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Table 1.  Holders of corporate debt, 1955-2000

Year
Total assets 

(Billion USD)

Life 
insurance 
companies

Holdings 
of U.S. 

issues by 
foreign 

residents
Household 

sector
Mutual 
funds

Private 
pension 
funds

State and 
local govt. 
retirement 

funds
Commercial 

banking

Other 
insurance 
companies

Money 
market 
mutual 
funds

1955 60.8 61.1% 0.7% 8.2% 0.8% 12.9% 4.4% 3.5% 1.9% 0.0%
1960 91.8 52.5% 0.7% 11.6% 1.4% 17.1% 7.8% 1.5% 1.8% 0.0%
1965 123.1 49.6% 0.7% 7.5% 2.1% 18.4% 14.0% 1.0% 2.4% 0.0%
1970 204.3 36.3% 1.3% 14.4% 1.7% 14.4% 17.2% 1.5% 4.2% 0.0%
1975 336.4 31.4% 1.4% 18.7% 1.7% 12.5% 18.1% 2.8% 3.6% 0.0%
1980 507.6 35.2% 7.3% 5.9% 1.7% 15.3% 18.2% 2.1% 4.6% 0.1%
1985 883.1 31.8% 14.3% 8.8% 2.5% 11.0% 12.2% 3.5% 3.8% 0.1%
1990 1705.7 33.2% 12.7% 12.8% 3.5% 9.2% 8.3% 5.2% 5.2% 0.1%
1991 1886.4 31.5% 12.4% 14.5% 4.6% 9.5% 7.7% 5.1% 5.2% 0.2%
1992 2065.6 31.7% 12.2% 13.1% 5.7% 10.0% 7.6% 4.6% 4.7% 0.3%
1993 2346.8 30.7% 11.6% 12.5% 7.2% 10.0% 7.6% 4.2% 4.4% 0.5%
1994 2504.0 31.1% 12.4% 13.2% 6.9% 9.1% 7.2% 4.1% 4.4% 0.6%
1995 2848.1 30.5% 13.0% 14.8% 6.9% 8.5% 6.6% 3.9% 4.3% 0.8%
1996 3205.1 29.6% 14.1% 15.5% 7.2% 7.6% 6.6% 3.5% 4.4% 0.7%
1997 3594.5 29.1% 15.0% 14.9% 7.6% 7.8% 6.8% 4.0% 4.4% 1.0%
1998 4144.9 27.3% 15.9% 15.3% 8.2% 7.1% 6.7% 4.4% 4.3% 2.0%
1999 4600.1 25.5% 17.8% 14.5% 8.0% 6.6% 6.7% 4.8% 4.1% 2.7%
2000 5003.9 24.5% 20.1% 13.4% 7.3% 6.4% 6.4% 5.5% 3.7% 3.2%

Source: Federal Reserve Statistical Release, Flow of Funds Accounts of the United States, Table L.212, Z.1 Historical Data, June 8, 2001.



Table 2.  Issuers of corporate debt, 1955-2000

Year
Total 

liabilities

Nonfiancial 
corporate 
business

Holdings 
of foreign 
issues by 

U.S. 
residents

Financial 
sectors

Non-ABS 
issuers

ABS 
issuers

1955 60.8 89.8% 5.1% 5.2% 5.2% 0.0%
1960 91.8 83.0% 6.3% 10.7% 10.7% 0.0%
1965 123.1 79.0% 7.4% 13.6% 13.6% 0.0%
1970 204.3 81.6% 6.9% 11.5% 11.5% 0.0%
1975 336.4 75.4% 7.9% 16.7% 16.7% 0.0%
1980 507.6 72.0% 9.7% 18.3% 18.3% 0.0%
1985 883.1 65.5% 8.1% 26.4% 22.5% 3.9%
1990 1705.7 59.1% 6.8% 34.1% 20.1% 14.1%
1991 1886.4 57.6% 6.9% 35.5% 19.5% 16.0%
1992 2065.6 55.9% 7.1% 37.0% 19.5% 17.5%
1993 2346.8 52.4% 9.8% 37.8% 19.0% 18.8%
1994 2504.0 50.0% 9.7% 40.3% 20.1% 20.2%
1995 2848.1 47.2% 10.5% 42.3% 20.8% 21.5%
1996 3205.1 45.6% 11.4% 43.0% 20.6% 22.4%
1997 3594.5 44.8% 11.9% 43.3% 20.5% 22.8%
1998 4144.9 44.1% 11.2% 44.7% 20.2% 24.5%
1999 4600.1 44.8% 10.4% 44.9% 20.9% 23.9%
2000 5003.9 44.7% 10.0% 45.3% 21.8% 23.6%

Source: Federal Reserve Statistical Release, Flow of Funds Accounts of the United States, Table L.212, Z.1 Historical Data, June 8, 2001.

