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Table 1: Summary Statistics for US Stock Returns and Instrumental Variables

Equity Returns

Portfolio Mean Std. Dev. Skew Kurtosis
Value-weghted 0.6685 4.2550 -0.4993 2.1270
Equal-weighted 0.8187 5.2885 -0.2598 3.4947

Decile 1 (Smallest Cap) 1.2623 7.1561 0.8334 4.4947
Decile 2 0.9400 6.3874 0.2174 3.3140
Decile 3 0.8579 6.1173 -0.0172 3.3132
Decile 4 0.8034 5.8394 -0.0390 3.9319
Decile 5 0.7643 5.6821 -0.3167 3.7745
Decile 6 0.7449 5.5257 -0.3630 3.4268
Decile 7 0.7327 5.3215 -0.5209 3.6471
Decile 8 0.7546 5.0998 -0.5639 3.2605
Decile 9 0.7381 4.7899 -0.5789 3.3440
Decile 10 (Largest Cap) 0.6408 4.1706 -0.3748 1.8309

Nondurables 0.6617 4.9826 -0.2238 4.2058
Durables 0.7392 6.0258 -0.0560 3.9032
Manufacturing 0.8287 5.5362 -0.2808 3.0868
Energy 0.8092 6.3887 -0.0976 1.8775
Chemicals 0.8058 5.2181 -0.5005 3.4196
Business Equipment 1.0647 7.4897 0.1131 1.9601
Telecommunications 1.3141 6.2499 0.0074 2.2342
Utility 0.6406 3.3784 0.2805 3.0230
Shops 0.7067 5.5861 -0.2507 3.8306
Healthcare 1.0782 6.3710 -0.2702 2.3883
Money 0.8049 4.9864 0.0331 3.4540
Other 0.8188 5.8652 -0.2339 2.9062

Instrumental Variables

Instrument Mean Std. Dev. Skew  Kurtosis
US Dividend Yield 3.4458 3.5752 -1.7868 -0.4006
US T-Bill Rate 0.4896 0.5445 -1.3789 -0.8998
US Spread 0.0441 0.0771 -0.5064 -1.0183
US Default Premium 0.0782 0.0860 -1.3923 -0.8060

This table reports summary statistics for the US excess returns data and predictive instruments. The value-weighted, equal-
weighted and decile portfolios (sorted by market capitalization) were obtained from CRSP while the industry portfolios were
obtained from Kenneth French's website. The sample kurtosis is reported in excess of three, the value for the normal
distribution. The sample period is 1952:7 - 1999:12 and returns are observed monthly and computed in excess of a 1-month
T-bill rate. The dividend yield is the dividend over the previous 12 months divided by the current stock price. The T-bill rate is
for 30-day instruments, the term spread is the difference between the yield on a 5-year Government bond and the yield on a
1-month Treasury bill and the default premium is the difference between Moody's AAA and BAA rates.



R2 YLD TBL SPD DEF YLD TBL SPD DEF
VW 0.05 0.12 -4.85 0.20 28.13 0.22 -1.92 8.04 8.00

0.20 1.17 3.10 8.25 0.20 0.73 2.86 6.02

EW 0.07 0.17 -7.59 -2.51 47.70 0.40 -2.44 10.19 15.08
0.27 1.56 4.12 11.59 0.25 0.90 3.91 8.23

D1 0.06 -0.23 -10.36 -8.30 71.47 0.23 -2.77 10.55 20.87
0.37 2.15 6.07 16.98 0.35 1.24 5.61 11.58

D2 0.07 -0.05 -9.62 -5.98 60.34 0.27 -3.15 10.62 15.46
0.36 1.91 5.27 15.07 0.32 1.09 5.01 10.53

D3 0.06 0.01 -8.92 -6.46 56.21 0.32 -2.77 8.84 14.92
0.33 1.82 4.86 13.70 0.29 1.07 4.71 9.42

D4 0.07 0.14 -8.60 -4.76 52.39 0.40 -2.83 9.54 14.39
0.31 1.73 4.65 13.10 0.29 0.98 4.43 9.18

D5 0.07 0.22 -7.90 -2.62 47.62 0.44 -2.69 10.29 14.17
0.30 1.69 4.54 12.56 0.28 0.94 4.12 8.79

D6 0.06 0.28 -7.49 -2.59 46.03 0.50 -2.38 9.60 15.01
0.29 1.62 4.24 12.05 0.27 0.92 4.00 8.26

D7 0.06 0.27 -6.96 -2.26 42.91 0.48 -2.19 9.05 14.29
0.26 1.52 3.96 11.20 0.24 0.88 3.77 7.64

D8 0.06 0.29 -6.47 -1.10 41.36 0.49 -1.94 9.49 15.38
0.26 1.45 3.81 10.73 0.25 0.88 3.60 7.48

D9 0.06 0.24 -6.15 -1.16 38.53 0.43 -1.94 8.89 13.50
0.24 1.32 3.41 9.68 0.23 0.82 3.25 6.98

D10 0.04 0.10 -4.31 0.88 24.34 0.17 -1.83 7.81 6.58
0.20 1.13 3.06 7.88 0.19 0.71 2.73 5.75

Nondur. 0.09 0.31 -7.52 -3.28 49.36 0.63 -2.13 10.89 22.04
0.24 1.40 3.96 9.76 0.22 0.82 3.69 7.08

