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Abstract

Government bonds hedge equity risk in some countries and periods and not in others.
This paper shows that the difference depends systematically on the government’s
fiscal position. In a standard consumption-based model with sovereign default risk,
a heavier fiscal burden raises the stock-bond correlation, because bad news then
raises default risk more than it lowers the risk-free rate. In a panel of 44 advanced
and emerging economies since 1960, the stock-bond correlation rises with a country’s
forward-looking interest expense, our measure of its fiscal burden. It accounts for
a quarter of the cross-country variation in average correlations and predicts the
correlation within countries. A quasi-experiment in the euro area, where countries
share one monetary policy, corroborates this result: after the Greek deficit revision
of October 2009, correlations in the periphery rose by 0.44 relative to the core. Two
text-based measures of fiscal news, rating actions taken for fiscal reasons and the
fiscal salience of newspaper coverage, predict the correlation in the same direction.
Within countries, the relationship runs through the credit component of the yield,
which we isolate with sovereign credit default swaps.
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1 Introduction

A government bond is a safe asset when it appreciates in bad states of the world, hedging
equity risk for its holders (Brunnermeier et al., 2024; Gémez-Cram et al., 2024). Whether
a bond has this property is a first-order determinant of the risk premium investors require
to hold it, and hence of the government’s cost of borrowing (Leombroni et al., 2026). Few
bonds had it through the 1990s, when stocks and bonds moved together across advanced
and emerging economies alike. After 2000, bonds in the advanced economies became
hedges against equity risk (Campbell et al., 2020) and bonds in the emerging market
economies did not (Figure 1, panel a). After 2022 the hedge weakened across the advanced
economies. The same divergence appears within a single currency union. The countries
of the euro-area core and periphery share a central bank, a currency and an inflation
target, and during the sovereign debt crisis the hedging property of their bonds diverged
(Figure 1, panel b).

In this paper we relate the variation in the stock-bond correlation across countries
and over time to the government’s fiscal burden. We first proxy the burden as the
forward-looking interest expense ratio: the debt-to-GDP ratio times the ten-year yield,
the interest bill the government would owe if its whole debt stock were refinanced at
today’s rate.! The ratio is computed from government accounts and market yields alone,
and it is the observable counterpart of the statistic through which the fiscal channels of
our model operate. Where the fiscal burden is low, bonds hedge equity risk. Where it is
high, stocks and bonds move together. We establish the pattern in four steps: a panel of
44 advanced and emerging economies that reaches back to 1960, a quasi-experiment in
the euro area, two measures of the fiscal position built from text, and a decomposition of
the yield inside the ratio.

That statistic comes from a standard consumption-based asset pricing model with
sovereign default risk and a convenience yield on government debt. In the model, a single
productivity shock moves both bond prices and the government’s fiscal position. A bad
shock to current output lowers the real risk-free rate, raising bond prices and pulling
the stock-bond correlation toward negative territory: the safe-haven channel. The same

shock raises the government’s fiscal burden, which lowers the bond price and pushes

'Furman and Summers (2020), p. 9: “[Fliscal sustainability cannot be assessed by traditional debt-to-
GDP ratios but should instead be understood with measures like nominal or real interest as a share of
GDP.”



Figure 1: Stock-bond correlations across advanced and emerging economies and across
the euro-area core and periphery
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Note: Twelve-month rolling correlation of monthly equity and ten-year zero-coupon government bond returns, averaged
within each group. Panel (a) plots the 29 advanced economies against the 15 emerging markets; the emerging average rests
on fewer than five countries before 2000. Panel (b) plots the euro-area core (AT, BE, DE, FI, FR, NL, SI) against the
periphery (ES, GR, IE, IT, PT). The dashed lines mark the start of 2000 and of 2010. Section 5 excludes Slovenia from
the core and restores it in a robustness row.

the correlation the other way through two fiscal channels. The fiscal-capacity channel
operates through a higher probability of sovereign default under monetary dominance,
when the central bank holds its inflation target, or through higher expected inflation
under fiscal dominance, when the budget forces the price level to adjust. The convenience
channel operates through a fall in the convenience value of government debt as the debt
stock grows. Which dominates depends on the level of the burden, within the range the
propositions cover. When it is low, the safe-haven channel prevails and bonds hedge equity
risk. When it is high, the two fiscal channels dominate and bonds amplify equity risk. The
model summarizes the burden in a single statistic, the forward debt obligation, the debt
stock times the gross rate at which it reprices. It motivates a regression in which debt and
yields enter as a product. The bond’s exposure to news rises with the default hazard, so
the association should be stronger where the burden is already high. And under monetary

dominance fiscal stress is priced as default risk, so the component of the yield that carries



the relationship within a country tells which regime the data are consistent with.

In the panel, the interest expense ratio is positively associated with the stock-bond
correlation both across and within countries. Across countries it accounts for a quarter
of the variation in average correlations since 1960, and a country whose average interest
expense is 3.4 percentage points of GDP higher, the distance between the tenth and
ninetieth percentiles, has an average correlation 0.15 higher. Within countries the same
sign holds in a monthly panel of correlations of daily returns, under country and month
fixed effects, macroeconomic controls and the policy rate, so it does not reduce to the
level of the policy rate, and the estimate is positive in 34 of 44 countries. In a horse race
on the annual panel the product of debt and yield keeps its coefficient beside its two
components, at the ten percent level, while neither debt nor the yield is distinguishable
from zero beside it.

In the panel regressions, the regressor is not randomly assigned, and both sides of the
regression carry a market price, a yield inside the ratio on the right and a correlation
of returns on the left, which limits what the estimates can establish. To move closer to
identification, we turn to the euro area, where countries share a central bank, a currency
and an inflation target while their fiscal positions diverge. The Greek deficit revision of
October 2009 provides a quasi-experiment. The pre-event dynamics are broadly consistent
with parallel trends, with the qualifications Section 5 reports. The gap between the
periphery and the core opens within two quarters of the announcement. Relative to the
period before the announcement, it averages 0.44 over the following eighteen months
and peaks at 0.72. The estimates corroborate the pattern visible in the raw series of
Figure 1, panel (b): the periphery’s correlation rises across the announcement while the
core’s barely moves. The periphery is Greece, Ireland, Italy, Portugal and Spain, the
five countries that sovereign credit markets already priced as the riskier group before the
failure of Lehman Brothers, so the grouping is not chosen after the fact. The design does
not separate the fiscal news from the policy response it set in motion.

The euro-area episode is a single event. To test the relationship more broadly without
relying on a market price to measure the fiscal position, we build two measures of it from
text, which we call fiscal shifters: the first from newspaper coverage of a country’s public
finances, the second from the reasons rating agencies give for their actions. The first is

the share of a country’s Wall Street Journal coverage that a language model reads as



discussing the sustainability of its public finances, its fiscal salience. Within country and
within month, a higher share predicts a higher correlation in the following month, and the
association is strongest where the fiscal burden is already high, consistent with the state
dependence of the model’s default hazard. The second counts sovereign rating changes
that the agency attributes to the public finances, entering a downgrade as a positive
value and an upgrade as a negative one. A fiscal downgrade is associated with a higher
correlation in the month it is announced. Neither measure contains a market price, and
both carry the positive association with the correlation that the interest expense ratio does.
Beside the interest expense ratio the newspaper index keeps a positive association and the
rating estimate falls and is indistinguishable from zero. A placebo on the comovement of
the country’s equity market with the United States market gives no evidence of a general
attention channel behind the index, and the newspaper estimate is smaller after 2010.
The last step asks which part of the yield carries the relationship, the question the
model’s two regimes pose. Where a sovereign credit default swap is quoted, from 2001,
we split the yield inside the ratio into a credit component and the rest. Across countries,
every component predicts the level of the correlation, as the model’s regression implies,
since its slope pools the channels without distinguishing the components of the yield.
Within countries, only the credit component carries the association. The rest of the
yield does not, and where an inflation-linked curve allows a further split, neither the
real yield nor breakeven inflation does. We read this pattern as support for the model’s
monetary-dominance regime, in which interest expense tracks the correlation through the

market’s assessment of fiscal sustainability.

Related literature. Two strands of work are most closely related. The first studies
the determinants of stock-bond correlations. Early work documents the time-varying
nature of the relationship (Ilmanen, 2003; Connolly et al., 2005), standard macroeconomic
fundamentals leave most of the variation in comovement unexplained (Baele et al., 2010),
and macroeconomic news explains a substantial part of its changes but through effects
that existing theories do not predict (Duffee, 2023). Baele et al. (2020) document flight-
to-safety episodes in stock and bond returns across 23 countries. A prominent set of
explanations attributes the sign change at the turn of the century to shifts in inflation

dynamics and monetary policy (Campbell et al., 2017; Song, 2017; Campbell et al., 2020;



David and Veronesi, 2013): in Campbell et al. (2020), the comovement of inflation with
the output gap turns positive around 2001, so that nominal bonds pay off in downturns,
and risk premia amplify the shift, a reading that extends to the renewed inflation risk
after 2022 (Pflueger, 2025). These papers focus on the United States time series, where
an inflation account and a fiscal account are difficult to separate: the 1980s and the years
since 2022 combine adverse inflation dynamics with high fiscal burdens. Their mechanisms
run through inflation dynamics and risk premia that a single time series shares, so they
do not speak to differences across countries that share a monetary regime, and they say
nothing about emerging markets. Antolin-Diaz (2025) studies twelve advanced economies
over the postwar period and attributes the shift to negative stock-bond correlations to
financial shocks and flight-to-safety dynamics, with the rise of levered intermediaries as
the underlying driver and no fiscal variable. Li et al. (2022) are the closest antecedent.
In their regime-switching model of United States data, the shift from a monetary to
a fiscal regime after 2001 accounts for the change in the correlation, and in the fiscal
regime the correlation turns negative, driven by investment shocks. Their object is a
policy regime; ours is a continuous measure of the fiscal burden, and in our data a heavier
burden goes with a more positive correlation. Dufour et al. (2017) show, on euro-area
sovereign bonds over 2004 to 2013, that the sign of a bond’s equity beta depends on
country risk: low-risk sovereigns hedge equity risk and high-risk ones lost that property in
the sovereign debt crisis. Molenaar et al. (2024) document on an international sample
that government creditworthiness, along with inflation and real rates, is among the drivers
of the correlation. Relative to these papers, we measure fiscal conditions with a single
observable statistic derived from a model and test the form in which it enters, on 44
countries including 15 emerging markets and back to 1960, within a monetary union, and
in the credit component of the yield.

A second strand studies why some government bonds carry a convenience premium
and how that status depends on the issuer’s fundamentals relative to competing issuers
(Krishnamurthy and Vissing-Jorgensen, 2012; He et al., 2019; Brunnermeier et al., 2024;
Caballero and Farhi, 2018; Caballero et al., 2017; Maggiori, 2017; Du et al., 2018). Jiang
et al. (2026) argue that the United States government’s fiscal position determines whether
its debt is truly risk-free, and Jiang et al. (2025) show that convenience yields explain

a large share of the variation in euro-area sovereign yields and rise with fiscal surpluses;



Acharya and Laarits (2025) and Cieslak et al. (2024) connect the convenience yield to the
stock-bond covariance. We provide cross-country evidence that the hedging property, the
foundation of safe-asset status, varies systematically with the issuer’s fiscal burden. A
third strand studies sovereign default and its pricing: Arellano (2008) models default as
countercyclical, Bocola (2016) traces sovereign risk through bank balance sheets, Longstaff
et al. (2011) find that global factors dominate sovereign credit spreads, and Cole et al.
(2025) model the eurozone crisis as information spillovers that push the yields of risky and
safe sovereigns apart. Blanchard (2019), Cochrane (2023) and Hazell and Hobler (2025)
connect fiscal conditions to interest rates and inflation; Bohn (1998), Ghosh et al. (2013)
and Mehrotra and Sergeyev (2021) develop measures and tests of fiscal sustainability, and
Hall and Sargent (2011) decompose the dynamics of United States debt. Gémez-Cram
et al. (2024) show that unfunded fiscal expansions can generate a positive bond risk
premium and connect fiscal shocks to the stock-bond correlation in the United States,
and Gomez-Cram et al. (2025) trace legislative cost news to Treasury yields; we show
how the fiscal burden organizes the correlation across 44 countries. Finally, the regime
distinction in our model maps onto the monetary and fiscal dominance of the fiscal theory
of the price level (Sims, 1994; Woodford, 1994; Leeper, 1991; Bianchi and Melosi, 2019).

Section 2 presents the model and derives its regression form, Section 3 describes the

data, Sections 4 to 7 take the four steps in turn, and Section 8 concludes.

2 Model

We construct a parsimonious endowment economy with Epstein—Zin preferences, sovereign
default risk, and a convenience flow on government bonds, and isolate the channels through
which a single fundamental shock generates stock-bond comovement. A safe-haven channel:
bad news lowers expected growth and with it the real risk-free rate, raises the bond price,
and lowers equity through the dependence on output. A fiscal-capacity channel: bad news
tightens the government’s balance sheet and lowers the bond price, working against the
safe-haven channel; under monetary dominance it operates through a higher probability of
sovereign default, and under fiscal dominance through a rise in the price level in place of
default. A convenience channel: bad news raises real debt outstanding relative to output,

lowers the marginal value of safe-asset services, and lowers the bond price. Both the



fiscal-capacity and convenience channels are driven by the government’s fiscal burden; only
the safe-haven channel is not. The same balance-sheet condition triggers both regimes,
and the three channels are summarized by a single empirical statistic, the forward debt

obligation.

2.1 Environment

Output and consumption. A representative household consumes the perishable endowment

Ct = }/t, with

Y1 = Yiexp(g + poey + oe441), e, ~N(0,1) iid. (1)

The innovation ¢; is a productivity shock with persistence p > 0: a positive realization
raises current output and expected next-period growth.
Preferences. The household has Epstein—Zin recursive utility with unit elasticity of

intertemporal substitution:

log Vi = (1 8) log Gl + —2— log BV, &)

where v > 0 is risk aversion and 8 € (0,1) the discount factor. Government bonds,
B; (B}') in real (nominal) terms, provide a non-pecuniary service flow Y;&(B;/Y;) in
consumption-equivalent units to their holder (Krishnamurthy and Vissing-Jorgensen,

2012), with B, = B}/ P, and

aB/Y —in(B/Y)? if B/Y <a/n
§(B/Y) = : (3)
a?/(2n) it B/Y >a/n

a € (0,1) and n > 0. The utility-equivalent flow is {; = \; Y; £(B;/Y;), where A\, = 9V, /0C,

is the marginal utility of consumption, and lifetime utility is

Up =Wy + EoZﬁt Gt (4)

t>0

We restrict attention to the active range B;/Y; < a/n.