Financial sectors



Table 3.  Corporate bond yield spreads

Panel A: Short-term bonds (2-7 years)

AA A BBB Total AA A BBB Total
1995-1999 61.27 81.03 126.60 92.33 59.38 76.88 131.24 98.99

1995 60.80 81.11 119.64 89.02 57.05 78.73 124.07 91.78
1996 52.46 59.51 84.43 65.61 49.30 55.80 87.56 66.69
1997 50.42 60.49 88.65 67.13 48.13 54.01 84.83 65.69
1998 66.72 99.60 147.15 109.58 72.20 93.59 148.62 118.19
1999 74.22 100.81 165.39 120.43 72.58 98.40 166.96 131.70

Panel B: Medium-term bonds (7-15 years)

AA A BBB Total AA A BBB Total
1995-1999 75.77 98.50 144.73 112.19 68.73 94.75 145.41 117.33

1995 77.39 99.82 133.07 106.75 73.26 95.21 136.93 108.42
1996 56.73 74.20 102.16 80.21 52.09 71.09 103.40 82.54
1997 68.05 80.88 102.97 86.78 64.24 80.96 102.28 90.15
1998 93.58 118.35 178.04 139.34 78.05 112.23 178.12 146.58
1999 95.96 117.74 181.87 141.65 84.66 108.47 177.27 143.37

Panel C: Long-term bonds (15-30 years)

AA A BBB Total AA A BBB Total
1995-1999 94.45 118.29 163.40 134.79 79.72 114.00 157.79 132.76

1995 96.40 112.36 159.79 127.65 82.54 109.21 159.20 125.64
1996 67.64 83.15 127.53 97.42 59.67 76.85 126.84 96.76
1997 69.44 93.39 115.97 100.03 58.96 88.91 115.92 99.35
1998 110.25 142.22 188.03 160.12 100.37 139.96 177.24 157.34
1999 117.62 138.73 186.04 157.99 99.69 132.10 178.83 154.50

Panel D: All maturities 2-30 years

AA A BBB Total AA A BBB Total
1995-1999 69.81 91.56 139.53 105.10 65.77 90.79 142.23 112.49

1995 71.43 92.15 130.99 100.92 67.81 91.12 136.20 104.89
1996 55.65 67.17 97.10 74.61 51.80 64.80 101.54 78.02
1997 58.34 70.74 98.23 77.91 54.94 69.46 98.23 80.99
1998 79.65 111.34 166.55 127.33 79.18 110.05 166.10 136.78
1999 85.45 111.82 174.62 133.18 80.13 110.11 172.97 140.69

This table presents corporate bond spreads over the closest benchmark Treasury by credit rating and years to 
maturity (bps).  All bonds are in US Dollars and have no callable features (call, put, sinking fund, convertibility).

Industrial sector

Industrial sectorAll sectors

All sectors

All sectors

All sectors

Industrial sector

Industrial sector



Table 3 (continued).  Corporate bond yield spreads

Panel A: Short-term bonds (2-7 years)

AA A BBB Total AA A BBB Total
1995-1999 63.43 83.96 131.07 88.80 55.42 75.76 101.68 84.56

1995 64.43 84.28 124.82 88.43 63.98 69.12 99.72 82.41
1996 55.34 61.94 81.65 64.51 51.11 56.49 80.93 66.76
1997 57.64 64.04 96.90 68.76 20.09 58.01 85.31 64.59
1998 63.08 103.26 160.48 104.63 75.31 94.05 114.97 100.01
1999 74.07 102.54 180.46 112.36 83.33 98.06 128.35 110.01

Panel B: Medium-term bonds (7-15 years)

AA A BBB Total AA A BBB Total
1995-1999 83.83 102.22 152.35 108.74 70.59 91.79 126.17 102.02

1995 86.58 103.38 134.54 106.83 77.03 94.59 117.40 100.93
1996 62.43 77.88 102.72 79.51 53.96 66.63 95.63 74.51
1997 71.51 83.16 110.10 85.65 60.60 64.99 91.89 74.56
1998 105.48 122.10 184.98 132.13 80.91 120.57 158.60 131.23
1999 110.12 125.76 208.60 141.43 92.45 116.95 165.53 133.61

Panel C: Long-term bonds (15-30 years)

AA A BBB Total AA A BBB Total
1995-1999 114.05 128.28 213.63 143.50 92.03 117.44 153.16 129.86

1995 146.51 119.01 194.66 135.51 110.84 117.26 146.15 129.15
1996 84.41 91.16 136.84 98.41 55.59 95.22 122.12 99.39
1997 88.46 100.69 132.37 103.99 65.93 96.08 102.29 96.15
1998 122.90 154.39 259.98 174.70 86.20 122.09 180.05 143.11
1999 126.23 151.56 242.27 166.75 145.73 148.93 180.14 163.05

Panel D: All maturities 2-30 years

AA A BBB Total AA A BBB Total
1995-1999 74.07 92.85 145.40 99.26 64.19 87.40 115.95 96.45

1995 76.60 93.94 131.77 98.13 74.00 86.36 112.32 95.92
1996 60.14 68.96 91.91 71.62 52.64 65.97 88.81 73.21
1997 64.64 72.51 103.33 76.53 36.40 65.14 89.15 71.28
1998 80.18 112.92 182.21 119.34 77.66 106.66 137.72 115.80
1999 87.70 113.09 195.53 125.40 94.24 112.22 147.91 125.92

Financial sector Utility sector

Financial sector Utility sector

Financial sector Utility sector

Financial sector Utility sector



Table 4.  Regression results

Regression 1 2 3 4 5 6 7 8

Equity volatility
Std. Dev. of daily excess return (%) 
over preceding 180 days 224.71 192.05 243.99 207.07

(40.03) (35.12) (41.26) (35.52)

Std. Dev. of daily index return (%) 3.48 20.83 -24.07 4.20
(0.18) (1.14) (-1.28) (0.23)