Durab. 0.08 0.11 -9.16 -2.83 55.00 0.40 -3.48 14.49 19.24
0.28 1.75 4.95 11.91 0.26 1.03 4.36 8.78

Manuf. 0.07 0.30 -7.48 -1.39 39.83 0.46 -3.21 11.82 13.11
0.28 1.61 4.47 11.12 0.26 0.95 3.96 8.43

Energy 0.03 0.29 -6.62 -8.69 19.73 0.27 -3.57 1.40 -5.93
0.42 2.00 6.51 14.51 0.40 1.63 5.93 11.01

Chem. 0.06 0.27 -6.74 -2.83 41.26 0.51 -2.22 9.61 16.69
0.25 1.46 4.06 10.00 0.23 0.87 3.58 7.63

Bus. Equip. 0.06 -0.06 -10.91 -10.66 65.10 0.35 -3.64 10.29 18.40
0.45 2.32 6.52 16.94 0.41 1.26 5.56 11.86

Telecom 0.06 0.07 -8.58 -5.49 50.01 0.35 -3.14 10.63 15.40
0.39 1.99 6.18 13.66 0.36 1.07 4.66 8.67

Utility 0.05 0.36 -3.08 1.17 18.06 0.43 -1.10 6.31 9.97
0.16 0.93 2.72 5.87 0.15 0.58 2.35 3.86

Shops 0.08 0.15 -8.78 -6.51 56.93 0.53 -2.50 10.40 22.05
0.27 1.65 4.79 11.48 0.26 0.95 4.16 8.26

Healthcare 0.07 0.38 -9.23 -10.24 55.29 0.74 -2.52 6.66 19.80
0.33 1.97 6.03 13.80 0.31 1.15 4.95 9.75

Money 0.07 0.25 -6.24 0.66 35.58 0.41 -2.62 11.89 13.89
0.27 1.53 4.61 10.39 0.24 0.88 3.73 6.97

Other 0.07 0.19 -8.78 -5.92 50.71 0.47 -3.12 10.29 16.40
0.30 1.81 5.20 12.62 0.28 1.07 4.43 9.61

Table 2: US Full Sample Predictability Regressions (No Breaks)
This table presents the results of least squares regressions of portfolio returns upon the full set of predictor variables and upon each predictor variable
separately. Results are presented for returns in excess of the one-month T-bill rate for size and industry-sorted portfolios of US stocks. The instruments include
a constant, the lagged dividend yield (YLD), T-bill rate (TBL), term spread (SPD) and default premium (DEF). Coefficients on the constant term are suppressed
to conserve space. The dividend yield is the dividend over the previous 12 months divided by the current price. The T-bill rate is for 30-day instruments, the
term spread is the difference between the yield on a 5-year Government bond and the yield on a 1-month Treasury bill and the default premium is the difference
between Moody's AAA and BAA rates. Heteroskedasticity and autocorrelation consistent standard errors for coefficient estimates based on the method
suggested by Newey and West (1987) are also provided. The sample period is monthly 1952:7 - 1999:12. Bold face type indicates statistical significance at the
5% level.

Model With All Regressors Univariate Models
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Portfolio Beta S.E. Beta S.E. Beta S.E. Beta S.E.
Equal-weighted CRSP

