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		Abstract

		We find that firm-level variance risk premium, estimated as the difference between option-implied and expected variances, has a prominent explanatory power for credit spreads in the presence of market- and firm-level risk control variables identified in the existing literature. Such a predictability complements that of the leading state variable -- leverage ratio -- and strengthens significantly with lower firm credit rating, longer credit contract maturity, and model-free implied variance. We provide further evidence that: (1) variance risk premium has a cleaner systematic component and Granger-causes implied and expected variances, (2) the cross-section of firms' variance risk premia seem to price the market variance risk correctly, and (3) a structural model with stochastic volatility can reproduce the predictability pattern of variance risk premia for credit spreads. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Variance risk premia, credit default swap spreads, option-implied variance, expected variance, realized variance

	
	

	
    

    
	

	
	
		JEL Classification: G12, G13, G14

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Zhou,  Hao and hao,  wang and Yi,  Zhou, Credit Default Swap Spreads and Variance Risk Premia (October 10, 2010). FEDS Working Paper No. 2011-02,  Available at SSRN: https://ssrn.com/abstract=1957780 or http://dx.doi.org/10.2139/ssrn.1957780 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Hao Zhou

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Tsinghua University - PBC School of Finance  ( email )

			

			
			
				
				
				
					No. 43, Chengfu Road
Haidian District
Beijing, 100083
China
+86-10-62790655 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				SUSTech Business School  ( email )

			

			
			
				
				
				
					1088 Xueyuan Avenue, Nanshan District
Southern University of Science and Technology
Shenzhen, Guangdong 518055
China

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Wang Hao

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				affiliation not provided to SSRN  ( email )

			

			
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Zhou Yi (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				affiliation not provided to SSRN  ( email )

			

			
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       89

			

		
		
		
			Abstract Views

			    1,164

		

		
		 
		
			Rank

			   43,934

		

		
	


	
		
            
            	        9 Citations
		

	

	
		
			
				       37 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,566

                                    

                                    
                                        PAPERS

                                           40,671

                                    

                                

                                
                            

                        

                    

                
	
                    Board of Governors of the Federal Reserve System Research Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Board of Governors of the Federal Reserve System Research Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,064

                                    

                                    
                                        PAPERS

                                            3,218

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Board Research Library at Board of Governors of the Federal Reserve System

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Derivatives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Derivatives eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,946

                                    

                                    
                                        PAPERS

                                           12,483

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Stephen Figlewski at New York University - Stern School of Business

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Explaining the Rate Spread on Corporate Bonds

                        
                            By
                                
                                
                                    
                                    Edwin J. Elton, 
                                    
                                
                                    
                                    Martin J. Gruber, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Determinants of Credit Spread Changes

                        
                            By
                                
                                
                                    
                                    Pierre Collin-dufresne, 
                                    
                                
                                    
                                    J. Spencer Martin, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        How Much of Corporate-Treasury Yield Spread is Due to Credit Risk?

                        
                            By
                                
                                
                                    
                                    Jing-zhi Huang
                                     and 
                                
                                    
                                    Ming Huang
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            How Much of the Corporate-Treasury Yield Spread is Due to Credit Risk?

                            
                                By
                                    
                                    
                                        
                                        Jing-zhi Huang
                                         and 
                                    
                                        
                                        Ming Huang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            How Much of the Corporate-Treasury Yield Spread is Due to Credit Risk?

                            
                                By
                                    
                                    
                                        
                                        Jing-zhi Huang
                                         and 
                                    
                                        
                                        Ming Huang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Yield Spreads: Default Risk or Liquidity? New Evidence from the Credit-Default Swap Market

                            
                                By
                                    
                                    
                                        
                                        Francis A. Longstaff, 
                                        
                                    
                                        
                                        Sanjay Mithal, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equity Volatility and Corporate Bond Yields

                            
                                By
                                    
                                    
                                        
                                        John Y. Campbell
                                         and 
                                    
                                        
                                        Glen B. Taksler
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equity Volatility and Corporate Bond Yields

                            
                                By
                                    
                                    
                                        
                                        John Y. Campbell
                                         and 
                                    
                                        
                                        Glen B. Taksler
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Structural Models of Corporate Bond Pricing: An Empirical Analysis

                            
                                By
                                    
                                    
                                        
                                        Young Ho Eom, 
                                        
                                    
                                        
                                        Jing-zhi Huang, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            An Empirical Analysis of the Dynamic Relationship between Investment Grade Bonds and Credit Default Swaps

                            
                                By
                                    
                                    
                                        
                                        Roberto Blanco, 
                                        
                                    
                                        
                                        Simon Brennan, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.112 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