Government. The government runs no spending and collects taxes,
s; = TY,, 7€ (0,1). (5)
The government rolls over its debt subject to the nominal flow budget constraint,
(14+4-1)B (1 —-0) = P7Y: + B}, (6)

where B} is new issuance of one-period nominal debt. The central bank targets gross

inflation 1 + 7, so P, = (1 + 7)P,—; when the peg holds. In real terms,

B, = 2 B — 1Y, (7)

(1+it71) (1 — 0
1+7

We assume a + 17 < 1, which keeps the marginal convenience wedge below one along the

equilibrium path.

2.2 Equilibrium asset prices

Stochastic discount factor. The Epstein—Zin pricing kernel is

1—y
C Vie
Mt"r]. - 5Ct+1 (E V1 ’y)l/(l—'y) Y (8)
t Vi1

and substituting the equilibrium value function (see Appendix A) yields

log My 1 =log B — (g + poey) — Ge 9)

(v — 1)*0*(1+ Bp)?, (10)

N | =

where 6 = o[(v — 1)(1 + Bp) + 1] is the loading of log M;,; on the innovation e;41.
Real risk-free rate. From 1 = (1 + 1) E; M,

log(14+r) = —logB + g+ poey — <'y— %)02 + (1 —~)Bpo. (11)

Good news raises the real rate one-for-one with the predictable component of growth po.

FEquity. An equity claim has real payoff Ytj\rl at t+ 1 with A > 1. The nominal price of



equity is given by
pe = PEy [Mya V)], (12)
and log-normality yields

logp, = log P, + log 5 + AlogY; + (A —1)(g + poey)

— L)1 B + B[ -+ Bp) — 1+ A0 (13)
with slope
0log ps
;ip = o[A1+p) —p] > 0. (14)

The nominal equity price moves in the same direction as the output news.

2.3 Default risk

The government’s real liabilities entering ¢ and its real assets at t are

(14+1ii-1) Bis
1+7

00 J
) A = B My 7Yoo, Misyj = T[ Megs. (15)

7=0 k=1

LtE

The real value of liabilities L; is predetermined at ¢ — 1; the real value of assets A; is the
present value of the entire stream of future taxes. Default occurs whenever the government

is not solvent:

The default event at ¢t 4+ 1 reduces to ;41 < z; with threshold

1 144, B, (1 p)
2 = Ullog<1+7T Y, — g — poeg| . (17)

The threshold rises with the forward debt obligation (1 + 4;)B;/(1 + 7) and falls with
fiscal capacity 7Y;/(1 — ).



2.4 Bond pricing under monetary dominance

The nominal price of a one-period bond is

(18)

o = 1 E[Mt+1(1_5t+1)‘|'

1+4, 1-¢ " L4 mp
The first factor is the convenience premium. The second factor is the discounted expected
nominal payoff conditional on no default. Joint log-normality of M;,; and &;,1 reduces

the bond price to

log gr = log(1 = (2 +6)) — log((1+r,)(1+7))

- log(l—oz—H]Bt/Yt), (19)

where ® is the standard normal cumulative distribution function and & is the change-of-
measure shift from the physical to the risk-neutral measure.
Given (17), the bond log-slope is

dlog q; TY; o a—§
_ (14 _ 2
D2, <+Bt)1—@t<@t+1—§g po (20)

where

@t_ 1 ¢(Zt+a')

T o1 —®(z+6) (21)

is the hazard rate of government default.?

We compute the date-t conditional correlation between log p;.1 and log ;.1 on the
event of no default at t + 1, e;11 > 24, so all conditional moments below are taken under
this event. The bond at ¢ + 1 is then priced as a one-period claim with potential default

at t 4+ 2, the only remaining default risk.

Proposition 1 (Components under monetary dominance). Under monetary dominance,

2The factor 1/(1 — ©;41) in the bond log-slope is the geometric sum of a yield-default feedback with
loop gain ©.y1: a bad-news shock raises the conditional default probability, the equilibrium yield rises
to compensate, the higher yield raises debt service and the default probability further, and so on. For
O¢+1 < 1 the series converges and the credit channel is procyclical; for ©;,1 > 1 the slope flips sign and
the economy enters the self-fulfilling-default region of Calvo (1988) and Cole and Kehoe (2000). We
therefore assume that ©,117 < 1 always.

10



conditional on €,11 > 2z,

0 0 a— &
b __q t+1 t+1 t+1
oto =B oo 4B _—
! 1 — O 1 =01 1—& 4
~~
credit convenience safe-haven

where 01 = 1+ 7Yy41/Biy1 is a prozy for fiscal capacity and of = y/Var,(log gi11)-

Credit and convenience are positive contributions while safe-haven is negative, so the
sign of p¥ is the sign of the net of the three. The term labeled credit is the fiscal-capacity
channel of the introduction: under monetary dominance it operates through the default
hazard ©, and under fiscal dominance the corresponding term in Proposition 2 operates

through inflation dilution, not default.

2.5 Bond pricing under fiscal dominance

The central bank holds the inflation peg m; = 7 whenever it is consistent with the
government’s budget. At the peg, real liabilities are L; = (1 +4;—1)B;—1/(1 + 7) and the
present value of the maximum surplus stream is A, = 7Y;/(1 — §). The peg is sustainable
when A; > L;. On the complementary event A; < L; the budget cannot close at the peg,

and one variable must adjust to restore L; = A;.
Lemma 1 (Common trigger). The event A; < L; activates a regime-specific adjustment:

o under monetary dominance, the government defaults and inflation is pegged;

o under fiscal dominance, inflation adjusts to satisfy the government budget.
The trigger threshold is identical across regimes; only the adjustment variable differs.

Under fiscal dominance the bond pays one nominal unit at ¢ + 1 in every state,
no default. On the trigger event, the price level rises so that L; = A; ex post. The

fiscal-dominance price level satisfies

(40 ) B (1-8)
1 +m = T}/; ) (22)

whenever ¢; < z;_; (m = 7 otherwise) and the price-level slope is dlog P,/0e;, = —o.
We compute the date-t conditional correlation between log p;y; and log g;1 on the

event of no trigger at t + 1, €,.1 > 2;. All conditional moments below are taken under this

11



event. The bond at t 4+ 1 is then priced under fiscal-dominance resolution with potential

trigger at t + 2.

Proposition 2 (Components under fiscal dominance). Under fiscal-dominance resolution,

conditional on €411 > 2,

) ) a—E&
sb _q —F t+1 @ E t+1 t+1 |
pp’oi/o t[l ~ 6 t+11 + Iy -0 1-¢,,

credit convenience safe-haven

0 U, A - &
B Et[ t+1 t+1 041 (1 n Oéffﬂﬂ
1—0i1 1+ Uy Ay =&

fiscal-capacity correction

where 0,1 = 1+ 7Y11/Byy1 is a proxy for fiscal capacity, of = \/Var,(log gi11),

— gMP 1 241+ 0 —
Vi = B2 — G, 0, A1 = Ozt JA o)
Gis1 1—-0110P(z41+06—0)

—1>0,

and gMP is the nominal price of a bond under monetary dominance (18).

The first three terms are identical to Proposition 1. The fourth term, the fiscal-capacity
correction, is the contribution specific to fiscal dominance. Under monetary dominance
the bond pays zero on the trigger event; under fiscal dominance it pays one nominal unit,
diluted by the inflation spike. The correction is negative because the bond is effectively
safer. W,, is the share of ¢, ;1 accounted for by this recovery, A;y; is the elasticity of
that share to news at ¢ + 1, and the factor 1 4 (o — &, ;)/(1 — &) collects the principal

recovery together with the convenience flow.

2.6 Large fiscal capacity and regression

Proposition 3 (Convenience with zero credit risk). In the limit ®(z+ &) — 0, the credit
channel (shared by Propositions 1 and 2) and the fiscal-capacity correction of Proposition 2

both vanish, and

s a — 6/
Ptb 03/0 = E, l9t+1 fH] - p.
1 =&

The stock-bond correlation is positive if and only if the convenience term exceeds p.

12



Large fiscal capacity shuts down default and fiscal-driven inflation, leaving convenience

as the only state-dependent driver of pf® and a function of forward debt obligation.

Proposition 4 (Regression under monetary dominance). Under ®(zi41 + ) < ®(—0),

to first order,

(1+1) By

Y, (23)

beatq/a ~ Bo + b

with B1 > 0 pooling the credit and convenience channels of Proposition 1.

Proposition 5 (Regression form under fiscal dominance). For 78/(1 — ) sufficiently
small, there exists ¢ € (0, ®(—0o)] such that, under ®(z,41 + ) < ¢, (23) holds with f; > 0

pooling the credit, convenience, and fiscal-capacity correction channels of Proposition 2.

The intercept 5y combines the safe-haven term with the level of the fiscal channels at the
expansion point; the slope 3; pools the non-safe-haven channels. Together, Propositions 4
and 5 motivate a local regression of the volatility-scaled correlation on the forward debt
obligation (1 + i;)B;/Y; under their stated conditions, the observable through which all
non-safe-haven channels move the bond-equity correlation.

The bond’s exposure to output news depends on how strongly the default probability
responds to a shock, and this response is amplified by the primary surplus per unit of
debt. The propositions give sufficient conditions for a positive slope of the volatility-scaled
correlation and do not establish a reversal beyond the threshold. Under fiscal dominance,
the price-level adjustment of (22) provides a partial real recovery on fiscal-stress events.
This recovery attenuates the credit and convenience contributions to the bond log-slope,

requiring the tighter threshold ¢ < ®(—o) for g; > 0.

3 Data

We construct a monthly and an annual panel of stock-bond correlations, fiscal variables,
and macroeconomic controls for 44 countries, with annual observations over 19602025
and the monthly panel extending into 2026. The sample covers 29 advanced economies

and 15 emerging market economies.® Both panels are unbalanced due to the staggered

3Advanced economies include Australia, Austria, Belgium, Canada, Czechia, Denmark, Finland,
France, Germany, Greece, Hong Kong, Ireland, Israel, Italy, Japan, Korea, Lithuania, the Netherlands,

13



entry of countries, but once a country appears its history is nearly complete. The data
run through the vendors’ latest observations. The monthly panel measures the correlation
from daily returns inside each calendar month, which gives 14,282 estimation observations
on the common sample of Table 2, which requires the policy rate, against 1,757 in the
annual panel constructed from monthly returns; Table 4 uses the 14,414 country-months
available without that requirement. The monthly panel holds seven countries in 1990, 22
in 2000, and all 44 from 2010. The annual panel reaches back to 1960 for some countries

allowing us to also cover the high-inflation decades.

Stock-bond correlations. Our dependent variable is the realized correlation between
stock returns and government bond returns. For each country and month we pair the
daily log return on a broad national equity index with the daily return on a synthetic
10-year zero-coupon government bond, and we keep the month if both legs are observed
on at least 15 trading days. The annual measure pairs monthly returns on the same two

instruments and requires at least ten monthly observations.

Equity and bond returns. We combine data from multiple sources to construct the
stock-bond correlation. At daily frequency each leg comes from a single source per country.
The bond leg is a 10-year zero-coupon yield: the Giirkaynak et al. (2007) curve for the
United States, the Bank of England curve for the United Kingdom, and the published
BIS or Bloomberg curve elsewhere. For fourteen countries we fit a Nelson-Siegel curve
(Nelson and Siegel, 1987) to Datastream benchmark par yields, with the decay parameter
fixed at the value of Diebold and Li (2006), and where a country’s par grid is too sparse
to support a fit, we use the vendor’s converted benchmark quote instead.* The equity
leg is the CRSP value-weighted return for the United States and the local Datastream or
MSCI index elsewhere. We compute daily bond returns with the duration approximation,
rfi = —n Ay,; /100 with n = 10: the carry a 10-year bond earns over one day is negligible

against daily yield volatility, so we omit it. At the monthly horizon, carry is no longer

New Zealand, Norway, Portugal, Singapore, Slovenia, Spain, Sweden, Switzerland, Taiwan, the United
Kingdom and the United States. Emerging market economies include Brazil, Chile, China, Colombia,
Hungary, India, Indonesia, Malaysia, Mexico, Peru, the Philippines, Poland, South Africa, Thailand and
Turkey.

4Lithuania is the only country never fitted, and Appendix B counts the dated substitutions elsewhere;
the leave-one-out estimates of Figure C.2, which drop Lithuania with every other country in turn, do not
change the results.
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negligible, so monthly returns follow the log-linear approximation of Campbell et al.
(1997), rfi = y;1—1/12 — n Ay, 4, which retains it. The monthly histories reach further
back by splicing: 29 of the 44 bond series and 35 of the 44 equity series draw on more

than one source, always joined on returns and never on yield or price levels.

Forward-looking interest expense. Our right-hand-side variable of interest is the

forward-looking interest expense,

el — Dz’,t Y10,i,t
wt Yii 100 °

This is the interest bill the government would owe if its whole debt stock were refinanced
at today’s yield. It is the empirical counterpart of the forward debt obligation in the
model of Section 2, the single statistic that carries its fiscal channels. Realized interest
payments are not the object the model points to: the forward debt obligation reprices
the whole stock at today’s rate, whereas realized payments carry rates fixed at issuance
and respond to news only as the debt rolls over. Appendix C.1 moves the regressor from
realized payments to the forward-looking measure, and along the way the association rises
and is estimated more precisely. We take the debt ratio from the IMF World Economic
Outlook, which reports general government gross debt, and extend it back with the IMF
Historical Public Debt Database, where most of the pre-1990 observations come from.
In the baseline specification, the yield is the same 10-year zero-coupon series that prices
the bond leg, and Appendix C.1 rebuilds the measure using different maturities. In the
monthly panel the debt ratio is the last annual figure the source had published, so every

monthly observation is predetermined.

Macroeconomic controls. The controls are consumer price inflation, real activity
growth, and the central bank policy rate, each assembled from a cascade of sources that is
identical for every country. Real activity growth is industrial production growth for most
of the panel and real GDP growth for the rest. A fourth control, the VIX| is a global time

series, so it matters only in specifications without period effects.

Fiscal shifters. Section 6 requires news about the fiscal position that is not itself a

market price, and we measure such news in two ways. The first is sovereign rating actions.
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We assemble the rating histories of Moody’s, S&P, and Fitch into 1,415 actions covering
43 countries from 1974 and map letters to a common notch scale. The shifter is the sum
of signed notches across the agencies covering the country in that year, divided by their
number, so that a country followed by all three does not register three times the move
of a country followed by one. A large language model then reads the newswire coverage
of each action, which republishes or paraphrases the agency’s statement, and records
the origin the agency gave for it and whether it also named a non-fiscal cause. We use
these two readings to keep only the actions taken for a stated fiscal reason. The second
measure is monthly and comes from newspaper coverage. For each country-month, a
large language model reads the Wall Street Journal articles that a separate attribution
pass assigns to the country and returns the share that discuss the sustainability of its
public finances, the country’s fiscal salience. The corpus is 200,391 articles from January
2000. Appendices B.8 and B.9 describe the classifiers, the filters, and the placebos we run

against both measures.