          Div. Yield -1.347 0.541 3.027 1.444 3.788 0.925 1.915 1.327

          T-Bill Rate -25.440 8.477 -46.566 9.899 -14.564 3.203 -9.820 6.419

          Spread -31.490 22.682 -52.217 24.957 -5.576 6.464 -25.843 13.583

          Def. Prem. 19.793 23.731 48.550 67.025 38.787 13.439 97.404 34.034

Decile 1

          Div. Yield -1.484 0.723 3.194 1.401 3.699 1.051 2.125 1.816

          T-Bill Rate -38.763 12.032 -55.508 9.682 -19.253 4.193 -17.479 8.654

          Spread -48.401 32.583 -66.332 20.560 -14.037 8.131 -35.985 19.508

          Def. Prem. 88.697 47.157 125.546 33.372 61.632 19.936 197.172 45.473

Decile 2

          Div. Yield -1.809 0.643 3.350 1.552 1.498 0.670

          T-Bill Rate -28.934 10.764 -61.477 12.756 -18.228 3.724

          Spread -37.694 28.509 -72.947 29.227 -18.749 7.038

          Def. Prem. 15.662 33.274 52.202 83.735 56.804 16.374

Decile 3

          Div. Yield -1.630 0.605 3.315 1.481 1.438 0.616

          T-Bill Rate -27.085 9.342 -56.942 11.271 -17.073 3.477

          Spread -28.997 25.306 -67.740 28.126 -20.464 6.658

          Def. Prem. 21.750 28.323 56.288 78.089 50.442 14.790

Decile 4

          Div. Yield -1.431 0.553 3.112 1.383 4.303 1.034 1.519 1.835

          T-Bill Rate -24.877 8.752 -51.543 10.204 -16.369 3.657 -6.956 8.342

          Spread -26.830 23.312 -61.211 25.278 -7.400 7.648 -23.091 18.212

          Def. Prem. 16.483 25.636 53.949 67.709 43.283 15.200 104.963 41.110

Decile 5

          Div. Yield -1.150 0.640 3.549 1.472 4.329 0.990 1.569 1.626

          T-Bill Rate -23.004 10.091 -51.507 10.449 -15.248 3.389 -4.894 7.503

          Spread -23.039 27.060 -63.682 25.861 -4.221 7.425 -20.756 16.141

          Def. Prem. 11.064 31.509 59.672 67.729 39.606 14.257 96.535 40.048

Decile 6

          Div. Yield -1.316 0.588 3.282 1.521 4.367 0.941 1.723 1.612

          T-Bill Rate -25.725 9.361 -47.623 9.861 -14.348 3.251 -7.508 7.516

          Spread -32.617 25.761 -56.447 26.137 -3.348 6.756 -24.495 15.393

          Def. Prem. 24.842 29.138 55.987 68.033 34.986 13.648 92.066 41.463

Decile 7

          Div. Yield -1.225 0.505 2.929 1.487 3.978 0.961 1.880 1.344

          T-Bill Rate -24.837 7.798 -42.574 9.167 -12.795 3.241 -8.648 7.441

          Spread -34.084 20.961 -47.854 24.655 -1.676 6.812 -27.444 13.572

          Def. Prem. 28.317 19.786 54.548 64.509 32.212 13.519 54.022 38.241

Decile 8*

          Div. Yield -0.570 0.565 2.764 1.770 7.710 1.691 6.851 2.433

          T-Bill Rate -20.784 8.788 -40.135 6.963 -4.506 5.763 -24.707 6.658

          Spread -13.880 21.995 -58.478 19.816 24.244 14.464 -0.152 9.064

          Def. Prem. 53.070 24.991 130.015 31.789 43.577 25.282 1.254 23.958

Decile 10

          Div. Yield -0.657 0.567 1.648 0.667 2.632 0.792 2.165 1.259

          T-Bill Rate -22.525 8.600 -21.518 3.760 -10.535 2.901 1.639 6.166

          Spread -22.516 22.185 -23.365 8.416 0.061 5.660 -25.947 13.116

          Def. Prem. 32.631 22.694 53.479 17.237 17.004 11.440 84.930 51.215

Interval 4

Table 4: Coefficient Estimates from Breakpoint Regressions (All Regressors)

This table presents the estimated coefficients and standard error for the dividend yield, Treasury bill, term spread and default premium during
each subinterval identified using the sequential breakpoint method of Bai and Perron (1998). Confidence intervals for the break dates for this
model may be found in Figure 1. The following portfolios are omitted since no breaks were identified: Value-weighted CRSP, decile 9, utility
and shops. Standard errors are heteroskedasticity and autocorrelation consistent.