Mean daily excess return (%) -33.30 -35.43 -31.32 -34.39
(-15.73) (-17.37) (-14.87) (-16.80)

Mean daily index return (%) -129.44 -126.95 -131.89 -128.73
(-19.37) (-19.72) (-19.90) (-20.01)

Market capitalization relative to 
CRSP-value wghtd. index (%) -29.61 -9.74 -23.91 -9.39

(-22.24) (-7.05) (-17.24) (-6.62)

Credit ratings
A or worse (relative to AA) 17.68 13.34 17.19 12.41

(17.98) (13.94) (17.24) (12.79)

BBB or worse (relative to AA) 33.11 26.61 31.48 25.27
(43.60) (35.43) (39.15) (32.17)

Accounting data
Pretax interest coverage < 5 19.91 6.33 11.58 3.10

(13.08) (4.39) (7.91) (2.21)

5 <= Pretax interest coverage < 10 3.63 -3.12 6.41 0.22
(2.38) (-2.20) (4.41) (0.16)

10 <= Pretax interest coverage < 20 1.25 -5.95 6.80 -1.50
(0.74) (-3.73) (4.17) (-0.97)

Pretax interest coverage >= 20 1.81 -12.34 5.62 -7.56
(0.67) (-4.90) (2.19) (-3.09)

All equity data is for the 180 days preceding each bond trade.  Twelve month dummies were included in the regressions but are omitted from this 
table.  T-statistics appear in parentheses.



Table 4 (continued).  Regression results

Operating income to sales 9.05 -7.63 5.67 -7.97
(3.18) (-2.85) (2.09) (-3.07)

Long-term debt to assets 55.30 38.07 8.43 6.29
(13.98) (10.85) (2.16) (1.69)

Total debt to capitalization -35.50 -34.61 -7.83 -14.00
(-12.39) (-12.94) (-2.80) (-5.26)

Macroeconomic and other variables
Closest benchmark Treas. rate (%) -33.06 -25.19 -33.91 -26.12 -33.03 -25.59 -33.74 -26.29

(-41.17) (-31.37) (-44.89) (-33.75) (-41.72) (-32.13) (-44.68) (-33.99)

10 yr. - 2 yr. Treasury (%) -26.52 -6.84 -17.59 -2.85 -21.29 -6.29 -15.83 -3.24
(-11.17) (-2.66) (-7.85) (-1.15) (-9.05) (-2.47) (-7.05) (-1.31)

Years to maturity 2.39 2.14 2.34 2.16 2.32 2.09 2.33 2.13
(48.13) (46.06) (50.12) (48.13) (47.23) (45.16) (49.66) (47.39)

Coupon rate (%) 7.44 8.71 5.34 7.07 6.83 7.99 5.42 6.85
(22.65) (28.47) (17.10) (23.75) (20.89) (26.17) (17.28) (22.97)

Industrial (relative to Utility) -8.92 -10.64 -9.46 -13.32 0.13 -7.43 -7.03 -12.82
(-5.40) (-6.85) (-6.08) (-8.86) (0.08) (-4.72) (-4.39) (-8.33)

Financial (relative to Utility) -8.14 -10.11 -1.20 -4.88 11.04 1.77 4.31 -1.13
(-4.73) (-6.32) (-0.74) (-3.15) (5.40) (0.93) (2.20) (-0.61)

Constant 228.95 147.39 217.87 143.00 208.33 152.86 205.11 149.30
(47.44) (24.38) (47.67) (24.46) (40.59) (24.67) (41.66) (24.72)

N 21568 21568 21568 21568 21568 21568 21568 21568

R2 0.249 0.361 0.336 0.407 0.273 0.373 0.339 0.409

F 420.110 553.690 573.030 616.340 336.170 442.390 424.360 481.590



Table 5.  Regression results with issuer fixed effects

Regression 1 2 3 4 5 6 7 8

Equity volatility
Std. Dev. of daily excess return (%) 
over preceding 180 days 222.09 214.69 211.33 206.14

(30.41) (29.39) (28.72) (28.02)

Std. Dev. of daily index return (%) -35.77 -36.72 -33.55 -34.66
(-1.92) (-1.97) (-1.80) (-1.86)

Mean daily excess return (%) -19.31 -20.08 -521.41 -21.90
(-8.92) (-9.31) (-9.85) (-10.09)

Mean daily index return (%) -135.11 -135.41 -136.39 -136.52
(-22.10) (-22.22) (-22.37) (-22.45)

Market capitalization relative to 
CRSP-value wghtd. index (%) -14.51 -12.14 -9.26 -7.81

(-3.38) (-2.84) (-2.14) (-1.81)

Credit ratings
A or worse (relative to AA) 12.57 8.50 11.15 7.52

(5.85) (4.12) (5.18) (3.49)

BBB or worse (relative to AA) 23.64 18.96 20.22 16.83
(13.42) (11.19) (11.42) (9.88)

Accounting data
Pretax interest coverage < 5 -0.74 -3.52 -1.68 -4.15

(-0.08) (-0.38) (-0.17) (-0.45)

5 <= Pretax interest coverage < 10 -10.89 -11.23 -10.84 -11.17
(-1.12) (-1.20) (-1.12) (-1.20)

10 <= Pretax interest coverage < 20 -11.86 -13.32 -10.97 -12.64
(-1.20) (-1.41) (-1.12) (-1.34)

Pretax interest coverage >= 20 -8.18 -13.33 -7.89 -13.22
(-0.80) (-1.35) (-0.77) (-1.34)

We include fixed effects for each bond issuer.  There is a minimum of one transaction per issuer, a mean of 37.1 transactions, and a maximum of 
608 transactions per issuer.  All equity data is for the 180 days preceding each bond trade.  Twelve month dummies were included in the regressions 
but are omitted from this table.  T-statistics appear in parentheses.