Credit and inflation compensation. Section 7 splits the interest bill into a credit
share, priced from the sovereign credit default swap (CDS) spread, and a non-default share.
The CDS series is the five-year spread, 12,142 country-months for all 44 countries from
January 2001. We take the spreads from Markit. Every quote is for a senior unsecured
contract on the sovereign. For the fourteen countries with a sovereign inflation-linked
curve we also take a five-year real yield, and breakeven inflation is the five-year nominal
yield less the real yield. Appendices B.6 and B.7 describe both series.

Table 1 summarizes the main variables of the paper. Panel A describes the monthly
estimation panel, which carries the baseline regressions, and Panel B the annual panel,
which reaches back to 1960 and carries the horse race between interest expense and its
components. Panel C describes the fiscal shifters of Section 6 and the yield components
of Section 7, each on the sample its section estimates on. For every variable the table
reports the number of observations, the mean, the overall standard deviation with its
between- and within-country parts, and the tenth and ninetieth percentiles. Both regimes
are common: in each panel the correlation’s tenth percentile is negative and its ninetieth
positive. The between- and within-country standard deviations of ie®™ are of similar size,

so the panel carries cross-country level differences and within-country movements in equal
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measure.

Table 1: Summary statistics

Variable N Mean SD Between Within pl0 p90
A. Monthly panel
Stock-bond correlation 14,632 -0.01 0.34 0.13 0.32 -0.47 045
Interest expense, forward-looking (% of GDP) 14,490 2.79 2.57 1.86 1.89 044 5.77
Debt / GDP (%) 14,490 63.70 38.48 32.96 19.31 28.08 108.22
10-year zero-coupon yield (% p.a.) 14,632 4.75 3.29 258 236 099 8.96
Policy rate (% p.a.) 14,442 3.67 3.83 278 298 0.05 8.00
CPI inflation (% p.a.) 14,620 3.02 4.19 3.19 3.33 0.20 6.25
Real activity growth (% p.a.) 14,514 248 1086  2.29 10.63 -4.12 8.94
B. Annual panel
Stock-bond correlation 1,788 0.13 0.39 0.15 0.37 -0.42 0.63
Interest expense, forward-looking (% of GDP) 1,734 3.08 2.89 1.95 2.27 0.63 6.43
Debt / GDP (%) 1,737 57.12 36.61 26.01 26.66 17.95 103.92
10-year zero-coupon yield (% p.a.) 1,785 5.92 3.77 2.36 3.26 156 11.14
Policy rate (% p.a.) 1,746 4.88 4.33 2.64 3.81 0.18 10.17
CPT inflation (% p.a.) 1,788 3.98 4.41 3.07 3.84 0.57 872
Real activity growth (% p.a.) 1,780 3.05 6.61 2.03  6.36 -2.34  8.68
C. Fiscal shifters and yield components
Rating shifter, all actions (notches) 1,391 -0.02 0.61 0.10 0.61 -0.50 0.33
Rating shifter, fiscal origin (notches) 1,391 0.00 0.19 0.03 0.18 0.00 0.00
Fiscal salience (share of articles) 11,962 0.03 0.09 0.04 0.08 0.00 0.09
5-year CDS spread (% p.a.) 11,013 0.83 1.07 0.63 0.86 0.08 1.91
Credit share of TEfv (% of GDP) 10,957 0.55 1.10 0.59 0.94 0.03 1.23
Non-default share of TEfY (% of GDP) 10,957 1.48 1.66 1.29 1.13 -0.23 3.74
5-year real yield (% p.a.) 2,687 1.06 2.19 1.72 1.47 -1.38  4.02
5-year breakeven inflation (% p.a.) 2,687 2.58 1.71 1.60 0.92 094 5.08

Note: This table reports summary statistics for the main variables of the paper. Panels A and B are the two estimation
panels, each cut to the country-periods that carry a dependent variable: in the monthly panel the stock-bond correlation
is the non-overlapping monthly correlation of daily equity and daily 10-year zero-coupon bond returns, and in the annual
panel the calendar-year correlation of monthly returns. Panel C reports the fiscal shifters of Section 6 and the yield
components of Section 7, each on the sample its section estimates on. Between is the standard deviation of country means
and within the standard deviation of deviations from them. Real activity is industrial production growth for most of the
panel and real GDP growth for the rest.

Appendix B documents the construction in full. For each country it states which source
supplies each series and why, how we convert benchmark par yields to a zero-coupon curve
where no published curve is available, and how we splice the monthly bond history across
sources back to 1960. It tests the spliced history segment against the series that supersedes
it on the annual correlation itself. It summarizes the screens and dated exclusions we apply,
which the replication package documents one by one with their reasons. Appendix C.5

re-estimates the main tables with every screen and correction switched off.
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4 Interest expense and the stock-bond correlation

The model ties the stock-bond correlation to the product of the debt stock and the rate at
which the debt reprices. Its observable counterpart is the forward-looking interest expense
ratio ie™ defined in Section 3. This section estimates the relationship between ie™ and
the correlation on both panels: the monthly panel, where the correlation is measured from
daily returns and which carries the baseline, and the annual panel, which reaches back to
1960 and is where the product can be raced against its components (i.e. debt-to-GDP
ratio and the yield). All right-hand-side variables are lagged one period, and standard
errors are two-way clustered by country and by period.

Figure 2 plots the annual panel across and within countries. Countries with higher
average ie®™ have more positive average correlations; the cross-country slope is 0.039
with an R? of 0.25. The yield leg is what separates countries with similar debt stocks.
Japan carries the second-highest average debt ratio in the sample, yet low yields hold its

™ near two percent of GDP and its correlation is negative on average. Brazil

average ie
combines moderate debt with high yields and sits at the top of the distribution on both
axes. Within countries the fitted lines slope upward as well, with a pooled within-country
slope of 0.048.% These slopes carry no fixed effects, no controls and no lag; the rest of the
section shows that the pattern survives even with two-way fixed effects, macroeconomic
controls including monetary policy rates.

We estimate

,Ofli = + 0 + Bie?z_l + X7 + g (24)

where o; and d; are country and period fixed effects, and X;;_; contains consumer price
inflation and industrial production growth. Table 2 builds the specification one change at
a time, with columns (1) through (6) on a common sample. The pooled coefficient is 0.040.
Either set of fixed effects alone leaves it near that level; both together take it to 0.013,
so a third of the pooled loading survives within country and within month. The macro
controls move it to 0.0137, our baseline (column 5). The central bank policy rate leaves the
estimate unchanged (column 6), so the relationship does not reduce to the level of interest

rates. The five-year correlation and the five-year regressor give 0.0133 (column 7). The

>The six countries in panel (b) of Figure 2 are illustrations. Their median slope, +0.076, is close to
the median of 40.079 across all 44 countries, and the descriptive within slope is positive in 35 of the
44. These slopes use the contemporaneous ratio on the plotted sample; Table C.4 reports the lagged
regression for every country with its standard error. Three of the six rest on thirty or fewer country-years.
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Figure 2: Interest expense and the stock-bond correlation, across and within countries

(a) Across countries: slope 0.039, R2 0.25
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Note: Panel (a) plots each country’s time-series average of ief" against its time-series average of p°® on the annual panel,
with markers distinguishing advanced economies from emerging markets and a fitted line through all 44 countries. Panel
(b) plots the same country-year pairs in deviations from country means, with fitted lines for six countries chosen for long
coverage and a spread of advanced and emerging markets, and a dashed line for the pooled within-country slope over all
44 countries, 0.048. Panel (b) omits 18 country-years above the 99th percentile of ief™ for legibility; every regression in the
paper uses the full sample.
economic magnitude in the baseline is such that a one-within-country-standard-deviation
increase in ie™, 1.9 percentage points of GDP (Table 1), moves the predicted correlation
by about 0.03, about eight percent of the correlation’s within-country standard deviation.

The pooled association draws on differences across countries and on movements common
to all countries over time, as well as on the variation that both sets of fixed effects leave.
Country effects alone still use the common movements, and month effects alone still use
the differences across countries, so with either set the coefficient stays near its pooled
value. The association is stronger in the variation that the second set removes than in
the variation left by both, whichever set enters first.® With both sets, interest expense
and the correlation are each adjusted for country and month effects together, and column
(4) measures the association between what remains. The baseline includes both sets to
control for fixed country characteristics and for shocks common to all countries.

In the model the fiscal burden is multiplicative: debt matters through the rate at
which it reprices, and the rate matters in proportion to the stock it applies to. The debt

ratio is published once a year, so the horse race between the product and its components

runs on the annual panel, the frequency at which both factors move. Table 3 reports it.

6With country effects alone, the coefficient of 0.037 is a weighted average of 0.092 on the variation
that month effects go on to remove and 0.013 on the rest, with weights of 0.30 and 0.70. With month
effects alone, the coefficient of 0.033 averages 0.050 on the variation that country effects go on to remove
and 0.013 on the rest, with weights of 0.55 and 0.45. The weights are shares of the variance of lagged
interest expense left by the included effects, and both identities hold exactly before rounding.
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Table 2: Interest expense and the stock-bond correlation, monthly panel

(1) (2) (3) (4) (5) (6) (7)

VARIABLES psb,lOY psbJOY psb,lOY psb710Y psb,lOY psb710Y psb75Y
it it it it it it it

IE{f_l 0.0398*** (.0369*** 0.0334*** 0.0130*** 0.0137*** (0.0137*** (0.0133***

(0.0097)  (0.0120) (0.0076) (0.0031) (0.0029) (0.0029) (0.0040)
Macro controls No No No No Yes Yes Yes
Policy rate control No No No No No Yes No
Country FE No Yes No Yes Yes Yes Yes
Month FE No No Yes Yes Yes Yes Yes
Observations 14,282 14,282 14,282 14,282 14,282 14,282 13,903
R? 0.089 0.157 0.343 0.439 0.442 0.442 0.432

Note: This table reports panel regressions of the monthly stock-bond correlation, the non-overlapping correlation of daily
equity and daily 10-year zero-coupon bond returns within a calendar month, on forward-looking interest expense lagged
one month. Columns (1) to (6) are estimated on the common sample of column (6), so a change across columns is the
specification and never the sample; column (7) replaces the dependent variable with its five-year twin and is estimated
on the rows that variable reaches. Standard errors, in parentheses, are two-way clustered by country and by month. ***
p<0.01, ¥* p<0.05, * p<0.1.

Alone, ie™ enters at 0.0145, significant at the one percent level; the debt ratio alone is
indistinguishable from zero, and the yield alone gives 0.0133. When the product and both
of its components enter together in column (4), ie™ keeps a coefficient of 0.0131, now
significant at the ten percent level, while neither component is distinguishable from zero.

Table 4 asks whether the relationship is stable over time. The columns are nested, each
keeping every country-month from the stated year onward, and the two panels estimate
the same coefficient under pooled OLS and under the baseline model on identical rows.
The within estimate is positive and significant in every column. The pooled estimate is
larger in every column. The within estimate is larger on the 2015 sample, 0.032 against
0.014 on the full sample, and the pooled estimate rises by less, so the ratio of the two falls
from 2.9 to 1.6. The slope across country averages is stable, between 0.044 and 0.051 on
the five samples, so what has changed in the recent data is the within-country association,
which has moved toward the cross-country one.

The aggregate series in Figure 1 show the same movement over time, and the fiscal
variable moves with it. Over the 1990s yields fell and, from the middle of the decade,
debt ratios fell with the fiscal consolidations of the period, so the average forward-looking
interest burden of the advanced economies fell from 5.7 percent of GDP in 1990 to 3.1 in
1998. Their average correlation, positive through the middle of the decade, was negative
by 1998, and across all 29 advanced economies in the panel it stayed, apart from 1999,

at or below zero through 2021, years in which low yields held the burden down, to 0.3
percent of GDP in 2020. After 2020 the sequence ran in reverse: debt ratios were higher
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Table 3: Interest expense against its components, annual panel

(1) (2) (3) (4)

VARIABLES pf’l;,l()Y pil;,lOY pf};,lOY pil;;lOY
IBfY, 0.0145%+* — —  0.0131*
(0.0050) (0.0073)

(D/Y )it — 0.0003 —  -0.0002
(0.0006) (0.0006)

Y — — 0.0133**  0.0038
(0.0061) (0.0068)

Macro controls Yes Yes Yes Yes
Country FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Observations 1,757 1,757 1,757 1,757
R? 0.375 0.371 0.374 0.375

Note: This table reports panel regressions of the annual stock-bond correlation, the calendar-year correlation of monthly
equity and monthly 10-year zero-coupon bond returns, on forward-looking interest expense and its components, each lagged
one year. IEf™ is the product of debt to GDP and the 10-year yield. All four columns are estimated on the common
sample the saturated column defines and carry country and year effects and the two macroeconomic controls. A dash
marks a regressor the column does not enter. Standard errors, in parentheses, are two-way clustered by country and by
year. *** p<0.01, ** p<0.05, * p<0.1.
and yields rose, the average burden reached 2.5 percent of GDP in 2023, and the average
correlation turned positive in 2022 and remained positive through 2025. The United
States alone traces the same path, from a correlation near 0.4 at a burden above five
percent of GDP in 1990, through two decades in which the correlation was negative in all
but two years and the burden drifted down from near four percent of GDP to two, to a
positive correlation in 2022 to 2024 as the burden returned to five percent.” Appendix C.1
gives the slower-moving evidence behind this paragraph: Figure C.3 re-sorts the countries
every month on their lagged interest expense, and the top third sits above the bottom
third in all but one month since 1997; Figure C.4 traces the United States since 1962.
The within estimate is moderate because the specification asks a demanding question
of the data. Month effects absorb the component of the correlation that all countries
share in a month, which is where its largest movements occur, and together with the
ratio they explain a third of its variance (Table 2, column (3)). The debt ratio changes

once a year, so what identifies the coefficient is the yield moving against a slowly moving

debt stock. Inflation is the leading account of the stock-bond correlation in United States

"The averages in this paragraph are of the monthly panel by calendar year; the 1990s figures are for
the ten advanced economies observed by 1991, seven of which are present in 1990, so that entry into the
panel does not move them. In the United States alone, the time-series regression of Table C.3 gives a
slope of 0.21 (0.02) with an R? of 0.43, the highest in the table, and across the 29 advanced economies
the slope is positive in 24 and significant at the five percent level in 15.
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Table 4: The monthly baseline on later samples

(1) (2) (3) (4) (5)

Sample Full 1990+ 2000+ 2010+ 2015+
A. Pooled OLS

IEZ{;'Ll 0.0399*** (0.0387*** (0.0330*** 0.0354*** (.0504***

(0.0097)  (0.0093)  (0.0082)  (0.0108)  (0.0061)