Interval 1 Interval 2 Interval 3



Portfolio Beta S.E. Beta S.E. Beta S.E.
Nondurables

          Div. Yield -0.820 0.389 1.229 1.213 1.219 0.403

          T-Bill Rate -36.306 9.771 -28.812 8.034 -11.822 2.627

          Spread -41.599 21.827 -40.639 21.647 -11.306 5.656

          Def. Prem. 73.843 26.454 75.251 42.056 41.807 10.535

Durables

          Div. Yield -1.311 0.528 1.128 0.471

          T-Bill Rate -43.257 11.840 -14.742 2.413

          Spread -39.795 28.163 -9.280 5.393

          Def. Prem. 50.863 39.785 53.418 12.309

Manufacturing

          Div. Yield -0.741 0.528 1.165 0.466

          T-Bill Rate -44.101 11.104 -12.910 2.139

          Spread -38.951 27.057 -8.307 4.761

          Def. Prem. 33.662 41.633 40.236 11.478

Energy

          Div. Yield -1.059 0.545 3.369 0.938 0.659 1.038

          T-Bill Rate -41.553 11.344 -22.549 7.259 -10.542 3.560

          Spread -32.960 25.453 -46.445 16.064 -6.106 9.625

          Def. Prem. 23.025 23.405 70.821 26.719 -0.247 21.048

Chemicals

          Div. Yield -1.090 0.522 2.350 0.559 2.483 1.050

          T-Bill Rate -47.382 11.873 -13.395 2.182 -6.767 6.914

          Spread -53.910 26.412 -11.724 6.106 -23.752 13.567

          Def. Prem. 59.396 33.688 38.991 11.937 73.478 28.531

Business Equipment

          Div. Yield -0.731 0.514 4.932 1.168 1.201 2.364

          T-Bill Rate -19.295 6.562 -20.130 3.813 -18.129 11.900

          Spread -29.155 22.751 -18.903 9.322 -43.652 23.141

          Def. Prem. 54.168 34.339 49.361 18.362 184.326 64.882

Telecommunications

          Div. Yield -0.737 0.508 3.408 0.674 -1.595 1.850

          T-Bill Rate -53.032 13.624 -15.003 2.865 -33.261 14.501

          Spread -68.454 28.887 -10.416 7.378 -29.632 20.576

          Def. Prem. 84.201 27.910 33.356 14.180 164.549 50.065

Healthcare

          Div. Yield -0.781 0.467 3.372 0.640 4.875 1.764

          T-Bill Rate -43.345 13.060 -17.231 2.776 -10.337 10.697

          Spread -65.595 29.223 -18.144 7.545 -60.750 21.207

          Def. Prem. 90.620 27.063 46.430 15.210 152.247 51.258

Money

          Div. Yield -0.657 0.414 0.855 1.289 0.993 0.410

          T-Bill Rate -44.638 11.031 -35.924 8.969 -9.377 2.692

          Spread -56.052 23.099 -66.528 24.870 -5.771 5.881

          Def. Prem. 68.704 21.386 116.931 43.236 23.320 11.287

Other

          Div. Yield -0.738 0.549 4.283 0.843 0.598 0.719

          T-Bill Rate -41.194 11.352 -33.600 6.370 -14.693 2.738

          Spread -26.165 26.848 -44.013 15.425 -18.249 7.924

          Def. Prem. 47.830 44.001 59.342 24.780 59.753 15.602

* A fourth break was identified for decile 8. For the final (fifth) subinterval, the coefficients (standard errors in parentheses) were as follows:

         Div. Yield: 1.448 (1.544); T-bill Rate: -4.354 (7.681); Spread -19.094 (14.768); Def. Prem. 69.110 (39.107)

Table 4 (Continued)

Interval 1 Interval 2 Interval 3



Portfolio Beta S.E. Beta S.E. Beta S.E.

Value-weighted 0.772 0.266 0.280 0.624 - -

Decile 8 1.077 0.339 0.964 0.941 - -

Decile 9 1.002 0.313 0.817 0.891 - -

Decile 10 0.727 0.256 0.169 0.593 - -

Energy -0.228 0.374 3.076 0.809 -1.022 0.535

Business Equipment 1.371 0.501 0.306 1.632 - -

Utility 0.673 0.226 2.333 0.596 0.390 0.411

Money 0.217 0.417 1.920 0.523 1.700 0.840

Table 5: Breakpoint Coefficient Estimates (Dividend Yield Regressor)

This table presents the estimated coefficients and associated heteroskedasticity and autocorrelation consistent standard error from a
regression of excess stock returns on a constant and the lagged dividend yield during each subinterval identified using the sequential
breakpoints method of Bai and Perron (1998). We only display results for the portfolios where at least one breakpoint was identified.
Confidence intervals for the estimated break dates for this model may be found in Figure 2. 

Interval 1 Interval 2 Interval 3



Portfolio Beta S.E. Beta S.E. Beta S.E. Beta S.E.

Value-weighted -10.854 2.147 -17.082 4.174 -1.879 1.175 - -

Equal-weighted -8.406 1.980 -2.873 1.229 - - - -

Decile 1 -16.819 3.726 -25.313 5.223 -7.392 3.128 -8.971 2.519

Decile 3 -9.384 2.158 -7.020 2.871 -6.460 2.106 - -

Decile 4 -9.004 2.014 -7.085 2.851 -6.027 1.897 - -

Decile 5 -8.812 2.064 -3.084 1.291 - - - -

Decile 6 -8.777 2.102 -2.530 1.308 - - - -

Decile 7 -8.605 2.007 -2.165 1.299 - - - -

Decile 8 -8.432 2.056 -1.945 1.334 - - - -

Decile 9 -8.048 2.012 -1.972 1.282 - - - -

Decile 10 -11.203 2.345 -15.994 3.974 -1.805 1.130 - -

Nondurables -8.391 2.030 -5.872 1.949 -4.548 3.794 - -

Manufacturing -27.095 4.694 -4.217 1.174 - - - -

Energy 1.910 2.727 -7.513 1.465 - - - -

Business Equipment -10.659 3.067 -8.841 3.157 -11.171 2.981 - -

Telecommunications -26.063 5.392 -15.977 3.695 -4.177 1.578 - -

Utility -6.580 1.526 -0.489 0.966 - - - -

Money -8.904 2.199 -2.851 0.994 - - - -

Other -28.961 5.187 -16.728 3.927 -7.091 2.213 -6.361 2.274

Interval 3 Interval 4

Table 6: Breakpoint Coefficient Estimates (Treasury Bill Regressor)
This table presents the estimated coefficients and associated heteroskedasticity and autocorrelation consistent standard error from a regression
of excess stock returns on a constant and the lagged T-bill rate during each subinterval identified using the sequential breakpoints method of
Bai and Perron (1998). We only display results for the portfolios where at least one breakpoint was identified. Confidence intervals for the
estimated break dates for this model may be found in Figure 3. 

Interval 1 Interval 2



Portfolio Beta S.E. Beta S.E.

