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1. Introduction
● Fact: Secular decline in discount rates (or expected returns);

● Problem: These ex post positive returns realizations complicate the evaluation of asset pricing models;

● Existing literature: Uses a standard definition of excess return relative to the Treasury bill rate;

● Ideia: Decompose corporate bond and equity index returns into duration-matched government bond returns and the 

excess returns over this duration-matched counterfactual;

● Results:
○ Compensation for credit and liquidity risk account for 9% (37%) of standard excess returns for 

investment-grade (high-yields) corporate bonds;
○ The long-term Treasury return accounts for the remaining 91% (63%);
○ The realized risk premium for bearing credit and liquidity risks is small, statistically indistinguishable from zero;
○ Duration adjustment resolves the CAPM’s failure to price corporate bonds.
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2. Data
● From 1986 to 2020 (419 months):

○ 1986 - 1997: Lehman/Warga Fixed Income database;
○ 1997 - 2020: Bank of America Merill Lynch.

● Corporate bonds characteristics:
○ U.S. dollars; 
○ Senior secured or senior unsecured in priority;
○ Nonconvertible;
○ Semiannual coupon payments in cash;
○ Exclude maturity over 30Y and less than 1Y to maturity;
○ Credit Rating (Moody’s, S&P, Merill Lynch):

■ Investment-Grade (IG): BBB- and higher;
■ High-Yield (HY): BB+ and lower;

○ Sorted into (market) value-weighted portfolios by credit rating category.

● Zero-coupon risk-free yields: Federal Reserve, Gurkaynak et al. (2007).
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2. Data: Summary Statistics
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Table 1: Summary Statistics
 Panel (A): Credit Rating Portfolio Characteristics

● Yield and Spread - the difference between yield-to-maturity and the duration-matched Treasury yield - are 
value-weighted averages in percentage terms. Duration is also a value-weighted average.
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2.1. Decomposition of Bond Returns
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● Return of a corporate bond:

● Macaulay Duration:
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2.1. Decomposition of Bond Returns
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● Monthly return on the k-period zero-coupon Treasury bond:

● Duration-matched Treasury return:

● Duration-adjusted return:
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3.1 Results: Decomposition of Corporate Bond Returns 

Duration-Based Valuation of Corporate Bonds (Binsbergen, Nozawa, Schwert, 2024) 7

● Compensation for credit and liquidity risk account for 9% (37%) of standard excess returns for investment-grade 
(high-yields) corporate bonds;

● The realized risk premium for bearing credit and liquidity risks is small, statistically indistinguishable from zero;

Table 2: Decomposition of Corporate Bond Returns
 Panel (A): Return Decomposition
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3.2. Results: Failure of Equity Factors to Price Corporate Bonds
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● They do not claim that the CAPM is the best model for corporate bonds; 
● Its simplicity helps clarify their contribution to studying the impact of duration adjustment in asset pricing tests.

Table 3: CAPM Regressions of Corporate Bond Returns
 Panel (A): Corporate Bonds Returns

● CAPM is unable to price corporate bonds, particularly in the investment-grade rating categories.
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3.2. Results: Failure of Equity Factors to Price Corporate Bonds
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● They do not claim that the CAPM is the best model for corporate bonds; 
● Its simplicity helps clarify their contribution to studying the impact of duration adjustment in asset pricing tests.

Table 3: CAPM Regressions of Corporate Bond Returns
 Panel (C): Duration-Adjusted Returns

● The CAPM does not exhibit the same failure for the duration-adjusted returns;
● The adjusted R2 coefficient shows substantial improvement for the investment-grade categories.
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4. “Duration-Adjusted CAPM”
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● An important development over their sample period is the shift in the correlation between equity market and 

Treasury returns from positive to negative around the year 2000, see Campbell et al. (2020):

○ 1986 - 2000: Corr(Equity Market Return, Treasury returns) = Positive;

○ 2001 - 2020: Corr(Equity Market Return, Treasury returns) = Negative.

● This shift could have an important effect on the ability of the CAPM to price corporate bonds; 

● Results: Depending on the correlation between Treasury and equity returns, the CAPM is unable to explain

○ Corporate bond excess returns relative to Treasury bills (2001-2020);

○ Or it is unable to explain duration-adjusted returns (1986-2000).

● Extension: This results suggest a natural extension of the CAPM into duration-matched Treasury and dividend risk 

components that should capture these distinct risks in the corporate bond portfolios.
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4.1. “Duration-Adjusted CAPM”: Decomposition of Equity Index Returns
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● Gordon growth equation express the value of the index as follows:

● Dividend yield is equal to the difference between its expected return and dividend growth:

● Present value of the m-th dividend strip is given by:

● This implies a weighting scheme for the m-th dividend strip value as:
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● They use the concept of Macaulay Duration to characterize the duration of stock index, see Binsbergen (2021):

● They convert the continuous-time weighting in equation (10) to a monthly weighting as follows:

4.1. “Duration-Adjusted CAPM”: Decomposition of Equity Index Returns
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● Duration-matched Treasury return:

● They calculate the dividend yield in the data as:

● Duration-adjusted stock return:

4.1. “Duration-Adjusted CAPM”: Decomposition of Equity Index Returns
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4.2 Results: “Duration-Adjusted CAPM”

Duration-Based Valuation of Corporate Bonds (Binsbergen, Nozawa, Schwert, 2024) 2

● Panel A reveals a remarkable improvement in the ability to explain corporate bond returns, especially at the high end 
of the credit quality spectrum:

Table 5: Duration-Adjusted CAPM Regressions of Corporate Bond Returns
 Panel (A): Corporate Bond Returns
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● Panel C shows that the duration-adjusted CAPM explains a larger proportion of the duration-adjusted corporate 
bond returns than the CAPM:

Table 5: Duration-Adjusted CAPM Regressions of Corporate Bond Returns
 Panel (C): Duration-Adjusted Returns

4.2 Results: “Duration-Adjusted CAPM”
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5. “Duration-Adjusted Bond Market CAPM”
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● To assess the role of market segmentation, or the importance of including information specific to the corporate bond 
market in the model,

● They construct a “duration-adjusted bond market CAPM” in the same spirit as the duration-adjusted CAPM.
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Table 5: Model Performance in the Time Series - Credit Rating Portfolios
 Panel (A): Corporate Bond Returns
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5. “Duration-Adjusted Bond Market CAPM”

Duration-Based Valuation of Corporate Bonds (Binsbergen, Nozawa, Schwert, 2024) 2

● They conduct the pairwise model comparison tests following Barillas et al. (2020). The test fails to reject that any 
model performs significantly better than the others;
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Table 5: Model Performance in the Time Series - Credit Rating Portfolios
 Panel (C): Duration-Adjusted Returns
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6. Final Remarks
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● They explore the importance of evaluating corporate bond returns in excess of their duration-matched government 
bond counterfactuals;

● We show that adjusting for the effects of duration has important implications for the measurement of risk premia and 
the evaluation of asset pricing tests;

● Duration adjustment makes a significant difference in the performance of well-known risk factors and reinforces its 
importance in building factor models;

● In particular, while the CAPM struggles to price unadjusted investment-grade corporate bond returns, they find that it 
lines up quite well with duration-adjusted returns;
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