B. Two-way fixed effects and controls

IEZ{;'Ll 0.0138*** 0.0145%** 0.0171*%%*  0.0156%* 0.0317***
(0.0029)  (0.0029) (0.0038)  (0.0064)  (0.0064)

Observations 14,414 14,036 12,463 8,279 5,666
Months 653 433 313 193 133

Note: This table reports the monthly baseline on cumulative, nested samples, so it answers whether the result survives
dropping early data. The cut is on the dependent variable’s date and the boundary is inclusive, so the 1990 column begins
in January 1990 and uses the December 1989 regressor on its first row. Both specifications within a column are estimated
on the same rows, so the two panels differ by model and never by sample; every column carries all 44 countries. Standard
errors, in parentheses, are two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1.

data (Campbell et al., 2017, 2020), and the panel agrees with it across countries: without
country effects, higher inflation goes with a more positive correlation. Within a country
and a month, on the country-months with inflation at most 10 percent, its coefficient
is zero alone or beside the fiscal variable, whose coefficient is unchanged (Table C.5).
On the within variation the fiscal variable carries the larger standardized effect, eight
percent of a within-country standard deviation against six for inflation and under one for
industrial production. A one-standard-deviation move is also a modest yardstick for a
regressor with large realized swings. The median country’s own range of ief”, from its tenth
to its ninetieth percentile, is three percentage points of GDP and moves the predicted
correlation by 0.04. Portugal’s deterioration between 2008 and 2012, 8.5 points of GDP,
implies 0.12, more than a third of a within-country standard deviation, over years in
which its correlation went from —0.34 to +0.34. Across countries, on the monthly panel’s
country means, the association is three times as strong. Between the tenth and ninetieth
percentiles of average interest expense, 3.4 points of GDP apart, the between-country
slope predicts a gap in average correlation of 0.15 against 0.05 at the within estimate, and
the observed gap is 0.28.8

Appendix C.1 collects the robustness checks for this section. Figure C.1 varies the
construction of ie'™ in both of its choices. Along a blend running from realized interest

payments, the current interest expense over GDP, to the forward-looking ratio, the estimate

8Section 5 reports the euro-area quasi-experiment. After the Greek deficit revision of October 2009,
the change in the gap between the periphery and the core, relative to the period before the revision,
averages 0.44 over the following eighteen months and peaks at 0.72.
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is indistinguishable from zero at the backward-looking end and rises monotonically toward
ief™ where it is also estimated most precisely, the end the model’s forward debt obligation
points to. Across the maturity of the yield inside the product the estimate is similar at every
maturity and peaks at the ten years we use. Figure C.2 re-estimates the baseline dropping
each country in turn; no exclusion changes the sign on either panel, and the largest move
is 14 percent of the estimate. Table C.6 shows the association runs one way on the annual
panel: lagged interest expense predicts the correlation beside the correlation’s own lag, and
the lagged correlation does not predict interest expense. Table C.1 replaces the dependent
variable with its Fisher transformation and with the volatility-scaled correlation from the
model’s regression form, and the estimate stays positive and significant at the one percent
level in every column. Table C.2 swaps the monthly debt leg for a linear interpolation,
and the two constructions agree to within 0.0002 at ten years. Tables C.3 and C.4 report
the regression country by country at both frequencies: the estimate is positive in 34 of
44 countries at each frequency, and the country estimates correlate at 0.80 across the
two. The positive coefficients of Tables 2 and 3 survive removing the discretionary screens.
Appendix B summarizes the discretionary screens, masks and corrections we apply to
the raw data, which the replication package documents one by one, and Appendix C.5
re-estimates Tables 2 through 4 on a dataset rebuilt from the same raw inputs with all but
the two estimation floors switched off. The cleaning mostly lowers the ten-year estimates:
without the screens the coefficient is larger in every ten-year column of Table 2 and in
both columns of Table 3 in which it enters, by up to 1.2 standard errors of the baseline,
and smaller only in the five-year column; it keeps its sign and remains significant in every
column of both builds.

The interest expense ratio could be a yield with a label. Its monthly variation comes
mostly from the yield moving against a slowly changing debt stock, and a yield moves
with monetary policy and the term premium as well as with fiscal risk. Three pieces of
evidence speak to this concern. The policy rate leaves the association unchanged (Table 2).
Section 5 compares countries that share monetary policy, a currency and an inflation
target, and Section 6 measures the fiscal position from text with no market price in it;
both find the association. Section 7 splits the yield and finds that within countries the
association sits in the compensation for sovereign default, while the rest of the yield carries

a precisely estimated zero. What these results leave open is how the yield’s association
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scales with the debt stock, the question the annual horse race answers only at the ten
percent level.

Section 5 takes a step further toward identifying the effect within the context of the
euro area, where countries share a central bank, but differ in fiscal positions. Section 6
builds two measures of the fiscal position from text, newspaper fiscal salience and signed
rating actions, and finds the same positive association. Section 7 decomposes the yield

inside ie™ into its components and asks which carries the association.

5 A quasi-experiment: the euro area after October

2009

The panel regressions of Section 4 associate interest expense with the stock-bond correlation,
but the regressor is not randomly assigned. The ideal comparison would contrast countries
that experienced an unanticipated, sustained shift in fiscal sustainability with otherwise
similar countries, with outcomes moving in parallel beforehand and a transmission channel
running through sovereign credit, not through monetary or inflation factors. The euro area
in 2009-2011 matches more of these features than any other episode in our sample: fiscal
positions diverged within a group of countries that share a central bank, a currency, and an
inflation target, so that within-area differences in sovereign yields reflect country-specific
components, predominantly sovereign credit. An account based on the covariance regime
of inflation operates at the level of the monetary regime, which these countries share; it
can move the area-wide correlation but cannot by itself generate a divergence between core
and periphery within it.” On 20 October 2009 the incoming Greek government announced
that the 2009 deficit would be 12.7 percent of GDP, roughly twice the figure previously
reported. The revision triggered a sequence of sovereign rating downgrades and repriced
periphery sovereign credit. The euro-area crisis literature converges on this revision as
the trigger of the sovereign debt crisis (Lane, 2012; Krishnamurthy et al., 2018), and we
adopt it as the event date.

The sample is the eleven euro-area members with continuous daily data through the

9The country-specific inflation risk that emerged within the area, redenomination risk, is not an inde-
pendent inflation account: pressure to leave the currency union arises from fiscal stress, so redenomination
premia are a form the fiscal channel takes. Krishnamurthy et al. (2018) document redenomination premia
in Spanish and Portuguese sovereign yields around the ECB’s interventions.
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event window: Greece, Ireland, Italy, Portugal and Spain as the periphery, and Austria,
Belgium, Germany, Finland, France and the Netherlands as the core.!® The dependent
variable is the correlation of daily equity log returns with daily ten-year zero-coupon
bond returns, computed inside event bins of three months anchored on the announcement,
requiring at least 40 trading days per bin. Bin +1 covers 20 October 2009 to 20 January
2010; the announcement falls on a bin boundary, so no period is discarded as contaminated.
With six bins on each side the panel is balanced at 132 country-bin observations, and the
post-event window closes in April 2011, before the Securities Markets Programme reached
Italian and Spanish debt and before Outright Monetary Transactions, so the estimates do

not depend on the later ECB regime.!! We estimate

pfl}€ = o; + 0 + Z B - (Peripheryz- x 1[bin = kD + ik, (25)
k#—1
where a; and §; are country and event-bin fixed effects and k& = —1 is the reference

bin. Standard errors are country-clustered with a small-sample correction for the eleven
clusters (Cameron et al., 2008), and we corroborate every reading with randomization
inference over all (151) = 462 ways of assigning five of the eleven countries to the periphery,
which is exact at eleven clusters and does not rely on asymptotics in their number.

Figure 3 reports the path. The coefficient in the first bin after the announcement is
small, 0.12 with a randomization p-value of 0.10, consistent with a trigger whose pricing
implications took a quarter to reach the realized correlation. The gap appears in the
second bin and persists through the end of the window. The largest coefficient, 0.72, falls
in the bin from 20 April 2010, the window containing the first Greek assistance package.
Averaged over the post-event window, the change in the periphery-core gap relative to the
reference bin is 0.44, and no assignment of five countries produces a larger estimate than
the actual periphery, a randomization p-value of 0.002.'2

The periphery label was produced by the crisis itself, so we verify that it is not chosen
after the fact. Sorting the eleven countries on their average five-year sovereign CDS spread

over the first half of 2008, before the failure of Lehman Brothers and fifteen months

10G]ovenia, the twelfth long-standing member, has no bond quotations in the reference window and is
excluded from the reported specification; Appendix C.2 restores it.

" The window also closes before the second Greek assistance package (March 2012) and the “whatever
it takes” speech (July 2012).

12The standard error of the post-event average is 0.09.
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Figure 3: The euro area around the October 2009 Greek deficit revision
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Note: Each point is the coefficient on the interaction of a periphery indicator with an event-bin indicator, from a regression
with country and bin fixed effects; bin —1 is the reference. The dependent variable is the correlation of daily equity
log returns with daily 10-year zero-coupon government bond returns inside each bin, requiring at least 40 trading days.
Bins are three-month windows anchored on the announcement of 20 October 2009, six on either side. The sample is the
11 euro-area members with continuous data through the window, 132 country-bin observations; the periphery is Greece,
Ireland, Italy, Portugal and Spain. Bars are 95 percent confidence intervals from country-clustered standard errors with a

small-sample correction, a t(10) critical value and a /G/(G — 1) inflation. The dotted vertical line marks the failure of
Lehman Brothers, the dashed line the announcement, and the shaded area the post-event window.

before the revision, puts the same five countries above the median: the grouping the crisis
literature settled on is the one predetermined credit pricing selects. The classification is
also not knife-edge. Moving Belgium, the country closest to the median, into the periphery
changes the difference-in-differences estimate from 0.436 to 0.444 and leaves the path in
Figure 3 materially unchanged. And the indicator is not doing the work: replacing it with
the predetermined spread itself gives 0.243 per standard deviation, and with the periphery
1.71 standard deviations above the core the implied group difference is 0.42 against the
reported 0.44 (Figure C.5).

The pre-event dynamics are broadly consistent with parallel trends, with two qual-
ifications. The five pre-event estimates run from —0.12 to 0.07, none distinguishable
from zero under country-clustered inference, and four of the five have randomization
p-values between 0.23 and 0.92. The earliest bin rejects at the five percent level under
randomization inference (p 0.035), but its estimate of —0.12 is opposite in sign to the
post-event divergence and sits six bins before the event, so we do not read it as anticipation.
A linear trend fitted to the pre-event coefficients gives 0.034 per bin; the randomization

p-value of a zero-trend test is 0.069, the fitted drift is smaller than the single-bin jump
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at k = 2, and a joint test on all five pre-event bins gives p 0.22. These tests cover a
demanding period: the pre-announcement window opens in April 2008 and spans the
failure of Lehman Brothers, with equity volatility across the eleven countries averaging
37 percent annualized against 24 percent over 1999-2019, so the period in which the
periphery-core gap fails to move is a turbulent one.

Two features of the episode limit what the design can claim. First, the largest coefficient
falls in the window containing the first Greek assistance package, so the estimate is the
response of correlations to the fiscal news and to the policy reaction it set in motion; the
design does not separate the two. Second, flight to quality can inflate the gap: if investors
responded to periphery stress by moving into core debt, the core correlation falls with
the periphery’s own shock, and part of the estimated gap would reflect safe-haven flows
into the control group. The non-euro-area advanced economies also moved toward more
negative correlations over 2010 and 2011, so a global risk-off channel operated alongside
the fiscal one. In the raw series, however, the gap is driven by the periphery, whose
average correlation moves from —0.17 to 4+0.23 across the announcement while the core’s
is nearly unchanged, from —0.37 to —0.35, so the estimate is not a safe-haven repricing of
core debt. We do not claim the design eliminates these channels, only that the sign and
timing of the gap survive after acknowledging them.

Appendix C.2 re-estimates the design under sixteen variations, collected in Figure C.5.
Across the thirteen variations of treatment, window, sample and dependent variable the
estimate lies between 0.37 and 0.49, every interval excludes zero, and dropping Greece,
whose deficit is the subject of the announcement, gives 0.40. Three placebo rows anchor a
false boundary two, three and four bins before the announcement; none is distinguishable
from zero. The within-area evidence is consistent with fiscal positions transmitted through
sovereign credit risk, the account Section 7 tests directly by decomposing the yield inside

ie'™ into its credit and non-default components.

6 Fiscal shifters

Section 4 measures the fiscal state from prices, a debt stock multiplied by a yield, and
the correlation it predicts is built from returns. Both sides of that regression are market

prices. Suppose investors demand a higher return on a country’s assets for reasons other
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than its public finances. The yield rises, and the regressor, a debt stock multiplied by
that yield, rises with it; if the same repricing moves the country’s stocks and bonds in one
direction together, the correlation rises as well. The association would then come from a
common repricing and not necessarily from the fiscal channel of the model. We measure
the flow of fiscal news from text: how much of a country’s Wall Street Journal coverage
discusses the sustainability of its public finances, which we call its fiscal salience, and
whether a rating agency acting on the country cites the public finances as its reason. The
first measure is dense, one share per country-month; the second is sparse but carries the
agency’s stated reason as the newswire reports it. We ask three things of them: whether
a higher value of each is associated with a higher stock-bond correlation within country
and month, as ieﬁ‘ft’_l is in Section 4; whether that association is stronger where the fiscal
burden is already high, as the model implies for the response to news at a high default
hazard, a question a regressor that measures the state itself cannot pose; and whether
the fiscal content of the text adds to what general bad news predicts and to what iefﬁfl
predicts. Section 3 and Appendices B.8 and B.9 describe both measures. Within country
and within month, higher salience predicts a higher correlation the next month, and a
signed fiscal rating action, downgrades positive, is associated with a higher correlation in
its own month. The association of the index is strongest where the fiscal burden is already
high. Beside iesz’;_l the index keeps a positive association and the rating estimate falls
and is indistinguishable from zero. Standard errors in the panel regressions are two-way
clustered by country and by month.

