901 | EETA VL 5359 5358 0.000 | 99.994  0.006
4911 | 3271 3269  0.000 | 99.994  0.006
5108 | 7VFALY 5473 5468  0.004 | 99.921  0.079
5201 | JERST 6467 6466  0.000 | 100.000  0.000
5401 | HEMER 6.942 6928  0.001 | 99.987  0.013
5411 | JFE 9376 9357 0.000 | 99.998  0.002
5713 | fEK&EILIL 9.045  9.027  0.000 | 99.998  0.002
5802 | EREBATE 6259 0452 5805 | 7224 92776
6273 | SMC 5984 0355  5.626 | 5942 94.058
6301 | /NABAERT 8079  7.615 0461 | 94294  5.706
6326 | 2 R& 7611 7.602  0.000 | 100.000  0.000
6367 | XA FT% 8092 0611 7478 | 7551  92.449
6501 | HIzsfir 6.048  6.046  0.000 | 100.000  0.000
6502 | H% 7230 7231 0.000 | 99.999  0.001
6503 | —3EdEKE 7816  7.812  0.000 | 99.999  0.001
6594 | AR 6.835  6.833  0.000 | 99.998  0.002
6702 | EtE 6.837  1.090 5743 | 15954  84.046
6752 | AFV=v 2 6346 6345  0.000 | 99.998  0.002
6758 | V=— 7795 7792 0.000 | 100.000  0.000
6861 | ¥—Tv 2 4278 0209  4.068 | 4.884  95.116
6902 | TV — 7159 0.641 6516 | 8956  91.044

1 : Var(R)), Var(R2) i, Var(R]) = [8/(2 — 2102 Var(R2) = [2/(2 - §)]62 TENENEHINB. £7=, VR(R)), VR(R2) &, VR(R!) =
Var(R!)/Var(R;), VR(R?) = Var(R})/Var(R) TZNZhEHI NS, 14, Var(R), Var(R!), Var(R2) & 10* 5 TRRL T WS, FEIZ,
VR(R!), VR(R?) 1% % THERLTWA.
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Table3 R"Z574 )T 1K ()

a—§ A EA gy | Var(R) Var(R]) Var(R}) | VR(R!) VR(R?)
6954 | 775 vz 7299 0373 6922 | 5112  94.888
6971 | HitZ 5169 0943 4224 | 18248  81.752
6981 | A FHBAERT 6.085 0702 5382 | 11.533  88.467
6988 | HET 6.572 6555 0.003 | 99.962  0.038
7011 | SEERTE 6.016  6.006  0.000 | 100.000  0.000
7202 | WY s EEpEH 10.950 10947  0.000 | 99.998  0.002
7203 | b2 2 E@H 4739 4710 0.027 | 99431  0.569
7267 | AEEHT 6.810  6.808  0.000 | 99.996  0.004
7269 | AXF 5685 0558 5127 | 9.810  90.190
7270 | HEETYE 9424 1670 7752 | 17.728 82272
7731 | =av 9286 9283  0.000 | 99.998  0.002
7741 | HOYA 5253 0507 4744 | 9.651  90.349
7751 | ¥v /v 6.009 4232 1777 | 70432 29568
7912 | K HAFI 4029 4028  0.000 | 99.999  0.001
7974 | fER% 7170 7.171  0.000 | 100.000  0.000
8001 | FHiipd 7.116  7.107  0.000 | 100.000  0.000
8002 | ALAT 7957 7943 0001 | 99983  0.017
8035 | HETLZ hov 7.766 7766 0.000 | 100.000  0.000
8053 | fEARGH 6.133 6120  0.000 | 100.000  0.000
8058 | ZpgH 7214 7208  0.000 | 99.995  0.005
8113 | 2= - Fv—»4 2619 0121 2495 | 4618 95382
8267 | A 4679 4513 0.166 | 96459  3.541
8801 | ZHABE 8.054  0.686 7364 | 8522 91478
8802 | MR 758 7572 0.004 | 99.952  0.048
8830 | fLAAREE 9304 9293  0.002 | 99.977  0.023
9020 | B HANRA S 3.044  0.191 2852 | 6285 93715
9021 | P HANRE S 2383 0594 1789 | 24918  75.082
9022 | SVEMRA Sk 3214 0253 2960 | 7.860  92.140
9064 | ¥ b 3566 1775 1760 | 50221  49.779
9202 | ANA 2752 2748 0.000 | 100.000  0.000
9432 AEIEE 2914 1364 1549 | 46816  53.184
9433 | KDDI 4200 0831 3368 | 19.791  80.209
9437 | NTT K3 % 2694 0205 24838 | 7.600  92.400
9502 | i 3999 3991 0.001 | 99981  0.019
9503 | PHPEE 4922 4917 0.000 | 100.000  0.000
9531 | SHECEM 2778 0.153 2624 | 5501  94.499
9532 | KBELH 2529 0123 2405 | 4872 95128
9735 | £ax 3208 3207  0.000 | 99.997  0.003
9983 | 7y —AMUFA YUY | 71346 7343 0.000 | 100.000  0.000
9984 | VT AV 7860  3.063 4796 | 38974  61.026