Table 5 (continued).  Regression results with issuer fixed effects

Operating income to sales -37.97 -48.24 -33.08 -44.41
(-3.52) (-4.65) (-3.07) (-4.29)

Long-term debt to assets 77.02 27.06 72.63 23.91
(6.76) (2.45) (6.38) (2.17)

Total debt to capitalization 5.59 17.32 -0.01 13.33
(0.56) (1.80) (0.00) (1.38)

Macroeconomic and other variables
Closest benchmark Treas. rate (%) -34.70 -27.51 -34.67 -27.66 -34.74 -27.79 -34.69 -27.89

(-48.31) (-36.91) (-48.52) (-37.23) (-48.59) (-37.36) (-48.71) (-37.59)

10 yr. - 2 yr. Treasury (%) -10.29 -2.48 -9.33 -2.21 -7.08 -1.01 -6.50 -0.89
(-4.77) (-1.04) (-4.34) (-0.94) (-3.27) (-0.43) (-3.02) (-0.38)

Years to maturity 2.43 2.29 2.44 2.29 2.45 2.30 2.45 2.31
(48.06) (46.93) (48.38) (47.22) (48.68) (47.43) (48.87) (47.62)

Coupon rate (%) 5.11 6.06 5.05 5.98 5.25 6.10 5.18 6.02
(14.32) (17.70) (14.22) (17.53) (14.77) (17.86) (14.64) (17.68)

Constant 238.91 167.85 220.80 157.03 232.93 176.46 219.19 168.24
(54.22) (29.34) (46.06) (26.45) (22.85) (16.93) (21.25) (16.00)

Number of transactions 21568 21568 21568 21568 21568 21568 21568 21568

Number of issuers 581 581 581 581 581 581 581 581

R2  within 0.258 0.323 0.266 0.328 0.267 0.328 0.272 0.331

R2 between 0.165 0.350 0.414 0.493 0.174 0.338 0.333 0.450

R2 overall 0.245 0.350 0.326 0.396 0.242 0.346 0.293 0.382

F 485.40 499.71 445.93 464.11 346.70 378.10 327.02 357.78



Table 6.  Regression results with issuer fixed effects and monthly time dummies

Regression 1 2 3 4 5 6 7 8

Equity volatility
Std. Dev. of daily excess return (%) 
over preceding 180 days 100.87 96.04 96.95 92.94

(12.46) (11.86) (11.96) (11.46)

Mean daily excess return (%) -16.95 -17.86 -18.44 -19.11
(-8.03) (-8.48) (-8.67) (-9.01)

Market capitalization relative to 
CRSP-value wghtd. index (%) -20.14 -18.28 -16.69 -15.53

(-4.90) (-4.45) (-4.01) (-3.74)

Credit ratings
A or worse (relative to AA) 2.01 2.49 1.06 1.55

(1.01) (1.25) (0.53) (0.77)

BBB or worse (relative to AA) 18.79 17.76 17.24 16.44
(11.55) (10.96) (10.52) (10.08)

Accounting data
Pretax interest coverage < 5 -0.79 -2.45 -1.37 -3.00

(-0.09) (-0.27) (-0.15) (-0.34)

5 <= Pretax interest coverage < 10 -6.33 -7.24 -6.17 -7.14
(-0.70) (-0.81) (-0.69) (-0.80)

10 <= Pretax interest coverage < 20 -9.01 -10.05 -8.54 -9.64
(-0.99) (-1.11) (-0.94) (-1.07)

Pretax interest coverage >= 20 2.30 -3.26 2.11 -3.48
(0.24) (-0.34) (0.22) (-0.37)

Operating income to sales -41.57 -46.29 -37.78 -42.84
(-4.17) (-4.66) (-3.80) (-4.32)

Long-term debt to assets 2.84 1.86 -1.32 -2.04
(0.27) (0.18) (-0.12) (-0.19)

We include fixed effects for each bond issuer.  There is a minimum of one transaction per issuer, a mean of 37.1 transactions, and a maximum of 
608 transactions per issuer.  All equity data is for the 180 days preceding each bond trade.  Sixty monthly time dummies were included in the 
regressions but are omitted from this table.  T-statistics appear in parentheses.



