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Stock return expectations in the credit market
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5. Conclusions

In this paper we have demonstrated how one can compute stock return expectations using
information from the credit derivatives market. Our methodology builds on work by
Martin and Wagner (2016) but instead of using ordinary call- and put options to
impute risk-neu-tral stock variances we use credit default swaps. One advantage of this
approach is that very long-term forecasts of stock returns can be made (across the
entire business cycle if needed). Another advantage is that the expectations are those
held by the credit market, not the equity market. As far as we know, this is the first
paper that looks into such cross-asset expectation formation. Like in Martin and
Wagner (2016), our expectations are made at the individual stock level rather than at
the portfolio level and no parameter estimations using historical stock price- or credit
spread observations are needed.
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