Value-weighted 15.777 3.984 -5.775 4.846

Equal-weighted 20.684 5.263 0.846 6.417

Decile 2 24.236 6.842 1.380 8.240

Decile 3 22.900 6.378 -5.379 7.745

Decile 4 21.769 6.070 0.320 7.238

Decile 5 21.211 5.621 1.367 7.170

Decile 6 20.247 5.586 0.401 6.705

Decile 7 19.430 5.208 -1.967 6.260

Decile 10 15.027 4.169 -6.637 4.739

Nondurables 21.332 5.059 4.258 6.076

Durables 26.955 5.894 7.067 7.214

Energy 2.339 9.055 13.421 6.714

Shops 22.470 5.574 1.507 7.360

Healthcare 20.559 5.693 -8.250 9.310

Other 23.165 5.891 0.396 7.082

Interval 1 Interval 2

Table 7: Breakpoint Coefficient Estimates (Term Spread Regressor)

This table presents the estimated coefficients and associated heteroskedasticity and autocorrelation consistent standard
error from a regression of excess stock returns on a constant and the lagged term spread during each subinterval
identified using the sequential breakpoints method of Bai and Perron (1998). We only display results for the portfolios
where at least one breakpoint was identified. Confidence intervals for the estimated break dates for this model may be
found in Figure 4. 



Portfolio Beta S.E. Beta S.E. Beta S.E. Beta S.E.

Value-weighted 24.691 13.646 26.462 8.531 37.177 20.158 - -

Decile 1 34.722 34.335 54.730 16.132 188.562 46.287 - -

Decile 2 36.494 27.567 121.198 32.704 11.621 14.189 - -

Decile 3 43.904 24.059 115.452 30.092 9.226 12.746 - -

Decile 4 34.422 22.987 111.230 30.252 10.222 12.330 - -

Decile 10 20.680 13.908 23.444 7.880 30.508 19.010 - -

Nondurables 54.768 18.075 115.710 24.991 19.594 8.627 - -

Durables 28.221 27.990 123.540 31.315 28.925 14.525 125.957 34.651

Energy 37.855 12.883 -26.930 12.925 - - - -

Business Equipment 28.288 28.251 52.854 17.138 148.182 50.061 - -

Telecommunications 47.603 22.260 40.454 12.316 272.500 88.743 - -

Utility 40.801 13.644 13.162 4.321 - - - -

Shops 50.690 19.603 122.460 27.247 19.567 10.600 - -

Money 70.398 19.335 89.006 26.702 7.923 9.672 - -

Other 24.599 26.438 109.170 27.831 15.663 12.420 - -

Table 8: Breakpoint Coefficient Estimates (Default Premium Regressor)
This table presents the estimated coefficients and associated heteroskedasticity and autocorrelation consistent standard error from a regression of excess stock returns on a constant
and the lagged default premium during each subinterval identified using the sequential breakpoints method of Bai and Perron (1998). We only display results for the portfolios where at
least one breakpoint was identified. Confidence intervals for the estimated break dates for this model may be found in Figure 5. 

Interval 1 Interval 2 Interval 3 Interval 4



Table 9: Summary Statistics for MSCI International Stock Returns

Equity Returns

Country Mean Std. Dev. Skew Kurtosis Start End

AustraIia 0.862 6.422 -1.692 13.607 1970:1 2000:6

Austria 0.614 5.599 0.059 4.840 1971:1 1998:12

Belgium 1.111 4.920 -0.232 3.791 1970:1 2000:6

Canada 0.987 5.099 -0.719 2.792 1970:1 2000:6

Denmark 1.237 5.220 -0.140 0.121 1972:1 2000:5

France 0.542 6.616 -0.379 1.642 1970:1 2000:5

Germany 0.828 5.415 -0.608 2.294 1970:1 2000:6

Hong Kong 1.120 10.938 -0.711 5.444 1973:1 2000:9

Italy 1.050 7.219 0.197 0.478 1971:1 2000:6

Japan 0.746 5.447 -0.306 1.274 1970:1 2000:5

Netherlands 1.125 5.105 -0.475 2.383 1970:1 1998:12

Norway 0.850 7.607 -0.571 1.922 1971:8 2000:4

Singapore 0.778 7.805 -1.476 8.912 1978:1 2000:5

Spain 1.556 6.517 -0.516 2.459 1978:3 2000:5

Sweden 1.530 6.458 -0.066 1.492 1970:1 2000:6

Switzerland 1.131 5.114 -1.168 3.996 1980:1 2000:6

United Kingdom 1.154 6.124 0.281 7.787 1970:1 2000:6

United States 1.025 4.540 -0.580 2.423 1970:1 2000:6

Sample Range

This table reports summary statistics for the MSCI international returns data and the endpoints of the sample range for each
country. The sample kurtosis is reported in excess of three, the value for the normal distribution. Returns are observed
monthly and are denominated in the local currency. The dividend yield is the dividend over the previous 12 months divided by
the current stock price. The T-bill rate is on a short term debt instrument from the local country. The specific choice of
instrument varies by country. The term spread is the difference between the yields on a Government bond and the yield on a
Government T-bill. The default premium is the US default premium defined as the difference between Moody's AAA and
BAA rates.