Table 6 (continued).  Regression results with issuer fixed effects and monthly time dummies

Total debt to capitalization 24.14 20.16 21.67 17.90
(2.61) (2.18) (2.34) (1.94)

Macroeconomic and other variables
Closest benchmark Treas. rate (%) -23.92 -24.86 -24.04 -24.92 -23.96 -24.86 -24.08 -24.92

(-12.52) (-13.10) (-12.62) (-13.16) (-12.57) (-13.11) (-12.65) (-13.18)

Years to maturity 2.19 2.22 2.20 2.23 2.20 2.23 2.21 2.23
(34.80) (35.42) (35.02) (35.61) (35.02) (35.61) (35.19) (35.76)

Coupon rate (%) 6.36 6.33 6.27 6.24 6.34 6.32 6.26 6.24
(19.19) (19.23) (18.97) (19.03) (19.18) (19.23) (18.97) (19.02)

Constant 199.04 194.98 192.59 188.37 202.85 202.60 198.79 198.35
(13.27) (13.04) (12.75) (12.50) (11.84) (11.86) (11.55) (11.56)

Number of transactions 21568 21568 21568 21568 21568 21568 21568 21568

Number of issuers 581 581 581 581 581 581 581 581

R2  within 0.375 0.384 0.379 0.387 0.377 0.386 0.381 0.389

R2 between 0.257 0.381 0.450 0.535 0.258 0.362 0.415 0.493

R2 overall 0.345 0.395 0.403 0.437 0.343 0.387 0.392 0.424

F 205.42 203.18 202.32 200.02 186.42 184.94 183.64 182.15



Table 7.  Interaction effects

Regression 1 2 3 4 5 6

Equity volatility
Std. Dev. of daily excess return (%) 
over preceding 180 days 107.67 162.21 46.39

(8.78) (10.47) (3.01)

Std. Dev. of daily index return (%) 18.75 -36.68 -135.03
(1.02) (-1.96) (-1.43)

Mean daily excess return (%) -34.22 -22.42 -19.33
(-16.64) (-10.29) (-9.08)

Mean daily index return (%) -128.42 -137.65 -65.87
(-19.93) (-22.65) (-4.36)

Market capitalization relative to 
CRSP-value wghtd. index (%) -13.35 -6.33 -13.99

(-9.66) (-1.46) (-3.37)

Interaction effects

Std. Dev. excess return * (1/10 <= 
Long-term debt to total assets < 1/4) 95.04 31.71 41.14

(6.80) (1.87) (2.53)

Std. Dev. excess return * (1/4 <= 
Long-term debt to total assets < 1/3) 98.73 78.21 81.78

(6.28) (4.10) (4.47)

Std. Dev. excess return * (Long-term 
debt to total assets >= 1/3) 122.48 72.17 69.65

(7.88) (3.70) (3.73)

Treasury rate * (1/10 <= Long-term 
debt to total assets < 1/4) -5.82 -1.88 -5.64 -4.11 -5.01 -4.15

(-3.93) (-1.26) (-3.91) (-2.79) (-3.75) (-2.94)

Treasury rate * (1/4 <= Long-term 
debt to total assets < 1/3) -3.44 0.69 -2.65 -0.95 -3.78 -2.25

(-2.12) (0.42) (-1.67) (-0.59) (-2.56) (-1.45)

Treasury rate * (Long-term debt to 
total assets >= 1/3) -5.94 -2.99 -6.06 -5.79 -8.22 -7.18

(-3.39) (-1.73) (-3.53) (-3.34) (-5.14) (-4.30)

OLS Issuer fixed effects
Issuer fixed effects with 
monthly time dummies

In each regression, there are 21,568 bond transactions among 581 issuers.  There is a minimum of one transaction per 
issuer, a mean of 37.1 transactions, and a maximum of 608 transactions per issuer.  The results presented below are for 
the 180 days preceding each bond transaction.  T-statistics appear in parentheses.



Table 7 (continued).  Interaction effects

Credit ratings
A or worse (relative to AA) 17.39 12.23 11.46 7.22 0.79 1.54

(17.42) (12.57) (5.30) (3.46) (0.39) (0.77)

BBB or worse (relative to AA) 30.92 24.67 20.45 16.07 16.60 15.42
(38.81) (31.71) (11.52) (9.39) (10.11) (9.42)

Accounting data
1/10 <= LT debt to assets < 1/4 36.53 -6.18 40.19 17.84 27.27 13.99

(4.24) (-0.63) (4.73) (1.77) (3.46) (1.45)

1/4 <= LT debt to assets < 1/3 16.34 -26.21 26.43 -5.51 22.66 -2.09
(1.73) (-2.43) (2.77) (-0.49) (2.56) (-0.19)

LT debt to assets >= 1/3 34.42 -7.62 49.73 24.99 46.93 27.59
(3.38) (-0.68) (4.80) (2.11) (4.88) (2.42)

Pretax interest coverage < 5 6.39 1.11 1.60 -4.92 -2.21 -4.89
(4.87) (0.87) (0.16) (-0.53) (-0.25) (-0.55)

5 <= Pretax interest coverage < 10 -1.26 -3.94 -8.38 -11.94 -6.73 -8.68
(-1.00) (-3.18) (-0.86) (-1.28) (-0.75) (-0.97)

10 <= Pretax interest coverage < 20 -2.01 -6.06 -8.76 -14.10 -9.18 -11.78
(-1.41) (-4.28) (-0.89) (-1.49) (-1.01) (-1.30)

Pretax interest coverage >= 20 -2.30 -11.22 -6.24 -15.92 0.04 -6.93
(-0.95) (-4.75) (-0.61) (-1.61) (0.00) (-0.73)

Operating income to sales 12.85 -0.90 -28.63 -34.87 -36.20 -34.68
(5.01) (-0.36) (-2.66) (-3.34) (-3.63) (-3.47)

Total debt to capitalization -4.19 -9.12 27.76 14.23 17.65 10.45
(-1.60) (-3.65) (3.35) (1.78) (2.31) (1.36)

Macroeconomic and other variables
Closest benchmark Treas. rate (%) -29.79 -25.44 -30.97 -25.20 -20.22 -22.02

