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Exphnation ofM acro econan ic variables on bond risk premia in China

FAN Long=zhen', ZHANG Chu’
L School of M anagement Fudan Unwersity Shanghai 200433 Ching
2 Depariment of Fnance Hong Kong Un iversity of Science and Technobgy, Hong Kong China

Abstract Using sanple data fran A ugust 1997 to December 2005 this paper stud ies the effect ofmacro e
conanm ic variab les on market nterest ratg and the explanation of macro econam ic variab les for bond excess
returns in he Chnese bond m arket It & found thatmarket interest rates are obviously nflienced by official
inlerest rate, especially 1-year deposit nterest rate, nfhtbn rate such as grow th rate of CP1 real consump-
tion grow h rate and the grow th rate ofmoney supplyM 1L Thesem acro econan ic and money policy varia-
bks also have strong influences on bond excess reums The hiher the nterest rate levelw ith repo rates as
representative the higher the bond excess returns the higher the nflation rate with CPI grow h rate as rep-
resentatve the higher the bond excess returns the higher the real consumption grow th ratg the lower the
bond excess retums and the higher the growth rate ofM 1  the lower the bond excess returns Because of

the difference n the sample perbds of d ifferent bonds the paper gives a suitab le estm ation m ethod based on
MQMC
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