
       HH  II  EE  RR
Harvard Institute of Economic Research

Discussion Paper Number 1945

Equity Volatility and
Corporate Bond Yields

by
John Y. Campbell and Glen B. Taksler

February 2002

Harvard University
Cambridge, Massachusetts

This paper can be downloaded without charge from the:

http://post.economics.harvard.edu/hier/2002papers/2002list.html



Jan65 Jan70 Jan75 Jan80 Jan85 Jan90 Jan95 Jan00

-50

0

50

100

150

200

250

300

350

400
Figure 4.  Moodys corporate bond spreads, 1965 to 2000 (bps)
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Figure 5.  A-rated corporate bond yield spreads over US Treasurys, 1995-1999 (bps)
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NAIC -- Including callable features
NAIC -- Excluding callable features



Figure 6.  Monthly time dummies with issuer-fixed effects (relative to January 1995)
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Note: 'Without equity volatility' refers to Table 6, Regression 7.  'With equity volatility' refers to Table 6, Regression 8.

Standard Deviation of monthly time dummies
With equity volatility -- 19.42
Without equity volatility -- 22.08
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Figure 7.  S&P actual vs. fitted yield spreads for A-rated corporate bonds (bps)
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Actual                                         
Fitted with equity volatility (RMSE = 32.69)   
Fitted without equity volatility (RMSE = 44.64)
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Figure 8.  S&P actual vs. fitted yield spreads for A-rated corporate bonds (bps)
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Actual                                         
Fitted with equity volatility (RMSE = 33.96)   
Fitted without equity volatility (RMSE = 67.35)


