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Despite theoretical and intuitive reasons for a credit risk premium to exist, past research has found little empirical evidence that it is, in fact,
real. The authors of this paper argue that this is primarily due to biases in computing the credit excess returns; these biases improperly
account for term risk.

Using data spanning 80 years in the U.S. and nearly 20 years in Europe, the authors of this paper find what they characterize as strong
evidence of credit risk premium after correctly adjusting for term risk. The credit risk premium is not spanned by other known risk premia
and exhibits time variation related to economic growth and aggregate default rates.

These results may have important implications for asset pricing and investment decisions.

1



described herein, and is only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly different from that shown
here. The information in this document, including statements concerning financial market trends, is based on current market conditions, which will fluctuate and may be superseded
by subsequent market events or for other reasons. 
 
 

2


	You are now leaving AQR.com
	The Credit Risk Premium