R2 YLD TBL SPD DEF YLD TBL SPD DEF
Australia 0.02 0.91 -1.62 -2.63 10.36 0.88 1.22 -1.66 13.23

0.49 2.14 3.62 10.12 0.36 0.88 1.97 8.24

Austria 0.02 0.63 -7.54 -10.44 8.67 0.12 -0.83 -1.13 0.56
0.47 4.27 5.13 6.69 0.35 1.75 2.45 6.32

Belgium 0.02 0.14 -5.16 -4.38 20.84 0.07 0.01 0.07 11.17
0.11 2.38 3.43 9.33 0.08 1.26 2.50 7.72

Canada 0.03 0.14 -6.39 -6.89 27.80 -0.01 -1.31 1.28 7.04
0.39 2.07 3.50 10.25 0.35 0.99 1.87 9.05

Denmark 0.03 0.17 -2.19 - 19.46 0.11 -0.86 - 13.09
0.21 0.90 - 8.27 0.18 0.84 - 7.48

France 0.02 0.42 -4.94 -1.75 18.40 0.13 -1.21 4.71 7.92
0.37 3.44 5.79 13.79 0.20 1.12 3.03 8.08

Germany 0.02 0.25 -5.83 -3.85 13.91 0.04 -2.43 2.78 9.25
0.34 2.41 2.91 8.42 0.22 1.31 1.94 6.74

Hong Kong 0.03 1.41 - - 8.28 1.50 - - 23.68
0.65 - - 20.27 0.62 - - 18.63

Italy 0.00 0.28 -0.29 -1.84 5.23 0.26 0.53 -1.62 5.47
0.53 1.51 3.03 14.47 0.50 1.10 2.73 11.70

Japan 0.05 0.64 -1.50 6.09 30.01 0.42 -0.29 2.92 18.75
0.34 2.71 5.12 9.32 0.30 1.06 2.45 6.60

Netherlands 0.05 0.47 -11.66 -11.31 23.86 0.12 -1.88 1.86 15.11
0.25 3.02 3.55 8.57 0.20 1.04 1.22 7.05

Norway 0.01 0.46 0.82 0.04 -10.70 0.35 0.82 -1.06 1.90
0.42 2.27 3.28 13.55 0.33 1.24 1.97 10.59

Singapore 0.03 2.18 -5.68 1.12 19.11 1.66 -1.44 5.02 10.18
1.30 5.12 7.56 19.13 0.97 2.51 4.39 12.47

Spain 0.02 0.21 -2.94 -0.70 5.59 0.05 -1.38 2.18 5.84
0.18 2.25 2.13 14.26 0.09 0.69 0.59 9.98

Sweden 0.03 -0.37 -1.09 - 33.95 -0.02 0.72 - 22.89
0.27 1.48 - 15.21 0.22 1.41 - 11.97

Switzerland 0.01 1.44 -3.67 0.35 -17.53 -0.06 -1.97 3.44 -2.81
0.93 6.81 9.75 12.73 0.49 1.74 2.58 6.96

United Kingdom 0.08 2.18 -12.61 -10.96 32.11 0.75 0.85 0.61 25.89
0.99 4.55 3.81 13.71 0.50 1.02 2.14 8.60

United States 0.03 0.09 -3.68 -1.50 23.03 0.07 -0.81 2.38 12.74
0.29 1.76 2.81 7.22 0.17 0.73 2.16 6.44

Table 10: International Full Sample Predictability Regressions (No Breaks)

This table presents the results of least squares regressions of international portfolio returns upon the full set of predictor variables and upon each of the
predictor variables separately. Results are presented for monthly returns on MSCI international portfolio for 18 countries. The instruments include a constant,
the lagged (local) dividend yield, (local) T-bill rate, (local) term spread and (US) default premium. Coefficients on the constant term are suppressed to
conserve space. The dividend yield is the dividend over the previous 12 months divided by the current price. Heteroskedasticity and autocorrelation consistent
standard errors for coefficient estimates based on the method suggested by Newey and West (1987) are also provided. The sample period varies from
country to country and is shown explicitly in Table 9. Bold face type indicates statistical significance at the 5% level. The symbol '-' indicates that the
corresponding regressor was not available for that particular country.

Model With All Regressors Univariate Models
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* For these countries, not all regressors were available and the critical values above do not apply. For all other countries, significance may be assessed by 
reference to the critical values in the table. 

­m®O¯ ¯�°�±b²W³(´ °¶µW´ ³(·U¸�¹"º ³(´ ¹ ®"¹"»�¯ ¼ ³1´ ½"· ¼ ¾ ¿G³�°"±�¸,µW´ ³(·U¸�¹