(-23.26) (-19.81) (-25.30) (-20.08) (-9.70) (-10.48)

10 yr. - 2 yr. Treasury (%) -15.48 -2.90 -6.37 -1.91
(-6.88) (-1.17) (-2.94) (-0.80)

Years to maturity 2.31 2.09 2.45 2.31 2.22 2.24
(49.27) (46.44) (48.88) (47.54) (35.36) (35.86)

Coupon rate (%) 5.30 6.69 5.23 6.04 6.28 6.27
(16.89) (22.40) (14.77) (17.74) (19.02) (19.16)

Constant 184.01 156.30 191.34 162.61 178.85 202.06
(24.12) (17.72) (15.86) (12.68) (9.95) (10.58)

Number of transactions 21568 21568 21568 21568 21568 21568

Number of issuers 581 581 581 581

R2  within 0.273 0.333 0.382 0.391

R2 between 0.348 0.459 0.414 0.499

R2 overall 0.338 0.409 0.307 0.388 0.391 0.428

F 378.84 401.94 271.00 282.29 172.08 161.80



Table 8.  Robustness checks

No. of days of preceding each bond trade 90 180 360 90 180 360 90 180 360

Regression 1 2 3 4 5 6 7 8 9

Equity volatility

Beta * Std. Dev. of daily index return -28.41 -63.91 -77.11 14.17 -10.64 -10.58 24.70 19.42 3.20
(-4.12) (-7.89) (-7.75) (1.89) (-1.12) (-0.81) (2.95) (1.85) (0.23)

Idiosyncratic risk 177.45 231.77 281.97 152.73 218.88 285.14 60.88 92.65 113.11
(33.81) (39.16) (39.88) (25.92) (31.26) (30.65) (9.44) (11.10) (9.25)

Market capitalization relative to 
CRSP-value wghtd. index (%) -12.96 -10.49 -9.36 -20.73 -18.02 -14.41 -27.45 -26.50 -24.30

(-8.82) (-7.13) (-6.30) (-4.80) (-4.18) (-3.31) (-6.75) (-6.47) (-5.83)

Credit ratings
A or worse (relative to AA) 12.47 11.82 11.12 9.68 8.23 6.70 1.60 1.75 1.58

(12.53) (11.97) (11.31) (4.57) (3.92) (3.20) (0.80) (0.87) (0.79)

BBB or worse (relative to AA) 25.81 25.06 24.15 16.86 15.95 15.02 16.07 15.84 15.85
(32.09) (31.39) (30.33) (9.68) (9.22) (8.71) (9.83) (9.69) (9.68)

Accounting data
Pretax interest coverage < 5 5.55 4.09 2.93 -5.06 -7.10 -10.46 -2.39 -3.11 -4.47

(3.87) (2.87) (2.06) (-0.53) (-0.75) (-1.11) (-0.27) (-0.35) (-0.50)

5 <= Pretax interest coverage < 10 2.51 1.53 0.54 -11.88 -13.07 -15.82 -6.21 -6.82 -8.25
(1.77) (1.09) (0.39) (-1.25) (-1.38) (-1.68) (-0.69) (-0.76) (-0.92)

10 <= Pretax interest coverage < 20 1.22 -0.85 -3.02 -12.53 -14.07 -17.97 -8.40 -9.12 -11.01
(0.77) (-0.54) (-1.91) (-1.30) (-1.47) (-1.88) (-0.93) (-1.01) (-1.21)

Pretax interest coverage >= 20 -3.54 -6.21 -8.80 -10.41 -12.69 -16.53 1.68 0.27 -1.75
(-1.41) (-2.50) (-3.54) (-1.03) (-1.27) (-1.66) (0.18) (0.03) (-0.18)

Operating income to sales -3.14 -3.91 -7.15 -39.75 -31.88 -28.86 -41.46 -38.57 -36.21
(-1.18) (-1.47) (-2.70) (-3.76) (-3.03) (-2.75) (-4.18) (-3.89) (-3.64)

All equity data is for the number of days specified below preceding each bond trade.  For OLS and Issuer fixed effects, month dummies were 
included in the regressions but are omitted from this table.  T-statistics appear in parentheses.

OLS Issuer fixed effects
Issuer fixed effects with monthly 

time dummies



Table 8 (continued).  Robustness checks

Long-term debt to assets 7.26 3.60 4.11 52.75 39.13 16.50 0.99 -0.40 -2.17
(1.87) (0.93) (1.06) (4.69) (3.48) (1.46) (0.09) (-0.04) (-0.20)

Total debt to capitalization -12.46 -13.79 -15.70 1.15 2.31 13.04 17.75 17.68 17.57
(-4.54) (-5.05) (-5.77) (0.12) (0.23) (1.31) (1.89) (1.87) (1.85)

Macroeconomic and other variables
Closest benchmark Treas. rate (%) -29.50 -30.42 -33.20 -29.96 -30.28 -32.86 -24.65 -24.85 -24.65

(-38.92) (-40.55) (-44.72) (-40.80) (-41.41) (-45.31) (-13.00) (-13.11) (-13.00)

10 yr. - 2 yr. Treasury (%) -8.66 -5.27 -1.84 -1.05 3.36 7.51
(-3.93) (-2.38) (-0.83) (-0.49) (1.55) (3.44)

