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and macroeconomicbetas (the sensitivity of national output and inflation to world output and inflation). ...
world output volatility is somewhat significant, while inflation betas, tradeopenness and world stock
market volatility are insignificant ... (Ulkii and Baker 2014)
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where Y; . and Y}, . are the macroeconomic variables of country i and the world, respectively (growthrates
of either monthly real industrial production or quarterly real GDP, both adjusted for seasonality,or the
first-difference of the annual percentage change in CPI). Y; ,_; control for potential serial corre-lation in
macroeconomic variables; thus the variables in the model can be considered equivalent toshocks from an
AR(k) and AR(I) model, respectively. The estimation is performed for each macroeco-nomic variable
separately. k and | are set separately for each country based on significant lags. In mostcases k and | took
the value of two or three, with few exceptions of one or four; we permitted a max-imum of five lags.
Country i’'s macroeconomic market beta (B) is given by (8, + B, + --- + By). (iilkii and Baker 2014)
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Then, we divide our 15-year sample into five three-year subperiods, estimate these betas for
eachsubperiod using short-window regressions as in Lewellen and Nagel (2006), and run the following
random-effects (RE) panel regression:
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where T is the index of subperiods, u; ; is between-entity error, v; ; is within-entity error, X; ; is the vec-
tor of control variables for country i in subperiod T (world macroeconomic volatility measured as the
subperiod standard deviation of Y}, ;, the subperiod mean of Yy, ., world stock return volatility mea-sured
as the subperiod standard deviation of Ry, and trade openness) and 8, is a (row) vector of coefficients.
(ulkl and Baker 2014)
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Focusing on betas instead of correlations or R2s from a world factor model enables us to asso- ciate the
riskiness of a country’s stock market with its macroeconomic riskiness. (tlkii and Baker 2014)
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The UK stockmarket is tested for mean variance efficiency (MVE) in the sense that sectoral stock returns
satisfy the restrictions implied by CAPM. There are two main innovations in the paper. One is the use of a
model for excess returns in which the conditional covariance matrix of returns varies over time due to the
simultaneous influence of four macroeconomic shocks. The other is the use of a likelihood ratio test for
MVE calculated from analytical derivatives of the likelihood function in order to reduce the computational
burden of these high parameter dimensional models. The model with macroeconomic shocks is compared
with the multivariate ARCH-in-mean model. Although the macroeconomic shocks model is found to
perform slightly better than the ARCH model, and both produce a significant and plausible estimate of the
coefficient of risk aversion, the null hypothesis that the UK stockmarket is mean variance efficient is



rejected for both models in favour of the alternative hypothesis that equity returns are an unrestricted
linear function of asset shares. Another important finding is that the most important shocks affecting the
UK stockmarket either have an international origin or are due to the bond market. ? 1998 John Wiley &
Sons, Ltd. (Clare et al. 1998)
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The US studies focus on inflation, output, the term structure and ‘corporate risk’ (i.e. a debenture-long
government bond spread) as sources of risk, while Clare and Thomas (1994) consider 18 macro-financial
variables, including oil prices, the current account balance, exchange rates and the term structure of
interest rates. (Clare et al. 1998)
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We develop a benchmark against which the effects of ECB monetary policy on the German bond market
can be evaluated. We first estimate an affine term structure model for the pre-EMU period linking the
German yield curve with the Bundesbank monetary policy. The German monetary policy and its implied
yield curve are then reprojected onto the EMU period. The reprojected yield curve differs significantly
from the observed one. Short-term interest rates during the EMU period are significantly lower than they
would have been in case the Bundesbank was still in charge of monetary policy. Furthermore, yield
spreads increased substantially during the EMU period (Dewachter, Lyrio, and Maes 2004)
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This paper provides a method to include unobservable variables in the Bundesbank monetary policy rule.
By incorporating the current economic situation (instead of generating prediction densities) filtering
procedures are proposed to generate the unobserved latent factors (real interest rate and central
tendencies of output gap and inflation). This filtering technique has the desirable property that the
filtering uncertainty remains limited and relatively low. Therefore, this method will retain its usefulness in
the future. As such, the main contribution of this paper consists in providing a method to generate
national benchmarks to evaluate the effects of ECB policy on national bond markets (Dewachter, Lyrio,
and Maes 2004)
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Geyer, Kossmeier, and Pichler (2004)
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Lin, Wang, and Gau (2007)
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This study empirically studies the predictability of excess bond returns based on the time-varying risk
exposure for investors and time-varying risk.
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Credit risk (CRSPRD) measures the change in credit risk between individual countries and US T-B/ world
government bond. Emerging bond sensitivities to changes in local bond yield and benchmark market bond
yield could be considered as a proxy for the global investment portfolio re-allocation between countries.
Local bond returns increase with a credit spread. This explains that investors should receive high
compensation for high volatility.

XN T T A E IR 35 221 (local bond yield and benchmark market bond
yield), X BB 5 A2 iy AH 6 XU g A [E1 3 (investors should receive high
compensation for high volatility.)
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where T3, is a vector of local bond excess returns, a is a constant, b} is a vector of estimated coefficients
associated with the local instruments, Zl-L_t_1 is a vector of local instrumental variables specific to country i,
Z}Y . is a vector of local instrumental variables and eit is a vector of residuals. The world instruments are:
the spread between the yield on a portfolio of world long termgovernment bonds and the 1 month US
euro-deposit rate; the first lag of the world bond market return; the first lag of the world stock market
return, and the yield on long term government bonds minus the yield on the equity market. The local
instruments are: the spread between the yield on long term government bonds and the 1 month euro-
deposit rate; the first lag of the local bond market return; the first lag of the local stock market return,
and the yield on long term government bonds minus the yield on the equity market. Supremum LR (see
Andrews (1993)) and Exp LR (see Andrews and Ploberger (1994)) are sequential Chow tests for the
presence of a single break in any of the coefficients. The supremum test (10%, 5%, 1%) critical values for
the local and world regression are (23.15, 25.47, 30.52), and for the remaining 2 are (16.20, 18.35, 22.49).
Equivalent figures for the exponential test are (12.71, 14.16, 17.30) and (7.76, 9.01, 11.32). Parameters
for the tests are: 15% trimming; 9 and 5 variables tested, and ¢ % 0 for the exponential test. The F-testis a
test of the restriction that the coefficients on the indicated regressors and jointly zero; probability values
are in parentheses.
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and in which the quantities of risk are driven by ARCH processes. The model indicates the presence of
both domestic and world risk factors.
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Gomez-Puig (2010)
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Boubaker et al. (2019)

Financial development, government bond returns, and stability: International evidence /%1% [E 2% Fll3HT
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government bond prices;domestic financial development; a set of local(country-specifific) and global
factors that might affect government bond returns. (3 EIVEE: Q2: 1999 F Q1: 2015 FEA: 18
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where i refers to countries; t to time; yit is the return on government bond price index of country i at time
t, Qh (yit|xit) refers to hth conditional quantile of yit given a set of independent variables denoted with xit;
FD is a measure of financial development; INF is inflation, GDP refers to GDP growth; CCR is a
comprehensive credit rating; ER, FR, and PR refer to economic, financial and political risk scores,
respectively; GBR, GLIQ, GU, and GFC denote global bond market returns, global liquidity, global bond
market uncertainty, and global financial conditions variables, respectively.
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