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INTRODUCTION 
THE LINK AND HYPOTHESES 

Risk premium 

(influenced by risk appetite of financial intermediaries) 

 

 

 

 

 

 

 

Supply of Credits 

 H1: Balance Sheets convey information on risk premia through fluctuation in 
willingness to bear risk 

 H2: Real activity is influenced by the supply of credit, which is determined by 
the market risk premium 
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Series: 

• ySBRDLR:levg 

• qSHADBNK:agw 
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RESULTS 
FORECASTING EXCESS 
RETURNS: ROBUST TESTS 
1. Are the results due to financial crisis? 

• Subsample regression by excluding the data after 2007Q2 

• The informational value of intermediary balance sheet was apparent before the crisis, and hence 
should be seen as a feature of the financial system at normal time 

 

2. Alternative measures of financial intermediaries’ balance sheet 
• Liabilities: Financial Commercial Paper (FCP) and Primary Dealer Repos (REPO) instead of 

qSHADBNK:agw and ySBRDLR:levg 

• Predictive Regression for Equity Portfolio- not significant even when control for other variables 

• Predictive Regression for Bonds and Treasury Bonds- significant and more significant under 
multivariate regression 
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 Summary 

•Asset Pricing – credit supply frictions play important role in setting risk 
premia, possibly through the operation of balance sheet constraints and 
associated risk appetite effects. 

•Structural Macro Model – balance sheet growth of intermediaries, especially 
in the shadow banking sector, hold important information for the evolution of 
future real activity and inflation 

•Financial intermediary balance sheet management matters for real economy, 
as well as for the determination of risk premia. These findings have important 
implications for the conduct of macroprudential and monetary policies 
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