Years to maturity 2.21 2.24 2.32 2.35 2.38 2.45 2.22 2.23 2.23
(48.16) (49.39) (51.35) (47.56) (48.37) (50.08) (35.53) (35.69) (35.60)

Coupon rate (%) 6.35 6.56 6.88 5.68 5.83 6.17 6.25 6.24 6.27
(20.80) (21.68) (22.80) (16.33) (16.87) (17.90) (19.02) (18.99) (19.06)

Industrial (relative to Utility) -12.37 -13.78 -15.11
(-7.81) (-8.75) (-9.63)

Financial (relative to Utility) -0.35 -0.95 -1.41
(-0.18) (-0.50) (-0.74)

Constant 166.83 166.57 175.74 174.23 166.45 170.82 199.88 196.98 193.87
(32.71) (32.77) (35.29) (16.70) (15.97) (16.54) (11.62) (11.45) (11.24)

Number of transactions 21568 21568 21568 21568 21568 21568 21568 21568 21568

Number of issuers 581 581 581 581 581 581

R2  within 0.299 0.309 0.315 0.385 0.386 0.385

R2 between 0.410 0.435 0.453 0.466 0.480 0.495

R2 overall 0.377 0.388 0.394 0.345 0.364 0.373 0.416 0.421 0.424

F 449.58 470.28 482.26 330.64 346.32 356.43 179.65 180.37 179.41



Table 9.  Regressions with Nelson-Siegel yield errors

AA A BBB AA A BBB AA A BBB
Regression 1 2 3 4 5 6 7 8 9

Equity volatility
Std. Dev. of daily excess return (%) 23.26 67.83 73.74 39.39 65.80 21.71 70.82 -53.12 108.40

(1.09) (8.34) (9.92) (2.00) (9.34) (1.26) (0.99) (-0.83) (3.57)

Std. Dev. of daily index return (%) -32.84 -63.23 -110.10 -59.90 -39.63 -193.24 25.22 -26.84 100.17
(-1.18) (-4.11) (-5.60) (-1.36) (-2.33) (-4.61) (0.31) (-0.32) (1.54)

Mean daily excess return (%) 3.75 -11.46 -26.95 -5.56 -11.52 -8.52 4.03 -12.38 -13.75
(0.69) (-4.46) (-9.50) (-0.74) (-3.97) (-1.17) (0.16) (-0.65) (-1.25)

Mean daily index return (%) 3.89 -6.82 -13.62 -6.73 -16.23 -44.26 -0.86 4.43 -24.85
(0.30) (-1.01) (-1.54) (-0.43) (-2.30) (-2.26) (-0.02) (0.11) (-0.83)

Credit ratings
Plus rating * Years to maturity 0.48 -1.81 -1.26 -1.14 -0.85 -0.65 1.09

(1.11) (-10.30) (-6.16) (-5.86) (-2.69) (-0.93) (1.73)

Minus rating * Years to maturity 0.50 0.79 1.48 0.30 0.95 2.59 -0.33 -0.26 2.93
(2.26) (5.28) (7.20) (0.94) (6.76) (5.51) (-0.45) (-0.28) (3.39)

S&P stronger than Moody's -2.29 -1.24 1.32 -3.97 6.82 14.66 -16.98 4.19 15.03
(-1.44) (-1.21) (1.01) (-1.37) (6.59) (4.92) (-1.58) (0.77) (3.15)

Moody's stronger than S&P 5.33 -3.89 -0.58 -4.69 -2.85 -8.45 4.34 -3.97 2.68
(1.08) (-3.18) (-0.36) (-0.94) (-2.69) (-2.61) (0.94) (-0.77) (0.57)

Other variables
Coupon rate (%) 3.07 3.81 3.31 3.58 2.39 1.56 1.73 4.53 3.85

(4.65) (10.49) (5.94) (3.93) (5.76) (1.45) (0.86) (1.80) (2.30)

Age less than one year -3.60 -1.29 2.11 -0.89 0.84 2.92 0.64 7.45 -0.99
(-1.82) (-1.35) (1.77) (-0.52) (0.87) (1.22) (0.09) (1.52) (-0.27)

Constant -27.67 -34.54 -36.29 -25.52 -23.10 -5.00 -17.76 -22.29 -63.22
(-4.42) (-9.83) (-6.96) (-2.99) (-6.15) (-0.50) (-1.07) (-1.11) (-3.98)

N 784 3338 2844 460 2596 752 83 140 231

R2 0.055 0.124 0.120 0.094 0.132 0.184 0.081 0.090 0.234

F 4.53 47.05 38.63 5.17 39.35 16.72 0.72 1.27 6.73

Panel A: We model the price of each bond following Nelson and Siegel (1987) and compute the corresponding yield spread.  Regressions below use the actual 
yield spread minus the estimated yield spread.  All equity data is for the 180 days preceding each bond trade.  T-statistics appear in parentheses.

