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Table 7 
International yield spreads and bond excess returns a 

Country Sample period ~ a(s) p(s) er~ a(erb) p(erb) 

USA 1947.2-1996.4 1.199 0.999 0.783 0.011 8.923 0.070 

AUL 1970.1-1996.3 0.938 1.669 0.750 0.156 8.602 0.162 

CAN 1970.1 1996.3 1.057 1.651 0.819 0.950 9.334 -0.009 

FR 1973.2 1996.3 0.917 1.547 0.733 1.440 8.158 0.298 

GER 1978.4-1996.3 0.99l 1.502 0.869 0.899 7.434 0.117 

ITA 197t.~1995.3 0.200 2.025 0.759 1.386 9.493 0.335 

JPN 1970.2-1996.3 0.593 1.488 0.843 1.687 9.165 -0.058 

NTH 1977.2-1996.2 1.212 1.789 0.574 1549 7.996 0.032 

SWD 1970.1-1995.1 0.930 2.046 0.724 0.212 7.575 0.244 

SWT 1982.2 1996.3 0.471 1.655 0.755 1.071 6.572 0.268 

UK 1970.1 1996.3 1.202 2.106 0.893 0.959 11.611 0.057 

USA 1970.1-1996.4 1.562 1.190 0.737 1.504 10.703 0.033 

SWD 1920-1994 0.284 1.140 0.280 -0.075 6.974 0.185 

UK 1919-1994 1.272 1.505 0.694 0.318 8.812 -0.098 

USA 1891 1995 0.720 1.550 0.592 0.172 6.499 0.153 

a S is the mean of the log yield spread, the difference between the log yield on long-term bonds and the log 
3-month money market return, expressed in annualized percentage points. ~7(s) is the standard deviation 
of the log yield spread and p(s) is its first-order autocorrelation, erh, a(ert,), and p(erb) are defined in 
the same way for the excess 3-month return on long-term bonds over money market instruments, where 
the bond return is calculated from the bond yield using the par-bond approximation given in Campbell, 
Lo and MacKinlay (1997), Chapter 10, equation (10.1.I9). Full details of this calculation are given in 
thc Data Appendix. 
Abbreviations: AUL, Australia; CAN, Canada; FR, France; GER, Germany; ITA, Italy; JPN, Japan; 
NTH, Netherlands; SWD, Sweden; SWT, Switzerland; UK, United Kingdom; USA, United States of 
America. 

3.4. Bond returns and the equity premium and riskfree rate puzzles 

Some  authors have argued that the riskfree interest  rate is low because shor t - term 

governmen t  debt is more  l iquid than long- term financial  assets. Short- term debt is 

"money l ike"  in that it facilitates transactions and can be t raded at min imal  cost. The 

l iquidi ty  advantage o f  debt reduces its equ i l ib r ium return and increases the equi ty  

p r e m i u m  [Bansal and Co leman  (1996), Hea ton  and Lucas  (1996)]. 

The  difficulty wi th  this argument  is that it impl ies  that all long- te rm assets should 

have large excess returns over  shor t - term debt. L o n g - t e r m  government  bonds,  for 

example ,  are not  money l ike  and so the l iquidi ty a rgument  impl ies  that they should 

offer  a large te rm premium.  But  historically, the t e rm p remium has been m a n y  t imes 

smal ler  than the equi ty  premium.  This  point  is i l lustrated in Table 7, which reports  two 


