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Summary: The common risk factors in the returns on stocks and bonds
This paper studies further the asset-pricing tests in Fama and French(1992a). The only asset considered in the model is stock, however, the same model should also explain the returns on bonds when the market is integrated; the returns on bonds which includes government bond and corporate bond are also being studied here. In order to examine the relationship among variables, term-structure variables that play a vital role in bonds returns are also included in the analysis of returns on stocks. Nevertheless, there is no prominent explanation of the effect on government bond and corporate bond of the stock returns regressor. 
The returns on stocks and bonds have at least five common risk factors; the proxies for these are size, book-to-market-equity, market factors, term premium, and default premium. A strong common variation captured by size and BE/ME for stock returns as the intercept of regression is almost zero. For bond returns, risk premium and default premium proxied by TERM and DEF are two main explanatory variables that play the role; TERM is the difference between the monthly long-term government bond return and the onemonth Treasury bill rate measured at the end of the previous month, and DEF is the difference between the return on a market portfolio of long-term corporate bonds and the long-term government bond return. When adding the regressor of stock returns, size and BE/ME, only low-grade corporate bonds returns can be explained. The factors of stock market play a little role in explaining the returns on bonds. 
To conclude, the results show that these five factors explain well for common variation in both returns and the average returns across different assets. However, the choice of factors made in this paper is supported by empirical experience, any choice of factors that has no supporting theory may be arbitrary. 