T Var(R) Var(R2) 13, Var(R!) = [8/(2 - §)10%, Var(R) = [2/2 - 9162 TENZhEZI 5. £7-, VRR!), VRERY) &, VRR)) =
Var(R )/ Var(R;), VR(R?) = Var(Rz)/Var(R,) TZHNZNEHI NS, 4, Var(R), Var(R)), Var(R2) & 10* 5 TR RL T WS, FEkIC
VR(R!), VR(R2) I3 % TRREL TS
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Tabled RSF4 )T AICH/TBIRSA—9 DR

a—F TAEA LI g 0> 9 || -k | A W B 9 90 90
1605 | EEmmEsEHEG | 0001 1123 0123 || 6954 | 7y F v 0.001 1.105 0.105
1878 | Asgat 0001 2.116 1116 || 6971 | 55 0.001 1245 0245
1928 | ik 2 0001 2.129 1.129 | 6981 | A E#SER 0.001 1.176 0.176
1963 | i 0.001 1203 0203 || 6988 | HE&ETL 0.001 1937 0.937
2502 | THEIN—TF 0.000 1.193 0.193 || 7011 | =& % 0.001 1.996 0.996
2503 | ¥V 0.000 1.535 0535 | 7202 | W& s @@ 0.002 1958 0.958
2802 | k% 0.001 2067 1.067 | 7203 | hax@@H 0.001 1934 0.934
2914 | HAZIEZ e 0.001 1.091 0.091 || 7267 | AMHEHITYE 0.001 1.937 0.937
3382 | TV & TA 0.001 1346 0346 || 7269 | AX* 0.001 1.129 0.129
3402 | #HL 0.000 1.095 0.095 | 7270 | mt@ET¥% 0.001 1261 0.261
3407 | Jifbak 0001 2222 1222 7731 | =av 0.002 2.054 1.054
4063 | fEHALET % 0.000 1.060 0.060 | 7741 | HOYA 0.000 1.151 0.151
4188 | =ZET I AL 0001 2114 1114 | 7751 | ¥v¥ /v 0.001 1.655 0.655
4452 | #EE 0.000 1.615 0.615 | 7912 | KHAFI 0.001 2278 1278
4502 | ERFHSES T3 0.000 1200 0200 || 7974 | {Exu 0.001 1.843 0.843
4503 | 7 AT T AW 0.000 1.278 0278 || 8001 | it 0.001 1925 0925
4523 | =—¥1 0.000 1218 0218 || 8002 | HiT 0.002 1.966 0.966
4568 | H— =k 0.000 1234 0234 || 8035 | Rzl 2 hoy 0.002 2.010 1.010
4661 | AV TV &LS VR | 0000 1910 0910 | 8053 | fkpEH 0.001 1.965 0.965
4901 | EL7 AL 0.001 2.097 1.097 | 8058 | =piHh 0.001  1.909  0.909
4911 | @k 0.001 2.158 1.158 || 8113 | 2= -Fv—L 0.000 1.100  0.100
5108 | 7VFALY 0.001 1.988 0988 || 8267 | 14> 0.001 1.842 0.842
5201 | JRST 0001 1.957 0957 | 8801 | ZJABhpE 0.001 1.103 0.103
5401 | #HEHMES 0.001 2.003 1.003 || 8802 | =3sHhfr 0.002 1967 0.967
5411 | JFE 0.002 1.987 0987 || 8830 | &A@ 0.002 1.924 0924
5713 | fEL&mEIL 0002 1971 0971 || 9020 | #HAMEsE 0.000 1.102  0.102
5802 | fEKEL T 0001 1.106 0.106 || 9021 | PHAfZEskH 0.000 1.401 0.401
6273 | SMC 0.000 1.132 0.132 || 9022 | sEfics sk 0.000 1.092  0.092
6301 | /NFABIAETT 0.002 1.774 0.774 || 9064 | ¥< 0.001 1.719 0.719
6326 | 2 R& 0.002 1956 0956 | 9202 | ANA 0.001 2.005 1.005
6367 | K4 F¥v T % 0.001 1.102 0.102 || 9432 | HAEEE: 0.000 1.645 0.645
6501 | HSZBfERT 0.001 1.929 0929 || 9433 | KDDI 0.000 1311 0311
6502 | #¥ 0.001 1.816 0816 | 9437 | NTT k3% 0.000 1.180 0.180
6503 | =k 0.002 1963 0963 || 9502 | e 0.001 1972 0972
6594 | AR 0.001 1979 0979 | 9503 | RdpiE 0.001 1919 0919
6702 | ELiE 0.001 1202 0202 || 9531 | BEstIH 0.000 1.107 0.107
6752 | NFV=vw 2 0.001 1.993 0993 || 9532 | KBZEHF 0.000 1.113 0.113
6758 | V=— 0.002 2.000 1.000 || 9735 | €2 0.001 2358 1358
6861 | ¥—Tv 2 0.000 1.095 0.095 || 9983 | 77 —ARUFA V2 | 0001 2087 1.087
6902 | Fvv— 0.001 1.134 0.134 || 9984 | V7 hRv 2 0.001 1346  0.346