+DQVHQ6XS�)�N�



Interval 1 Interval 2 Interval 3

Portfolio Beta S.E. Beta S.E. Beta S.E.
Australia

          Div. Yield 4.105 1.326 0.996 0.785

          T-Bill Rate -38.127 11.758 -4.340 3.238

          Spread 10.113 12.170 -7.240 4.315

          Def. Prem. -8.520 33.600 16.862 13.879

Belgium

          Div. Yield 0.951 0.283 1.533 0.375

          T-Bill Rate -21.717 6.225 -16.631 4.067

          Spread 9.187 12.971 -21.543 4.909

          Def. Prem. 12.176 14.446 -28.924 18.910

Canada

          Div. Yield 2.207 1.212 2.036 0.641

          T-Bill Rate -22.736 13.468 -14.134 3.625

          Spread -15.211 19.825 -13.373 4.217

          Def. Prem. 37.983 18.270 31.891 11.295

Denmark

          Div. Yield 0.684 0.508 1.192 0.377

          T-Bill Rate -3.895 1.238 -1.241 1.349

          Spread - - - -

          Def. Prem. 4.775 12.582 -6.859 13.597

France

          Div. Yield 1.985 0.564 2.756 1.038

          T-Bill Rate -13.712 4.556 -15.521 6.221

          Spread -12.684 8.071 -13.974 8.663

          Def. Prem. 28.177 15.753 55.407 23.846

Germany

          Div. Yield 0.496 0.395 4.935 1.508

          T-Bill Rate -2.504 2.656 -22.822 7.132

          Spread 2.270 3.769 -10.364 7.715

          Def. Prem. 21.690 8.149 0.451 37.853

Italy

          Div. Yield -1.217 0.937 1.930 1.013 4.302 1.785

          T-Bill Rate 5.531 2.453 1.654 3.112 -2.948 3.186

          Spread 11.595 4.247 -17.572 5.212 -12.251 8.132

          Def. Prem. 16.796 19.336 33.504 27.128 15.819 76.944

Netherlands

          Div. Yield 1.174 0.355 4.098 1.469

          T-Bill Rate -15.585 3.786 -33.246 8.531

          Spread -15.469 4.310 -20.545 8.751

          Def. Prem. 31.936 8.892 123.916 23.345

Norway

          Div. Yield 1.921 1.004 1.344 0.550

          T-Bill Rate -85.532 28.101 -0.694 3.095

          Spread -94.467 29.747 -3.780 3.600

          Def. Prem. 41.551 27.433 -27.739 20.281

Singapore

          Div. Yield 5.024 1.950 7.209 2.736

          T-Bill Rate 9.770 8.315 -30.344 10.888

          Spread 1.855 10.041 -18.172 12.181

          Def. Prem. 2.554 21.930 56.059 43.363

Spain

          Div. Yield 0.262 0.318 3.142 0.927

          T-Bill Rate 2.091 4.839 -15.034 4.058

          Spread 4.415 4.559 -15.305 5.673

          Def. Prem. -13.882 15.823 50.163 27.764

Sweden*

          Div. Yield 8.293 1.726 1.049 0.640 1.546 1.405

          T-Bill Rate -16.175 3.502 8.088 3.328 -3.644 5.006

          Spread - - - - - -

          Def. Prem. 3.615 18.081 -12.657 17.261 78.920 20.192

United States

          Div. Yield 1.040 0.502 1.435 0.658

          T-Bill Rate -5.495 2.233 0.029 5.168

          Spread -0.519 3.215 -15.043 7.330

          Def. Prem. 26.195 8.739 11.525 17.288

* A third break was identified for Sweden. For the final subinterval, the coefficients (standard errors in parentheses) were as follows:

          Div. Yield: 3.809 (2.267); T-Bill Rate: -0.156 (3.999); Def. Prem. 92.840 (84.387)

Table 12: Coefficient Estimates from Breakpoint Regressions (International Data, All Regressors)

This table presents the estimated coefficients and standard error for all regressors during each subinterval identified using the sequential breakpoint
method of Bai and Perron (1998). The model is estimated for returns on MSCI index portfolios from 18 countries. Confidence intervals for the break
dates for this model may be found in Figure 6. No Breaks were found for Austria, Hong Kong, Japan, Switzerland and the United Kingdom.



Persistence 0 0 0 0.3 0.3 0.3 0.9 0.9 0.9 0.98 0.98 0.98
Trimming Percentage 15 20 25 15 20 25 15 20 25 15 20 25
SupF(1) 13.4 12.8 11.1 13.2 9.7 9.9 9.1 11.4 10.2 9.7 9.6 8.0
SupF(2) 13.9 14.4 12.5 13.8 10.0 9.8 11.5 12.9 12.8 10.5 11.0 8.7
SupF(3) 16.0 14.8 - 16.3 10.8 - 15.5 13.6 - 11.4 11.0 -
SupF(4) 17.8 - - 17.3 - - 15.2 - - 12.7 - -
SupF(5) 17.9 - - 17.0 - - 14.8 - - 12.6 - -
Seq(2|1) 6.2 4.4 2.2 5.3 2.9 2.1 5.2 4.7 3.1 2.8 2.8 1.8
Seq(3|2) 0.7 0.3 - 1.2 0.0 - 1.2 0.5 - 0.4 0.2 -
Seq(4|3) 0.2 - - 0.2 - - 0.1 - - 0.0 - -
Seq(5|4) 0.0 - - 0.1 - - 0.0 - - 0.0 - -
P(SQM = 0) 86.6 87.2 88.9 86.8 90.3 90.1 90.9 88.6 89.8 90.3 90.4 92.0
P(SQM = 1) 12.2 12.1 10.9 12.3 9.3 9.6 9.0 10.6 9.7 9.7 9.4 7.6
P(SQM = 2) 1.1 0.7 0.2 0.8 0.4 0.3 0.1 0.8 0.5 0.0 0.2 0.4