The fiscal salience index for a country-month, FSI,;;, is the share of the articles
attributed to the country in which the classifier finds a substantive discussion of the
sustainability of the public finances. An attribution pass assigns each article to the
countries it discusses, and the label records whether the topic is present, whatever tone
the article takes. Because the index is a share of the month’s coverage, the logarithm
of one plus the article count enters every specification, so that the coefficient compares
shares at a given volume of coverage. Both the index and the count are lagged one month,
so the index is measured before the month whose correlation it predicts. The panel covers

44 countries from February 2000 to January 2026, 11,802 country-months. We estimate

Pl = a; + 6 + BFSLy + Olog(1+n,—1) + X,y + e, (26)
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where a; and d; are country and month fixed effects, n;;—; is the article count, and
X, contains consumer price inflation and industrial production growth, which enter
contemporaneously on this panel.!3

Table 5 builds the specification as Table 2 does, in three steps, with columns (1)
through (3) on a common sample. The pooled coefficient is 0.121, significant only at
the ten percent level. Country and month effects together take it to 0.105, and the
macro controls move it to 0.101, our baseline (column 3), significant at the one percent
level. A one-standard-deviation move in the index within country and month, 0.16, shifts
the predicted correlation by about 0.016, six percent of the correlation’s own standard
deviation within country and month, 0.26. Dropping 2008 and 2009 tests whether the
association is confined to the financial crisis and leaves the estimate at 0.094 (column 4),
close to the baseline. The last column asks whether the association has weakened since
the crisis. From 2010 onward it is 0.056 (column 5), significant at the ten percent level,

about half the baseline.

Table 5: Newspaper fiscal salience and the stock-bond correlation

(1) (2) (3) (4) (5)

b,10Y b,10Y b,10Y b,10Y b,10Y

VARIABLES o o o ot Pit
Sample Full Full Full Excl. 2008-2009 2010+
FSI; 11 0.1210*% 0.1053*** (0.1014*** 0.0945***  0.0560*
(0.0652)  (0.0346)  (0.0342) (0.0332) (0.0315)
Attention control Yes Yes Yes Yes Yes
Country FE No Yes Yes Yes Yes
Month FE No Yes Yes Yes Yes
Macro controls No No Yes Yes Yes
Observations 11,802 11,802 11,802 10,815 7,662
Countries 44 44 44 44 44
R2 0.040 0.396 0.398 0.399 0.410

Note: This table reports panel regressions of the monthly stock-bond correlation, the non-overlapping correlation of daily
equity and daily 10-year zero-coupon bond returns within a calendar month, on the newspaper fiscal-salience index lagged
one month. The panel covers 44 countries over 2000-02-2026-01. A country-month enters when it carries at least 15
trading days. The index is the share of that country-month’s Wall Street Journal articles in which a language model finds
a substantive discussion of the sustainability of the public finances, the topic and not its tone: the denominator counts
the articles attributed to the country in the month and the numerator counts those of them the model flags. Articles are
assigned to countries by a separate attribution pass of a language model, on both sides of the share, under attribution rule
attr_v1.0. The attention control, the logarithm of one plus the article count, enters every column, including the pooled
one, because the index is a share whose denominator is that count. The macro controls on this panel are contemporaneous,
while Section 4’s monthly controls are lagged; a footnote in Section 6 re-estimates the reported column with lagged controls.
The global series (vix, ebp) take one value per month, so the month effects absorb them in every fixed-effect column and
they are carried there for parity with the pooled column alone. Columns (1), (2) and (3) are estimated on one sample fixed
before the first column, over every regressor in the table and over the lagged interest-expense measure that Appendix C.3
adds to the reported column, so a change across them is the specification; columns (4) and (5) restrict the sample as the
headings state. Standard errors, in parentheses, are two-way clustered by country and by month. *** p<0.01, ** p<0.05,
* p<0.1. P-values behind the stars use the standard normal reference for the clustered t-statistic in the Python build and
a t-distribution with the smaller cluster count less one degrees of freedom in the Stata build.

13Tn Section 4 and in equation (27) the same two controls are lagged one month. Lagging them one
month here tests sensitivity to control timing and leaves the reported column at 0.101 with a standard
error of 0.034, on the 11,800 country-months that carry the lags.
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Table 6 asks whether the association depends on the level of fiscal burden. In the
model the bond’s exposure to news rises with the default hazard, which rises with the
forward debt obligation (equation 17), so the association should be larger where the
burden is already high. Panels A and B re-estimate the baseline inside four bins of the
lagged fiscal burden, ie™ in Panel A and the debt ratio in Panel B. The bins are cut on
an expanding window, with cut points computed on the observations dated before each
country-month. In each panel column (5) estimates all bins jointly and tests whether the
slopes are equal. The association is strongest where the burden is highest. In the bins
sorted on ie'™ the estimate rises from —0.029 in the lowest bin to 0.189 in the top bin.
There it is significant at the one percent level under two-way clustering and under a wild
cluster bootstrap on the 26 countries in the bin (Cameron et al., 2008), and equal slopes

¥ could sort nonfiscal repricing into

are rejected at the one percent level. The yield in ie
the top bin. In the bins sorted on the debt ratio, the top bin gives 0.200 and equal slopes
are again rejected at the one percent level. On either expanding-window sort the three
lower bins are individually indistinguishable from zero. Where the rise begins depends on
how the bins are cut. With the bins cut once on the whole sample, the estimate increases
across all four bins on both sorting variables, and the third bin is also positive at the five
percent level under two-way clustering with a normal reference distribution, so the rise
begins below the top bin (Table C.8). On the debt sort that third bin has a wild cluster
bootstrap p-value of 0.066. The pattern is consistent with the state dependence of the
model’s default hazard.

The second measure uses rating actions taken for fiscal reasons. Figure 4 shows the
cross-country pattern behind it: countries with lower average sovereign ratings have higher
average stock-bond correlations. The 14 countries whose average rating sits within one
notch of AAA have an average stock-bond correlation of 0.07, and the lowest-rated quarter
of the sample, 11 countries, averages 0.33. The regressions below ask whether fiscal rating
actions are associated with the correlation within country and month, once the country
effects absorb these cross-country levels. The rating shifter is the signed notch count of
Section 3, downgrades positive, divided by the number of agencies covering the country
that year. The newswire coverage republishes or paraphrases the agency’s statement. An
action enters under the filter Fi», which keeps it only where that coverage attributes to

the agency a fiscal rationale and no cyclical, banking, external or political cause beside it.
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Table 6: Newspaper fiscal salience by bin of the lagged fiscal burden

T B " oY
sb, sb, sb, sb, SO,
VARIABLES it it it it it

Panel A. IE'{;“_I, expanding window

Observed range [-0.63,2.47] [1.01,3.37] [1.90,5.44] [3.07,54.59]
Mean IE{::I 0.78 1.95 2.81 5.90 2.53
FSI; s -0.0286 0.0513 0.0780 0.1886*** -0.0628
(0.0319) (0.0477) (0.0491) (0.0627) (0.0382)
Wild cluster p [0.008]
x Bin 2 0.0875 (0.0599)
X Bin 3 0.2064*** (0.0552)
X Bin 4 0.3088*** (0.0740)
Equal slopes, p <0.0001
Observations 4,433 2,536 2,250 2,541 11,760
Countries 36 39 36 26 44
Panel B. Debt/GDP; 11, expanding window
Observed range [0.05,45.93] [34.94,60.35] [49.70,81.29] [66.41,258.37]
Mean Debt/GDP; ;1 25.19 43.43 61.99 110.67 64.00
FSI; i1 0.0078 -0.0376 0.0675 0.1999%** 0.0140
(0.0386) (0.0342) (0.0450) (0.0480) (0.0281)
Wild cluster p [0.836] [0.101] [0.001]
x Bin 2 -0.0328 (0.0386)
X Bin 3 0.0702 (0.0811)
x Bin 4 0.2406*** (0.0618)
Equal slopes, p 0.0001
Observations 2,653 2,988 2,489 3,630 11,760
Countries 27 33 28 22 44
Attention control Yes Yes Yes Yes Yes
Country FE Yes Yes Yes Yes Yes
Month FE Yes Yes Yes Yes Yes
Macro controls Yes Yes Yes Yes Yes

Note: Each panel re-estimates the headline column of Table 5 inside bins of the sorting variable named in the panel
heading, and column (5) estimates all bins jointly with the index’s slope free to differ by bin. The interaction rows report
the difference from Bin 1, with the standard error in parentheses beside the coefficient, and Equal slopes reports the joint
test that those differences are zero. Bins are cut across the pooled estimation sample and do not partition countries: a
country moves between bins as its sorting variable moves. Intervals are half open and closed on the right, so a value sitting
exactly on a cut enters the lower bin alone. Panels A and B assign each country-month to the bin its state falls in under cut
points computed on the observations dated strictly before that month; because the cut points move, a bin’s observed range
there overlaps its neighbors; Panel A and Panel B leave 42 early rows unbinned each, because their history is too short to
cut. Table C.8 repeats both panels with the cut points computed once on the whole sample. The debt series carries the
preceding December’s annual value through the following calendar year, so 0 of 1,188 country-years take more than one
monthly value and ties on a cut point are the ordinary case in Panel B. A bin whose country count falls below 30 carries
a wild cluster restricted bootstrap-t p in brackets, 9,999 draws with Rademacher weights clustered on country. Standard
errors, in parentheses, are two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind
the stars use the standard normal reference for the clustered t-statistic in the Python build and a t-distribution with the
smaller cluster count less one degrees of freedom in the Stata build.

The shifter is dated to the month of the action, and the macro controls are lagged one
month as in Section 4. The panel covers 44 countries from February 1974 to January 2026,
14,385 country-months; one of the 44 countries, Switzerland, records no rating action
in the panel. A filter-passing action falls in 205 of them and the shifter moves in 195;
in the other ten the only passing actions are moves into or out of review status, which
the notch scale scores at zero. The newswire archive used for classification begins in

January 1996, so no action enters before then, and the earlier months stay in the sample

with the shifter at zero.!'* Downgrades and upgrades need not have equal and opposite

14 Estimating only on the months the archive covers gives 0.162 with a standard error of 0.063 on 13,271
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Figure 4: Sovereign rating and the stock-bond correlation across countries

Slope = 0.0285, t=5.97, R2=0.459, N=44
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Note: Each point is one country, labeled by its ISO code. The horizontal axis is the time-series average of the year-end
sovereign rating, in notches below AAA. At each year end we average the recorded ratings of Moody’s, S&P and Fitch
with equal weights; an agency enters from its first dated rating in our data. The vertical axis is the time-series average
of the calendar-year correlation ps? of Section 4 over the same country-years, in the annual panel of this section’s rating
actions. The line is an ordinary least squares fit with equal country weights. The figure reports the slope, its t-statistic on
the conventional OLS standard error, and R2.

associations. Both rating tables report the net action and, in a second panel, its two arms,
Action = Down — Up, with the p-value of the symmetry restriction Spewn + Sup = 0 that

the single coefficient imposes. We estimate
P = a; + 6 + BActions + XI,_y + e (27)

where a; and 0, are country and month fixed effects and X, ; contains consumer price
inflation and industrial production growth.

Table 7 associates an agency’s fiscal reassessment with comovement in the month it
acts, consistent with the model’s pricing of fiscal sustainability as default risk. The pooled
coefficient is 0.126, significant at the ten percent level. Month effects absorb what every
country shares in a month and leave the slope imprecise; country effects remove persistent
national differences and sharpen it. With both sets of effects it is 0.158, and the macro
controls leave it there, our baseline (column 5), significant at the five percent level. In

Panel B the downgrade arm is the larger in absolute value and the one significant at the

country-months, so the earlier months, in which the shifter is zero, do not carry the estimate.

32



one percent level, which fits a bond more sensitive to news where the default hazard is
high, if a downgrade marks the more stressed state. Symmetry is not rejected, with a
p-value of 0.505, on an upgrade arm too imprecise to reject it. One notch of downgrade
by every agency covering a country is associated with a shift in the predicted correlation
of 0.19, about seven tenths of the correlation’s standard deviation within country and
month, 0.26. The shifter moves in only 195 of 14,385 country-months and has a standard
deviation within country and month of 0.046, so a one-standard-deviation move in the net

action shifts the predicted correlation by 0.007, about three percent of the correlation’s.

Table 7: Sovereign rating actions and the stock-bond correlation

1) (2) (3) 4) (5)
VARIABLES pibt,my ;l;,lOY fz,my fz,my ;bt,loy

Panel A. Net action
Actionftc 0.1260* 0.1388 0.1343**  0.1584**  (.1580**
(0.0749)  (0.0933) (0.0571)  (0.0630) (0.0635)

Panel B. Two arms

Downftc 0.2338*** (0.3044*** (0.1294%* 0.1861*** (.1878***

(0.0525)  (0.0581) (0.0511) (0.0586)  (0.0592)
Up;§ 0.0384  0.1154 -0.1419  -0.1162  -0.1127

(0.1481)  (0.1286) (0.1200) (0.1038)  (0.1031)
Symmetry p 0.084 0.003 0.923 0.536 0.505
Country FE No No Yes Yes Yes
Month FE No Yes No Yes Yes
Macro controls No No No No Yes
Observations 14,385 14,385 14,385 14,385 14,385
R? 0.000 0.291 0.114 0.436 0.438

Note: This table reports panel regressions of the monthly stock-bond correlation, the non-overlapping correlation of daily
equity and daily 10-year zero-coupon bond returns within a calendar month, on a monthly measure of sovereign rating
actions. The measure counts the rating notches the agencies moved a country in a month, signed so that downgrades enter
Down and upgrades enter Up, divided by the number of agencies covering that country in that year, so a coefficient is the
association with one notch of movement by the country’s full set of raters. Panel A uses the net action Action = Down—Up,
which is positive in the downgrade direction. Panel B frees the two arms and reports the p-value of the restriction Panel
A imposes, that bpown + byp = 0. An action enters under the F¢ filter, which keeps it only where the agency’s own
stated rationale is fiscal and the agency named no cyclical, banking, external or political cause beside it; the filter and
the classification behind it are described in Appendix B. The sample is 44 countries over 1974-02-2026-01, 14,385 country-
months; a filter-passing action falls in 205 of them and moves the shifter by at least a fraction of a notch in 195. The
estimation sample is fixed before column (1), over every regressor in the table and over the lagged interest-expense measure
that Appendix C.3 adds to column (5), so a change across columns is the specification and never the sample. Standard
errors, in parentheses, are two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind
the stars use the standard normal reference for the clustered t-statistic in the Python build and a t-distribution with the
smaller cluster count less one degrees of freedom in the Stata build.

Appendix C.3 collects the robustness checks for both measures. We choose which
rating actions count as fiscal, and that choice could select the actions that happen to line
up with the correlation. We therefore compare three nested rationale filters. Admitting
every action, whatever reason the agency gave, gives 0.120. Requiring a fiscal rationale
with no other cause named beside it gives 0.158 (Table C.9). The association survives

without the filter and strengthens with it. Within the filtered set it is carried by the

actions citing the structural fiscal position, the deficit, the debt level or the interest burden,
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while the actions citing fiscal governance give an imprecise estimate (Table C.9). The
filter uses agencies’ own stated fiscal rationales to select the news the model is about:
reassessments of the government’s ability to pay.