TE 1 08, 062, 0% 1%, 08 = (02 + 6H)/(2 - §)%, 062 =2/(2 - 8), 80* = §/(2 - §) TENTNEHRI NS,
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4. HEER

AR, SRS OB EMMETEE A B = X L% 5T 5 72 DI BIFE S - ik FEE T TV ANREEZERE R e b
KBEFIZEHL, AV Y T AN R B OAL—FE2EATEHTT 7 VXA VRIVARNRT A= ROHET %247 >72. K
FCRESI N FHEITBELIEIC ERMEZGE T 5 721 Tl E TV 2 HET 2 HATREL 25720, ik &
EPZRBRIZET AN 725 TIEMEIEEST 2 HIAREL Loz,

AR TREINZTIEZ2BHLEO LIGEEOMRMICET U7z E, T SN2 7 7 0 Z A 2 XV L3RR & flisd T HE
BPLU R 2RI HB D o7, £72, 85 A — X OHEERER D 5, Ja &2 T O T LiThn T
WARWHEHERI N, HIZ, KT T 4 VT 1 OEREIG % ST A — X OHEERERD? S 00 U7iER, 7 1 WGP
FIEREZ6THRI T AV T EDET 7V RAVRNVANERBE 5T RI T4 ) T 1 DEEDARENELS
o7z,

AR THERE ENT28 T A —20F, BT IH OMENNE & (KGO REERN %2 2T 2 L CHEMRHRE B 25 THN
I NG fit> T, A HCHFET IV (ARCH €F)V) F2 A ICHEMA L, X DR E T VA 2T HRS5%D
ETHS.

Bl

ARE, TEOD IZAVI VY AL—FZEBALT LT ZLDRHEIT - TTRL, DN SHH%Z 80 8416121
RUBFOMRT — 22 AWV CHEMG2AA 2%, KIBCNEBELZEDOTHS. THEO OWMEIZEEL, YO
BAETH > 12 BERE B, /IREANB BHRENLKRT) ITIEE K OREE2 272 72, HAREFS (REE X
) TORKTIE, BE W GARTRT) RHEED S 2 SRS 2% 2. B2, BRN&EE@ T —2 V) a—
YaVADSLT—RR=ADIWY PN T B LK EEZIT 2. TR UTREH U2, W, A0 —E1%, STERRE
BRER B MBS GREER S 23730219) OBE 225D TH 5.
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