Industrials Financials Utilities



Table 9 (continued).  Regressions with Nelson-Siegel yield errors

AA A BBB AA A BBB AA A BBB
Regression 1 2 3 4 5 6 7 8 9

Equity volatility
Std. Dev. of daily excess return (%) 60.83 68.32 96.75 105.07 55.35 33.40 345.32 -31.46 96.41

(2.26) (7.08) (11.13) (2.95) (6.27) (1.57) (1.34) (-0.39) (1.93)

Std. Dev. of daily index return (%) -219.52 -618.21 -467.79 -536.30 -67.25 -254.68 -8580.12 623.11 -91.06
(-0.84) (-4.42) (-2.71) (-1.90) (-0.44) (-0.64) (-2.63) (0.74) (-0.09)

Mean daily excess return (%) 0.04 -11.51 -31.68 -7.02 -13.70 -40.34 41.96 -78.84 -11.78
(0.01) (-4.03) (-10.13) (-0.58) (-3.76) (-4.08) (0.33) (-2.60) (-0.61)

Mean daily index return (%) -40.01 -34.08 -52.07 -73.92 -51.40 -177.09 -935.32 126.23 -131.38
(-0.91) (-1.64) (-1.88) (-1.54) (-2.11) (-2.73) (-2.57) (0.91) (-1.14)

Credit ratings
Plus rating * Years to maturity 1.15 -1.44 -0.71 -0.31 0.57 0.14 2.98

(2.44) (-7.58) (-3.28) (-1.43) (1.61) (0.17) (3.54)

Minus rating * Years to maturity 0.85 1.12 2.18 3.69 1.62 4.19 0.85 1.33 3.60
(3.49) (6.92) (10.00) (10.12) (10.10) (8.10) (0.39) (1.02) (3.21)

S&P stronger than Moody's -0.27 -0.04 3.13 20.48 8.12 16.45 446.60 6.85 23.75
(-0.16) (-0.04) (2.25) (5.08) (6.93) (4.91) (2.65) (0.94) (3.97)

Moody's stronger than S&P 5.90 -3.56 0.88 22.49 0.23 -3.94 18.74 3.12 10.12
(1.08) (-2.71) (0.51) (3.56) (0.19) (-1.09) (1.45) (0.46) (1.64)

Other variables
Coupon rate (%) 1.69 1.86 1.53 3.51 -0.45 0.57 9.59 5.65 5.33

(2.34) (4.71) (2.57) (3.23) (-0.96) (0.48) (1.73) (1.82) (2.52)

Age less than one year -1.19 0.89 6.02 0.53 2.48 6.25 -4.99 13.57 2.96
(-0.54) (0.87) (4.75) (0.27) (2.29) (2.32) (-0.26) (2.19) (0.57)

Constant 55.09 103.43 100.78 23.70 104.89 124.46 595.42 -36.56 10.44
(2.67) (7.34) (7.44) (0.87) (6.82) (4.44) (2.61) (-0.38) (0.16)

N 784 3338 2844 460 2596 752 83 140 231

R2 0.501 0.550 0.639 0.744 0.666 0.705 0.861 0.790 0.811

F 10.57 58.80 72.07 17.65 74.10 23.99 3.98 4.67 10.86

Industrials Financials Utilities

Panel B: We regress actual bond spreads against the variables in Panel A and sixty monthly time dummies.  All equity data is for the 180 days preceding each 
bond trade.  T-statistics appear in parentheses.



Table 10.  Standard and Poor's and Moody's spreads

Regression 1 2 3 4

Equity volatility
Market volatility 14.86 174.10

(0.48) (3.77)

Idiosyncratic risk 9.15 2.58
(19.19) (3.66)

Macroeconomic variables
10-year Treasury rate 0.36 -2.42 5.51 4.42

(0.42) (-3.75) (5.73) (4.63)

10-year minus 2-year Treasury 49.98 29.37 11.41 6.06
(16.20) (11.68) (3.29) (1.63)

Constant 0.81 -0.40 0.60 0.21
(11.82) (-5.00) (7.83) (1.82)

Number of observations 444 444 444 444

R2 0.373 0.664 0.090 0.152

F 131.23 216.78 21.74 19.74

Panel A: We regress the Standard and Poor's and Moody's A-rated corporate bond index on a six-month moving average of market and 
idiosyncratic risk between January 1963 and December 1999.  T-statistics appear in parentheses.

Standard and Poor's 
(S&P) Moody's



Table 10 (continued).  Standard and Poor's and Moody's spreads

Regression 1 2 3 4

Equity volatility
Market volatility 27.57 143.08

(0.90) (3.55)

Idiosyncratic risk 8.03 2.77
(17.16) (4.50)

Macroeconomic variables
10-year Treasury rate -0.24 -2.71 2.59 1.49

(-0.30) (-4.28) (3.07) (1.79)

10-year minus 2-year Treasury 44.18 26.15 9.45 3.61
(15.30) (10.61) (3.11) (1.11)

Constant 0.83 -0.24 0.76 0.36
(12.91) (-3.02) (11.27) (3.47)

Number of observations 444 444 443 443

R2 0.347 0.616 0.041 0.119

F 117.08 175.71 9.48 14.78

Standard and Poor's 
(S&P) Moody's

Panel B: We regress an equal-weighted Standard and Poor's and Moody's corporate bond index on a six-month moving average of market and 
idiosyncratic risk between January 1963 and December 1999.  The equal-weighted corporate bond index is defined as the mean of the AAA (Aaa), 
AA (Aa), A, and BBB (Baa) spreads.  T-statistics appear in parentheses.



Figure 1.  Monthly Index Comparisons, 1990-2000
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Figure 2.  S&P A-rated corporate bond spread vs. Six-month moving average of Idiosyncratic Risk
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Figure 3.  S&P corporate bond spreads, 1965 to 2000 (bps)
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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)

S&P                                
Moodys                             
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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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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