The first check on the index asks whether it captures country attention that raises
comovement across assets. With country and month effects and no macro controls, the
index gives 0.003, indistinguishable from zero, for the correlation of the country’s equity
returns with United States equity returns. The same specification gives 0.105 on the
stock-bond correlation (Table C.14). A general attention channel would move both
correlations, and the placebo gives no evidence of one. The index could be counting bad
news about the country, and bad news of any kind can move stocks and bonds together.
A Loughran-McDonald dictionary negativity score from the same articles predicts the
correlation on its own. Entered beside the index, it does not absorb the index, which keeps
0.093 (Table C.11). Policy uncertainty is a third candidate for what the index measures.
On the 19 countries with an economic policy uncertainty index, controlling for it moves
the newspaper index from 0.260 to 0.256 on the same observations (Table C.12).

To test whether fiscal flags depend on country identity, a second pass replaces country
names, currencies, officials, institutions and dates with placeholders and reclassifies the
articles. Article attribution to countries is held fixed across arms. On rewritten text the
index gives 0.049 against 0.075 on unmodified text from the same country-months. The
point estimate falls by a third and stays positive at the ten percent level (Table C.13).15
The decline suggests that part of the association depends on the classifier knowing the
country. Assigning articles to countries they do not discuss adds noise to both numerator
and denominator. Requiring a country alias on both sides of the share keeps the estimate
positive and significant at the one percent level. Correctly attributing an article does not
ensure that its fiscal discussion concerns the same country’s public finances. Tying the
numerator’s fiscal discussion to the country gives 0.351 on that narrower share, significant
at the one percent level. The estimate is larger where the share rests on more articles,
consistent with attenuation from measurement error in shares with thin denominators
(Table C.16).

The association appears in both the advanced and the emerging group (Table C.15).

Leaving each country out in turn moves the baseline index estimate between 0.084 and

15Some identifiers survive the pass, and Appendix B.9 counts them. Dropping the article-country pairs
in which one survives gives 0.043 (0.025) on 4,424 country-months.
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0.108 and the rating estimate between 0.090, without Greece, and 0.179, without Indonesia
(Table C.17). No drop changes either sign. Removing Greece moves the rating estimate
the most and leaves it indistinguishable from zero. The rating measure can be sorted the
same way, to ask whether its association is also stronger where the fiscal burden is already
high. Rating actions fall in only 205 country-months, so the bins of Table 6 carry few of
them each. Using the same sorting variables and expanding-window cuts on the rating
sample, only the top bin is significant at the five percent level under two-way clustering
on either sort. Under the wild cluster bootstrap it is significant only on the debt sort.
The test of equal slopes does not reject at the five percent level in any panel and rejects
at ten percent in the interest-expense sort alone (Table C.10).

The two measures agree in sign, but the yield in iegﬁ_l may already price the fiscal
information they contain. Added to the reported columns of Tables 5 and 7, on identical
TOWS, ieg‘,’g_l leaves the index positively associated with the correlation and the rating
coefficient smaller and indistinguishable from zero.'® The comparison neither isolates the

yield’s contribution nor shows that the rating measure adds no information.

7 Decomposing interest expense: credit and non-default
components

The fiscal variable of Section 4 multiplies a debt stock by a yield, and a yield bundles
compensation for default with the real rate, expected inflation and the term premium.
The model divides its channels along that line: under monetary dominance fiscal stress
is priced as default risk, under fiscal dominance as inflation, and the convenience and
safe-haven channels, which the decomposition does not isolate, sit in the real component.

Where a sovereign credit default swap is quoted we split the interest bill into a credit share,
(D/Y);4-1-CDS,;;-1/100, and a non-default share, (D/Y); ;1 - (%’5,1:—1 — CDS;;-1)/100,

which sum to the five-year ie[_;.!” For the fourteen countries with an inflation-linked

16With the controls and fixed effects of the reported columns and ie%_1 added, the index gives 0.081
(0.032) against 0.101 (0.034) alone, on 11,802 country-months, and the rating shifter gives 0.064 (0.058)
against 0.158 (0.064) alone, on 14,385; ieg‘f{fl enters at 0.0139 (0.0039) beside the index and at 0.0134
(0.0031) beside the shifter. Table C.7 in Appendix C.3 reports both pairs.

"Every spread is a Markit composite on a senior unsecured five-year contract, quoted in dollars, and
in euros for the United States (Appendix B.6). A dollar spread differs from local-currency default risk by
a quanto component that prices expected depreciation on default (Du and Schreger, 2016; Kremens and
Martin, 2019), and the spread on a euro-area sovereign also prices redenomination (Krishnamurthy et al.,
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curve the non-default share splits further into a real yield and breakeven inflation. Without
country effects every component of the yield enters positively; within countries only the
credit share does.'®

Table 8 reports the decomposition for all 44 countries from 2001.1Y Without country
effects, in columns (1) through (4), both shares enter positively: across countries the level
of the interest bill predicts the level of the correlation whichever component of the yield
carries it, the level relationship of Table 4.

Country effects separate the shares. In the baseline column (6) the credit share enters
at 0.055, significant at the one percent level under two-way clustered inference and at five
percent under the wild cluster bootstrap, while the non-default share is indistinguishable
from zero; the difference between the two, estimated as one coefficient by entering the
credit share beside ie™, has a bootstrap p-value of 0.007. The zero is precise: the two
shares have similar within-country dispersion, and the confidence interval on the non-
default share excludes both its own pooled loading in column (4) and the credit loading.
On this sample the five-year ie®™ alone carries twice its full-sample coefficient of Table 2
within country and month, and the decomposition assigns it to the credit share. Column
(7) re-estimates the baseline at annual frequency, since only nine percent of the credit
share’s within-country variance occurs month to month inside a year, and the coefficient
is essentially unchanged on a twelfth of the observations.

The two shares differ in what the fixed effects leave. Half of the non-default share’s
within-country variance is common to all countries in a month, and the rest follows the
country’s own policy rate and term premium; the policy-rate control of Table 2 leaves
the within estimate unchanged. A tenth of the credit share’s within-country variance
is common, and 84 percent of it is the euro periphery’s. After 2021 the within-country
dispersion of the credit share falls to a quarter of its earlier size, and the credit association

is concentrated in the years before.

2018), which Section 5 treats as a form the fiscal channel takes. The quanto component is partly absorbed
by the breakeven term of Table 9, since expected depreciation on default also enters local-currency
inflation compensation.

18The swap is a five-year contract, so the decomposition splits the five-year yield and is estimated
on the five-year correlation; column (7) of Table 2 shows the relationship essentially unchanged at that
maturity.

19The sample excludes country-months whose lagged spread exceeds 1,000 basis points, where a
sovereign contract prices a high probability of restructuring and the linear reading no longer applies; the
exclusion removes 34 estimation rows, 26 of them Greek. Appendix C.4 tightens it to 500 and to 200
basis points, and the credit coefficient rises to 0.10 and then 0.14, so the baseline sits at the conservative
end. No spread in the inflation-linked panel of Table 9 reaches the threshold.
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Table 8: Credit and non-default interest expense and the five-year stock-bond correlation

(1) (2) (3) (4) (5) (6) (7)

VARIABLES — p™ g™ o™ ™ o™ e el
Credit 0.0687*** 0.0683*** 0.0700*** 0.0668*** 0.0511*** (0.0549*** (.0525%**
(0.0175)  (0.0175) (0.0190) (0.0184) (0.0111)  (0.0152)  (0.0090)

[0.0365]

Non-default  0.0379%** 0.0325%** 0.0312%%* 0.0434***  _0.0013  -0.0100  -0.0115
(0.0088)  (0.0102) (0.0104) (0.0091) (0.0119) (0.0110)  (0.0129)

[0.3713]
Macro controls No Yes Yes Yes Yes Yes Yes
VIX control No No Yes No No No No
Country FE No No No No Yes Yes Yes
Time FE No No No Yes No Yes Yes
Observations 10,848 10,848 10,848 10,848 10,848 10,848 911
R? 0.092 0.098 0.112 0.286 0.209 0.397 0.587

Note: This table reports panel regressions of the monthly five-year stock-bond correlation on the credit and non-default
shares of forward-looking interest expense, (D/Y); ¢—1 - CDS;+—1/100 and (D/Y);¢—1 - (y?,t_1 — CDS;4—1)/100, both
if’g’_l. The sample is 44 countries over 2001-2026, excluding country-months
whose lagged spread exceeds 1,000 basis points, and is fixed before column (1). Column (7) re-estimates column (6) at
annual frequency, with annual averages of the regressors and controls lagged one year and the annual-from-daily five-year
correlation as the dependent variable; the Time FE row is calendar months in columns (4) and (6) and years in column
(7). Standard errors, in parentheses, are two-way clustered by country and by month. Brackets in column (6) report the
p-value of a wild cluster restricted bootstrap-t clustered by country, over 9,999 draws with seed 20260824. *** p<0.01, **
p<0.05, * p<0.1.

in percent of GDP and summing to IE

Table 9 repeats the decomposition on the fourteen countries with an inflation-linked
government curve, where the non-default share splits into a real yield and breakeven
inflation net of default compensation. Pooled, all three components enter positively.
Within country and month the credit share enters at 0.139 and survives the wild cluster
bootstrap, enumerated exactly over the fourteen clusters, while the real yield and breakeven
are indistinguishable from zero; with country effects alone both are positive and imprecise,
and the month effects, which absorb two fifths of each one’s within-country variance,
remove them. The non-default zero of Table 8 is therefore not two offsetting effects:
neither the level of real rates nor priced inflation compensation is associated with the
correlation within a country.

In the model the forward debt obligation is the observable through which every channel
but the safe-haven one moves the correlation, and its slope pools the credit and convenience
channels without distinguishing the components of the coupon (Propositions 4 and 5);
the pooled estimates have that form. State dependence enters through the default hazard
under monetary dominance, which the swap prices, through the price level under fiscal

dominance, which would surface in breakeven inflation, and through the debt ratio in
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Table 9: Credit, the real yield and breakeven inflation, countries with an inflation-linked
curve

(1) (2) (3) (4) () (6)

VARIABLES Pfﬁ:ﬁy pil;,SY pfz,5y pfz,w piz;,w p;zﬁy
Credit 0.1456*** 0.1401*** 0.1414*** 0.1523*** 0.1046* 0.1391***
(0.0373)  (0.0349)  (0.0315)  (0.0272) (0.0538)  (0.0288)

[0.0305]

Real yield 0.0486*** 0.0419%** 0.0407*** 0.0512***  0.0285 -0.0150
(0.0118)  (0.0100)  (0.0104)  (0.0127) (0.0224)  (0.0133)

[0.2731]

Breakeven 0.0561*%**  0.0368**  0.0299** 0.0115  0.0480 -0.0308
(0.0115)  (0.0135)  (0.0130)  (0.0162) (0.0382)  (0.0200)

[0.2612]

Macro controls No Yes Yes Yes Yes Yes
VIX control No No Yes No No No
Country FE No No No No Yes Yes
Month FE No No No Yes No Yes
Observations 2,291 2,291 2,291 2,291 2,291 2,291
R? 0.217 0.230 0.250 0.558 0.281 0.606

Note: This table reports panel regressions of the monthly five-year stock-bond correlation on the three components of
forward-looking interest expense for the 14 countries with an inflation-linked government curve: (D/Y); ¢—1 ~'r%.5t71/1007 a

real yield; (D/Y )i t—1- (yf’F1 —r?hl —CDS;,+—1)/100, breakeven inflation net of default compensation; and (D/Y"); ¢—1 -
CDS,; +—1/100, credit. All are in percent of GDP and sum to IEl.f;“_l. The sample is 2,291 country-months over 2004—2026,
fixed before column (1). Standard errors, in parentheses, are two-way clustered by country and by month. Brackets in
column (6) report the p-value of a wild cluster restricted bootstrap-¢ clustered by country, enumerated over all 16,384 sign
vectors. *** p<0.01, ** p<0.05, * p<0.1.

the convenience channel (Proposition 3), which moves once a year and multiplies every
share alike, so monthly variation cannot separate it. The within-country estimates load
on the credit share and on neither the real yield nor the breakeven, consistent with the
monetary-dominance regime, in which fiscal stress is priced as default risk, and they

support the interpretation that interest expense tracks the correlation through the market’s

assessment of fiscal sustainability.

8 Conclusion

The hedging property of government bonds is recent, uneven and fragile. It emerged in
the advanced economies around 2000, did not appear in the emerging-market average,
and weakened again after 2022. The fiscal cost of carrying the public debt is associated
with these differences across countries and over time. Where the forward-looking interest

expense ratio is low, sovereign bonds appreciate in equity downturns and hedge; where
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it is high, bonds and equities move together. A model with a safe-haven channel, a
fiscal-capacity channel and a convenience channel generates this pattern under its stated
conditions, and it motivates the multiplicative form, debt times the rate at which it
reprices, which the data do not reject against either factor alone.

The pattern is not an artifact of any one design. It appears across countries and
within them, keeps its coefficient, at the ten percent level, in a horse race in which
neither the debt stock nor the yield loads beside it, reappears in two fiscal shifters read
from newspaper coverage and rating actions taken for fiscal reasons, and emerges from a
quasi-experiment among countries that share monetary policy, a currency and an inflation
target. Across countries every component of the yield predicts the level of the correlation;
within the countries with sovereign credit default swaps, the association loads on the
compensation for sovereign default risk, consistent with the model’s monetary-dominance
regime. The same ratio tracks the aggregate movements of the last three decades, the
fiscal consolidations and falling yields of the 1990s, when the hedge appeared, and the
higher debt and rising yields after 2020, when it weakened. What sets the burden at which
a sovereign’s bonds stop hedging, and why the United States and Japan keep the property
at debt levels that place other countries in the comovement regime, our estimates do not

settle.
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A Proofs and derivations

A.1 Stochastic discount factor

The representative household has Epstein—Zin preferences with unit elasticity of intertem-

poral substitution,

1—
vi= G V)T se), v, (28)
and faces the budget Cy+q; Bii1 = Wi+ By Ry, where By is the position in a real asset with
gross return Ry, and price ¢;. In equilibrium Cy = Y; with log(Y;41/Y:) = g+ poei+oei11
and ;.1 ~ N(0,1) i.i.d.
Differentiating (28) holding V;; fixed,

A = 0V /0C, = (1= B)Vi/Ch. (29)

Substituting the budget into the household problem, the first-order condition for By, is
¢t A+ = OV;/OB;+1, and the envelope theorem applied one period ahead gives OV, 41 /0B, =
Rip1 Aigr-

Differentiating (28) with respect to Byy; through the continuation value yields

oV, B 1p 1-
— RV
OBt 11— “ ( Yen )

= Vi (Et‘/;-lﬁv)il Et[%;? Ry )\t+1]

B/(1—)—1

., 0V
E¢ [(1 - ’Y) ‘/t-&-? 632;111

Replacing ;11 via (29) gives ¢, = Ey[M; 1 Ry11] with

C, Vit = (30)
Cop \(E Vi )va-y )

My =B
Conjecture log V; = logV; + a + be;. Then,

log Vi1 =logYy+ g+ poey +a+ (0 +b) e, (31)

Al



and the log-normal moment-generating function gives

1

= log BV, 1" = logV; + g + poe; +a+ L(1 —7)(0 +b)*.