Persistence 0 0 0 0.3 0.3 0.3 0.9 0.9 0.9 0.98 0.98 0.98
Trimming Percentage 15 20 25 15 20 25 15 20 25 15 20 25
SupF(1) 11.0 11.6 10.0 11.7 10.3 8.5 10.0 7.3 7.1 8.4 8.0 7.7
SupF(2) 10.4 12.5 9.6 11.9 10.3 10.0 10.2 7.9 8.4 8.1 8.2 7.9
SupF(3) 11.1 12.7 - 14.5 9.9 - 11.5 9.6 - 7.8 9.0 -
SupF(4) 12.1 - - 13.8 - - 11.3 - - 8.1 - -
SupF(5) 11.1 - - 14.3 - - 10.9 - - 8.9 - -
Seq(2|1) 3.2 3.3 1.7 3.3 2.5 1.8 5.1 1.9 2.0 2.4 2.0 1.1
Seq(3|2) 0.2 0.3 - 0.4 0.3 - 0.3 0.1 - 0.6 0.1 -
Seq(4|3) 0.0 - - 0.0 - - 0.0 - - 0.0 - -
Seq(5|4) 0.0 - - 0.0 - - 0.0 - - 0.0 - -
P(SQM = 0) 89.0 88.4 90.0 88.3 89.7 91.5 90.0 92.7 92.9 91.6 92.0 92.3
P(SQM = 1) 10.5 11.2 9.7 10.9 10.1 8.1 9.4 7.0 6.8 8.2 7.6 7.6
P(SQM = 2) 0.5 0.4 0.3 0.8 0.2 0.4 0.6 0.3 0.3 0.1 0.4 0.1

Sample Size
Trimming Percentage 15 20 25 15 20 25 15 20 25 15 20 25
SupF(1) 15.5 15.5 12.6 9.2 7.5 10.0 10.9 13.4 11.5 11.7 10.3 11.3
SupF(2) 23.9 21.5 16.4 12.5 10.9 10.7 11.7 13.8 12.9 12.9 11.6 11.2
SupF(3) 29.7 27.6 - 14.9 14.2 - 14.6 13.8 - 13.6 10.1 -
SupF(4) 36.2 - - 20.1 - - 13.8 - - 12.9 - -
SupF(5) 43.0 - - 24.8 - - 11.7 - - 11.4 - -
Seq(2|1) 10.1 6.3 1.9 4.0 2.4 1.6 5.8 3.0 2.2 6.5 3.7 1.9
Seq(3|2) 3.5 0.9 - 1.4 0.4 - 0.9 0.0 - 0.7 0.2 -
Seq(4|3) 0.9 - - 0.6 - - 0.1 - - 0.3 - -
Seq(5|4) 0.2 - - 0.0 - - 0.0 - - 0.2 - -
P(SQM = 0) 84.5 84.5 87.4 90.8 92.5 90.0 89.1 86.6 88.5 88.3 89.7 88.7
P(SQM = 1) 14.9 15.1 12.5 9.0 7.1 10.0 10.1 13.0 11.0 10.5 9.7 10.9
P(SQM = 2) 0.6 0.4 0.1 0.2 0.3 0.0 0.8 0.4 0.5 1.2 0.6 0.4

100 200 100 200

Sample Size = 200

In Panel C the process is a Garch (1,1) where the parameter values are tuned to accord with in-sample values for returns on the equal-
weighted CRSP portfolio over the sample period 1952:7 - 1999:12. We obtain results for trimming percentage values of 15, 20 and 25 and we
allow for serial correlation in the residuals and heteroskedasticity of error terms across breaks (see Bai and Perron (1998)). Results for sample
sizes of 100 and 200 are reported in each case. The symbol '-' indicates that the test is not applicable because the trimming percentage times
the hypothesized number of breaks exceeds the sample size.

Panel B: AR(1) with Correlated Disturbances Panel C: Garch(1,1) Process

Table 13:  Size of Breakpoint Tests - Monte Carlo Simulations

Panel A: Regressor follows AR(1) process with Uncorrelated Disturbances
Sample Size = 100

This table reports the results of 1,000 simulation experiments. The table reports the percentage of cases in which the null hypothesis of no
break is rejected at the ten percent significance level when there is no break in the data generating process. To generate random samples in
Panel A, we first generated an AR(1) process 'the regressor' and the sample values were then computed as the lagged value of the regressor
plus a normally distributed error term. We obtain results for AR coefficients ranging from 0 to 0.98. Given the AR coefficient, the other
parameters were chosen so that the R 2 is 7%. The disturbance innovations are uncorrelated in Panel A and consequently the regressor is
strictly exogenous. We drop this assumption in Panel B and consider a process similar to that in Panel A except that the innovations are now
correlated. Parameters for the process were determined based on the estimation of a system where both returns on the equal-weighted CRSP
portfolio and the dividend yield are linear functions of the lagged dividend yield. The in-sample correlation of the errors is -0.93. 
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