Taking logs of (28) and matching coefficients on &, and on the constant,

b= fBpo, a= 1_65 <g + ;(1 —7)02(1+ﬂp)2)'
Thus,
10g(Vt+1/ (EMEV)I/(Mv = o(1+Bp)ecra — 3(1—=7)o*(1+ Bp)*.
Given
log(Cyy1/Cy) = g + poey + o€,
we get

log My =log8 — (g + poe) — G e

— 3(v—=1)2(1+ Bp)*0?,

where 6 = o[(y — 1)(1 + Bp) + 1] is the loading of log M1 on the innovation &;;.

A.2 Real risk-free rate

From (36), log M, is conditionally Gaussian, so

log By Myy1 = log B — (g + poz) + (v — 3)o” = (1—7)Bpo.

From 1 = (1 + Tt) EtMt-i-la

log(14+r) = —log B + (g + poer) — (7— %)02 + (1 —7)Bpa>.

A2

(34)

(37)

(38)



A.3 Equity price

The equity claim has real payoff Y} ,, real price E,[M,,; Y;},], and nominal price p, =
P, E M1 Y], With log(M1Y},) = log My + AlogYi4q, substituting (36) and
logYiy1 =logY; + g + poey + o441,

log( M;1Y),) = log 8+ Aog Vi + (A= 1)(g + poer) — 3(v — 1)*(1+ Bp)*0”

+ P\ —v—=(y- 1)6,0} OE41- (39)

Hence,
logp: = log P, + log B+ AlogY; + (A — 1)(g + poer) (40)
— 16 =121+ Bp)o" + A =7 = (= 1) o (41)

Under the peg log P, is deterministic, so the slope is

dlog py
(%t

= o [Ml+p)—p| >0 (42)

since A > 1 and p > 0.

A.4 Asset value A,

The real fiscal asset value is Ay = By 37,50 My ¢4 ; 7Yy, which factors as A; = 7Y} A, with
Ay = By My Yas/Ye = 1+ B My Yy /Y (43)

J=0 Jjz1

The Bellman recursion is
Ay = 7Y + B[ M1 Ay, (44)
Dividing by 7Y; gives

A =1+ Et[MtJrl(KJrl/Y;‘/)AtJrl] (45)

A3



Adding (36) and log(Yi41/Y:) = g + poes + o€,

log[ My1 (Vi /Y))] =log B — (v = 1)(1 + Bp)ocis

= 3(y =11+ Bp)*o”. (46)
Taking the conditional expectation,

Et[Mt—l-l(l/t—i-l/Yt)} - 6 (47)

Conjecture A; = A, a constant. Verify by substituting into the Bellman:
A =14 B|My (Y /Y) A] = 1+ ABMyy (i /YD) = 1+ A, (48)

which solves for

1

(49)

A.5 Debt-to-output sensitivity

Given §; = 0, the real flow budget gives B; = (1 +4;_1)B;—1/(1 +7) — 7Y%, with 4,1, B;_4

predetermined. Differentiating,

al()géit/yt) — _g<1 + TYt) . (50)

A.6 Bond Euler equation with convenience
The first-order condition for B; equates the marginal cost A\; to the marginal benefit:

Moo= (1) By A My (1= 6111) /(1 + me40)| + 0G/OB,. (51)

Differentiating (3),

0
Do = AV (B, = Ao —n BV, 52
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The scaling \; cancels out:

1 1 . lMtH(l = %)] | 53)

C L, T 1 —at B | 1t

with multiplier 1/(1 — o+ n(B;/Y;)) > 1 raising the bond price above the no-convenience

benchmark.

Lemma 2. For Z ~ N(0,1) and constants a, z,

E[exp(az)l{z < Z}} — ®(z—a) (54)
E{exp(aZ)} '

Proof. [* exp(au)p(u)du = exp(a®/2) [*, é(u — a)du = exp(a®/2)®(z — a) via the
change of variable v = u — a and completing the square au — u*/2 = —(u — a)?/2 + a*/2.

Dividing by [ exp(au)é(u)du = exp(a®/2) gives the result. ]

A.7 Bond price under monetary dominance

The bond Euler (53) with §;41 = 1{e;11 < 2z} and the peg m;11 = T deterministic gives,

by Lemma 2,
Ei[ M1 1{er1 < 2)] A
T (2 +9) (59
SO
Ei[Mir(1— 6,41)] = M. (56)
1 + Tt
Thus,
1 1 1—®(z+0
0" — (2 +0) (57)

1+i, l—a+nB/Y, (1+r)
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A.8 Default threshold and equilibrium fixed point

The default condition A;1; < Liyq at t + 1, with Ay = 7Y /(1 — ) from (49) and
Li1 = (1+1i;)B:/(1+7), reduces to

T 141
th exp (g + poey + oe4yq) < T ;Bt, (58)
which on taking logs is ;41 < 2; with
1 1+ B (1—0)
- 01 — g — ) 29
2t > og<1+7r Y, g POEL (59)

Substituting 1 + 4; from (18) into (59) yields the implicit equation for z;:

oz + 10g<1 — (I)(Zt + 5'))
=log(1+ry) + log(B;/Y:) + log(1 —5) — logT — g — poey

+log(1—a+nB/Yy)). (60)

Differentiate (60) with respect to &;:

0z - 7Y} Ui
(Gt_l)aat_<1+3t> <1+<1_Q)E/Bt+n>. (61)
where
1 P(2 +5)
@t_al—q)(zt—i—&) (62)

is the hazard rate.

A.9 Bond log-slope under monetary dominance

From (57), we can derive

TY, Ui
+5) (1—a)Yi/Bi+1 (63)

alogqt aZt
- 00, _ |
(%t 4 ta&ft po * U(
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Substituting for dz;/0e; yields

dlogq 7Y, o n
o - (1 4 Bt> — (@t 4 — o (64)

A.10 Bond log-slope under fiscal dominance

Under fiscal dominance the bond pays one nominal at ¢ + 1 in every state, while the price
level rises on the trigger event ;.1 so that Lyy1 = A;11 = 7Y1/(1— ). The period-(t+1)

deflator is therefore

1 _ 1 — 0441 7Y141 0141

l+my  14+47  (1-p)1+i) B (65)

Substituting (65) into (53) with 61 = 1{ery1 < 2}, applying Lemma 2 to the first
integral and E¢[M;1(Y:41/Y:)] = B from (47) to the second,

1-@(2,54‘6’) Tﬁ)ﬁ@(zt—i—&—a)

(14 r)(1+7) (1—B)1+1i) B, (66)

q: (1 _52) =

Identifying ¢MP (1 — &) from (57) in the first term, using 1/(1 + i;) = ¢;, and dividing the
second by ¢:(1 — &),

t — 9 t — — .
I e (1=08)(B/Ye) (1 = &)
Substituting log ¢; = log ¢MP — log(1 — ¥;) into (59), (60) becomes
0z + log(1— ®(z +6)) = [RHS of (60)] + log(1 — ¥,). (68)
Differentiating (68) in ; with
Jlog ¥, Oz +6—0) 0z 1+a—2¢
= — 0 ———= 0, =1 Y,/B
Ogy @(zt+6—0)85t+0t 1-& 7 ! + 7Y/ By,
yields
Oz _ 1 9zMP A, = 1 ¢z +6 —0) . (69)

0z, 1+ U, A, Oy 1-6, 0®(z+6—0)

AT



with 9zMP /0e; as given in Appendix A.8. Taking logs of ¢; = ¢MP /(1 —¥,), differentiating,
and substituting (69),

dlog q ot a—§ oy U Ay a—§
- _ ) — 1 . 70
De, p0+1—@<t ) 1—@t1+xIJtAt<+ / (70)

Under ©; < 1, the inequality ¢(z)/®(x) > —z for x < 0 applied to z; + 6 — o and
—(zt+6) gives Ay > 0. Multiplying ¥, from (67) by A; from (69), the ®(z; + & — o) factor
of W, cancels with the 1/®(z; + & — o) inside A, leaving

8 [¢(z+ 6 — 0)/[o(1 = 0)] — Bz + 6 — 0)] |

U Ay = (1-B)(B/Yy) (1 &)

(71)

A.11 Proof of Proposition 1

Lemma 3. For continuously differentiable h with h ¢ vanishing at oo,

COVt<€t+1, €t+1 /h €¢ = —/h Et[h/(€t+1)],

using ¢'(e) = —e@(e) and integration by parts.

From (41), log py41 is affine in &,,1 with slope a[A(1 + p) — p], so of = o[A(1 + p) — p]
and pf® o = Covi(gsy1,10g qry1).
The bond price at ¢ + 1 is (57) evaluated one period forward, and its log-slope is (64)

evaluated one period forward:

dlog g11 00141 o — fi 1
-k iau SES — (o 1)
a€t+1 po+ 1 -0 t1 ¥ -

Applying Lemma 3 with h = log ¢;1,

Pt ol o = Etletﬂ @t+1] i Et[ 01« —§f+1] — ). (72)
1 -0 -

A.12 Proof of Proposition 2

As in Appendix A.11, pf® of = Covy(g441,10g ¢s11). The bond price at ¢+ 1 is now resolved

under fiscal dominance: (66) evaluated one period forward, with log-slope (70) evaluated
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one period forward,

dlog qi11 0011 ( o — f£+1>
— = = —p0 + — @ + —T
0211 P 1 =01 . 1 =&

00 Vi1 Ap (1 i a‘&ﬂ)
1 =01 14+ Uy Ay 1—&n

Applying Lemma 3 with h = log g1,

0,.,0 0 a—¢ ]
sb _q t+1 Vi+1 t+1 t+1
ol)g =F,| L2 LR _
pi ot/ tl1—@tJ t[1—@t+l1—5;+1 p

0 1 v 1 A 1 a — g/
~F, L _té - tq*} tX 1+ —2 | (73)
t+1 L+ W1 A i

The first three terms match (72); the final term is the fiscal-capacity correction.

A.13 Proof of Proposition 3

In the limit of the proposition, the four Gaussian quantities ®(zy1 + &), ¢(211 + ),
®(z01 4+ 6 —0), and ¢(2;11 + & — o) are zero: the first by the proposition’s assumption,
the other three because ® is increasing and ¢ peaks at the origin. The hazard ©;,; and
the fiscal-capacity object W, 1Ay in (71) are linear in these four quantities over bounded
denominators, hence zero. The credit and fiscal-capacity correction channels of (73) drop

out, leaving the convenience and safe-haven channels:

9 _ ¢l
,Ofb ol = Et[ i1 (@ §t+1)] — )

1- €1€+1
A.14 Proof of Proposition 4

Evaluate forward objects at ; = 0, where the output process of Appendix A.1 reduces to

log(Yi41/Y:) = g + 0 £141. Define

(1 + it) B;
by = ~————— =/ —q —
t (1 i 7?) Y, ) Ug+1 t exp( g 05t+1)>
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80 Quyi1/00 = ugyq /by > 0. The flow budget of Appendix A.5 at ¢ 4+ 1 with ;41 = 0 gives

Bt+1/Y;e+1 = Ut4+1 — T, SO

U1

Opp1 = ————, 1—5£+1 = 1 —a—n7+nup, a_&—&-l = 0 (U1 —7),
Ut41 — T
(74)
and
0,1 04—52+1 _ W N (U1 — T) _ N Utt1 (75)
i 1—&“ U1 — T 1 — o — N7 + N l—a—n7+nu

Evaluating (60) one period forward, substituting log(1+r¢1) from (38) and Biy1/ Y41 =
U1 — T, the g + po .41 entering through log(1 + r441) cancels the —g — po ;41 on the

right-hand side and leaves

o Zip1 + log(l — P(z441 + 6)) = log(ug1 — 7) + log(l —a+n(uy — T)) + const,
(76)

so 2441 depends on e441 only through u,,;. Differentiating (76) in u;y; and using (74),

0211 _ 1 [1 i a — €£+1
Ougyr 0 (1 —0Opp1) (U1 — 1) 1—&

> 0 (77)

under O;,; < 1.

Differentiating O;11 = (1/0)¢(2i01 + 6)/[1 — P(2141 + )] in 2441,

00441
32t+1

= 0441[0 041 — (241 +6)] > 0,

where positivity uses ¢(x)/[1 — ®(x)] > x for all x € R. Chaining with (77) and
Ougi1/00 = ugi1/4; > 0, both ©,,1 and O;,1/(1 — ©;41) are strictly increasing in /.
The bond log-slope (70) evaluated one period forward is

0log q; 11 00141 ( a—§ 1)
= = o+ Oy + — 2
85t+1 P 1- @t+1 o 1- &H
0 U0 A - &
00 t+1 41 (1 + agf+1>, (78)
1 =041 14+ Avy 1 =&

with the W;,1A;11 term absent under monetary dominance by (64). From (42), log ps11
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is affine in e;,; with slope o[A(1+ p) — pl, so pi® of = Covy(gs11,1l0g ¢4 1), and Lemma 3

with h = log ¢;11 gives

1 dlo
G(t) = p'offo = ~E; [gqt“] . S(t) = 0! = Var(loggier) > 0. (79)

g4

Each term of (78) is a function of ¢; and €4 alone via w1, 2441, Op1, §4 (and Wi, Appy
under fiscal dominance), so after integrating ;41 out, G and S are smooth functions of ¢;.

From (75), the convenience term in (78) satisfies

01 =&y _ T Ut41
1 -6 1—&4 (1—a—=n7+nup) (1 —Op1)’

a product of two strictly positive factors, both strictly increasing in ¢; under a+n7 < 1, so
its expectation is strictly increasing in ¢;. The credit term factors as 6,41 O4y1/(1—0y11) =
(w1 /(Utr1 — 7)) [Or1/(1 — Opy1)], combining a factor decreasing in w4 with one strictly

increasing in ¢;. Differentiating, its derivative in ¢; is positive when

0 10g @t+1

dlog (; > (1= 0441)(0rs1 — 1), (80)

i.e., the default-channel elasticity dominates the fiscal-capacity erosion captured by 6, ap-
proaching 1 at high debt. Chaining (77) with Ougy1/0¢; = w1/l and Olog Oy /02441 =

001 — (241 +7),

DlogOpp1 U0 O — (201 + O)[1+ (@ — §10)/(1 - &)
810g ét g (1 — @H-l) (ut+1 — T) .

Using 1+ (o —&,1)/(1 = &11) > 1, ugyr > 7, and 1 — ©4y1 < 1, the inequality (80) is

implied by
(241 +6) < (o), (81)

the assumption of Proposition 4. Under (81), the credit term of (78) is strictly increasing
in ¢;. Combined with the strict monotonicity of the convenience term, both terms of the

monetary-dominance slope are strictly increasing in ¢;, and G'(¢) > 0.

The regressor of (23) is (1 +14;) B;/Y; = (1 + @) £;. Fix a reference £. By a first-order
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Taylor expansion of G(¢;) in ¢; — ¢,
pitallo = Gt,) = G(l) + G'(€) (£, — 1).

Substituting ¢, — £ = [(1 +14,)B,/Y; — (1 +7){]/(1 + 7) and identifying coefficients with
(23),

=20 g=am - aenis (52)

Since G'(¢) > 0 from the preceding, $; > 0.

A.15 Proof of Proposition 5

The Taylor identification (82) of Appendix A.14 gives 41 = G'(£)/(1 + 7) at the reference
debt level £. The flow budget of Appendix A.5 at ¢t + 1 with 6,11 = 0 gives By44 /Y =
Usp1 — T, SO the no-default support requires u; 1 > 7; at ,.1 = 0 this reads ¢; > 7e9, and
we take ¢ in this range.

Under fiscal dominance, the bond log-slope (70) is the monetary-dominance log-slope

(78) minus

7 Uy A - &
Fiy = t+1 t+1 Mg [1_‘_04&“]7 (83)

1 =0 14+ Wy Ay 1 =&
so G(l;) = GMP(4,) — By[Fy1q] with GMP(4;) as in Appendix A.14. The WA closed form
(71) of Appendix A.10 evaluated one period forward and using Byy1/Yi41 = w1 — 7 from
Appendix A.5 gives the form used below.

The fiscal-capacity correction at the lower edge of the admissible range, E;[0F, 11/00;]|¢,=res
is proportional to 73/(1 — ) via the prefactor of (71), while GMP’(7¢9) does not depend
on 3. The hypothesis of the proposition therefore admits an explicit threshold K («,n, 7, )
such that 78/(1 — 3) < K delivers

E, [aFt—H]

MD1 g
ar, < GVP(Ted). (84)

li=Te9

The decomposition gives G'(1e?) = GMP'(r¢e9) — K, [8Ft+1/8€t]‘ ,> 0, and the smooth-

by=T
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ness of G in £, via (83) and (71) extends the inequality to an interval (7e?, £*) where

0" = sup{l>7e! : G'(¢;,) >0 for all £, € (1¢?,0)}. (85)
Writing 241 (4, £141) for the trigger map of (76), set
c = O(21(05,0) +6). (86)

At g1 =0, ugyq = e 9 gives Qugy1 /0l = €79, and chaining with 0z, 1/0u 1 > 0 from
(77) delivers 0z 41(;,0)/0¢; > 0, so the condition ®(z;41 + F) < ¢ is equivalent to (< 0,
on which G'(¢) > 0 by construction of ¢*. (82) identifies 5, = G'(¢)/(1 + &) > 0.

B Data description and construction

This appendix describes how we build each variable, from the raw vendor extract to the
regression input. Section 3 gives the compact account; the replication package rebuilds
every panel from the sources and records each rule where it is applied.

Three conventions apply throughout. Yields are zero-coupon rates in percent per year.
The Federal Reserve and Bank of England curves are continuously compounded by their
documentation, and the BIS curves and our own fits test the same against the vendor’s
par quotes; the Bloomberg curves enter as delivered, and against the same par quotes
most of them sit above a continuously compounded curve by the gap between annual and
continuous compounding at the prevailing yield, about a tenth of a point at 5 percent.
Converting them lowers the fiscal regressor in those countries by 4 percent on average
and moves neither baseline by more than about a tenth of a standard error, so we leave
the vendor’s number. We assign each country a single source for a given daily series and
keep it, so a bad date becomes missing and is not filled from a second provider, because a
series stitched across two vendors’ curve-fitting conventions carries joins that look like
price movements. We apply every screen identically to every country.

The screens, masks, exclusions and corrections on the two return legs are declared
and individually switchable, 28 rules in all, and Appendix C.5 re-estimates the paper’s
main tables on a full rebuild of the data with all of them off but the two estimation floors.

Section B.10 states what the rules remove in total and what the rebuild shows.
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B.1 Country sample and coverage

Our panel is 44 countries. Following the International Monetary Fund’s World Economic
Outlook classification, these are 29 advanced economies (AT, AU, BE, CA, CH, CZ, DE,
DK, ES, FI, FR, GB, GR, HK, IE, IL, IT, JP, KR, LT, NL, NO, NZ, PT, SE, SG, SI,
TW, US) and 15 emerging markets (BR, CL, CN, CO, HU, ID, IN, MX, MY, PE, PH,
PL, TH, TR, ZA). We hold each country’s current classification fixed over the sample, so
that a country that changed groups partway through does not enter a panel with country
fixed effects as two different countries; the estimation panel is all 44 countries.

The monthly dependent variable is the non-overlapping monthly correlation of daily
equity and daily ten-year zero-coupon bond returns, and it carries the baseline regressions.
The annual dependent variable is the calendar-year correlation of monthly returns; it
reaches decades further back and carries the horse race between interest expense and its
components, because the debt ratio varies year to year. Figure B.1 shows the coverage
of the two side by side. A few countries have interior gaps, years inside their coverage
that carry no cell. There are 35 such years, and in every one of them it is the bond leg
that fails, never the equity leg; all 35 fall below our ten-month minimum, made by sparse

deep-history quotation or by our own screens.

B.2 Government bond returns

The bond leg is the return on a synthetic 10-year zero-coupon government bond. We build
two return series. The daily return, which feeds the monthly panel, is differenced from a
daily zero-coupon yield panel in which each country has a single source. The monthly
return, which feeds the annual correlation and must reach back to 1960, is spliced from
up to three sources per country, and this is the only place Global Financial Data enters
the bond leg. Table B.1 reports each country’s daily source, its coverage, and how much

of its monthly history rests on the deep-history source.

Daily panel. Each country’s daily zero-coupon yield comes from one source for its
entire daily history. The United States is the Federal Reserve Board’s Giirkaynak-Sack-
Wright curve (Gurkaynak et al., 2007), daily from 1971, and the United Kingdom the
Bank of England’s Government Liability Curve (Anderson and Sleath, 2001), daily from

1986. Every other country takes the published zero-coupon curve with the longest active
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Figure B.1: Coverage of the two dependent variables, ordered by annual-panel entry

Monthly panel Annual panel
(country-years with a cell) (country-years with a cell)

T T T T T T T T T T T
1960 1970 1980 1990 2000 2010 2020 1960 1970 1980 1990 2000 2010 2020

Note: A shaded cell is a country-year carrying at least one stock-bond correlation at that frequency; a blank cell inside a
country’s span is an interior gap.

history, among the Bank for International Settlements estimated yields and the Bloomberg
fair-value curve; this gives BIS for 4 countries and Bloomberg for 23. Where no published
curve is usable we fit the Datastream benchmark par curve to zero-coupon ourselves,
which is 14 countries. Lithuania is the one remaining case: its par grid ends at the
10-year point, so we convert the vendor’s 10-year redemption yield directly. No ten-year
zero-coupon yield is observed anywhere, because governments issue coupon bonds, so
every source above is itself an estimate. We take a published curve where one exists, so
that the estimation is the source’s and is documented by the source, and we record, for

every observation, which of the two supplied it.

Zero-coupon conversion. For the fitted countries we convert benchmark par yields
at the observed maturities to a zero-coupon curve by nonlinear least squares on the
Nelson-Siegel (Nelson and Siegel, 1987) form with the fixed decay of Diebold and Li
(2006), restated for maturities in years (A = 0.7308 per year, twelve times their per-month
0.0609), choosing the factors so that the par yields implied by the fitted curve match

the observed ones. We impose par consistency because a fit that treats par yields as
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zero-coupon yields introduces a level bias correlated with the yield level, and therefore
with the fiscal regressor. We evaluate the curve at the 10-year point, and at the 5-year
point where sovereign credit default swaps are the comparison instrument.

A Nelson-Siegel curve has three free parameters, so a date whose grid quotes fewer than
three usable maturities does not identify one. On those dates we fit nothing and carry the
vendor’s own par redemption yield, converted from annual to continuous compounding,
at the maturities the vendor priced, tenors shorter than a coupon period aside, and
nothing at any maturity the vendor did not price. No level is carried from one maturity
to another. At the maturities the paper reads, 6.0 percent of the daily ten-year panel and
0.7 percent of the daily five-year panel are a converted vendor quote of this kind, and we
ship the census of every such cell. On an upward-sloping curve a par yield sits below the
zero-coupon yield, so the substitution lowers the yield and the fiscal regressor built on it,

which works against the paper.

Where we discard the fit. Sovereign crisis curves can distort enough that the fit stops
tracking the point it is anchored on. We test every fitted date against that country’s own
10-year par quote, converted to continuous compounding before the comparison, and where
the fitted 10-year departs from it by more than 3 percentage points we take the converted
quote instead. The test locates dated windows and does not act on single dates. We
declare two windows: Greece from 26 April 2011 to 14 April 2014, the sovereign-debt crisis
and the restructuring. And Turkey from 2018, where the test is the wrong instrument: a
three-factor curve with a fixed decay cannot represent a par grid as steeply inverted as
Turkey’s, so we take the vendor’s quote on every Turkish session from 2018. On the dates
the test selects the curve is inverted, so the substitution runs high.

A second dated window corrects the date a value carries. For 1987 through 2005 the
vendor’s par ten-year column for Norway reports the previous session’s news, and the
column self-corrects in 2006 with no duplicated or skipped print; we re-date it one session
earlier across the window. Greece’s five- and twenty-year columns carry the same defect
from January 2004 to March 2008, and there we drop the two columns from the fit grid.

No yield is altered in either case.
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Daily return. With y;, the 10-year zero-coupon yield in percent per year and n = 10,

we compute the daily bond return as the duration approximation
Ti’),t = —nAy;; /100 (decimal per day),

which omits roughly 0.02% per day of carry as negligible against daily yield volatility. We
align the yield to the country’s own equity trading calendar and take the change on that

calendar, so the bond return pairs with a same-day equity return.

Monthly returns and the splice. We form the annual correlation from monthly
returns because the daily zero-coupon panel does not begin until 2000 for the median
country. For each country we splice the monthly series from up to three non-overlapping
segments in priority order: the assigned daily source resampled to month-end; the
Datastream benchmark par curve fitted to zero-coupon; and Global Financial Data
redemption yields for the earliest history, with one override, that a layer quoting the
ten-year itself outranks a layer above it that is extrapolating one. Within each segment

we compute the monthly return by the log-linear approximation of Campbell et al. (1997),
= Yiee1/12 — n Ay, (percent per month),

which retains carry, about 0.4% per month at a 5% yield and material at this frequency.
Here n is the maturity of the series everywhere except in the deep-history segments whose
instrument has a moving duration of its own, where it is that instrument’s duration
(below). We splice on returns, not on yield levels: we compute the return inside each
segment independently and drop the first observation of each segment, so a level mismatch
at a boundary cannot manufacture a return. The monthly yield level panel is spliced

across the same segments, and it is the level that enters the fiscal regressor.

The deep-history segment, and its quality. Global Financial Data enters only the
third segment, only in the monthly series, and never in the daily panel. It supplies
redemption yields, which we put through the same par-consistent fit; on just over half
the months we use, it quotes the ten-year alone, and the value we carry is that quote

converted from annual to continuous compounding. It reaches 18 of the 44 countries in
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the estimation sample, supplies 95.2% of the ten-year months the panel carries from the
1960s and 89.6% of those from the 1970s, and its last month anywhere is March 2003
(Figure B.2).

The deep-history source supplies 4,797 country-months inside the estimation sample,
spread over 18 countries; those months fall in 405 of the 1,788 country-years the annual
panel carries (22.7%), and every figure below is weighted by that usage. Where the
ten-year is quoted the two sources agree at 0.997 in levels; where we extrapolate it, which
happens only for Korea, they agree at 0.980. Measured on the annual correlation itself

the two sources agree at 0.939 on the quoted segment and 0.825 on the extrapolated one.
Figure B.2: Sources supplying the ten-year zero-coupon yield across the estimation sample

Which source supplies the 10-year yield, estimation sample

GFD
mmm Datastream
mmm daily curve

500 4

400 4

300 4

200 4

100 A

country-months in the estimation sample

0 T
1960 1970

T T T
1980 1990 2000 2010 2020

Note: Sources are counted in country-months, by year. Only country-months falling in a country-year that enters the
annual regression panel are counted, so the figure and the robustness columns that drop deep-history observations describe
the same sample.

In sixteen countries the vendor’s instrument notes say the series booked as a ten-year
is something else for part of its life, usually another obligation of the same government at
a different maturity and, in a few countries for part of their early history, an index that
includes other issuers; we keep every era, and the replication package catalogues each
in the vendor’s words. Seven eras have an instrument whose duration moves inside the
year the correlation is computed over. In these seven we replace the grid maturity with

the instrument’s own duration, measured at the start of each holding month, on 1,508

shipped monthly ten-year returns.

Screens and dated exclusions. We apply four screens, all uniformly across countries,
on the daily yields and the returns formed from them. We set to missing any daily bond

return implied by a one-day yield move above 5 percentage points, which in a ten-year
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zero-coupon yield is a restructuring, a redenomination or a data artifact; any return
spanning a quote gap longer than 100 days, because differencing across silence books the
whole stretch to one session; any run of identical daily yields longer than 15 sessions,
since a vendor repeats a benchmark that has stopped updating; and any return that
spans a change in how the yield was constructed. Five rules of the same kind screen the
monthly returns where they are formed, and further rules act on the fit’s inputs and on the
month-end levels. The exemption list carries 35 entries, each keeping a real repricing one
of the monthly rules would otherwise remove. A few dated exclusions act where a uniform
rule cannot, among them long tenors extrapolated before the bond existed, series that
start at a currency or instrument switch, and six dated windows recorded in a shipped
reference table. The replication package documents every screen, rule and window with

its reason, and the monthly rules and the dated windows with their counts.

B.3 Equity returns

The equity leg is the return on a broad national equity index, and as with bonds we build
two series; Table B.2 reports each country’s daily index, its coverage, and the evidence on

which we admit its monthly splice.

Daily panel. The United States is the CRSP value-weighted market return, daily from
1926. Every other country takes the earliest index that varies day to day, between the
local Datastream market index and the MSCI country index: local Datastream indices
begin between 1986 and 2001 and vary daily from the start; MSCI varies daily only from
January 2001, its earlier record being interpolated month-end data. This rule selects local
Datastream for 28 countries and MSCI for 15. We infer a daily start from the data, not
from vendor metadata, because selecting on declared coverage would treat interpolated
month-end values as daily observations. We compute the daily equity return as the log
change in the index, taken on the raw price grid before placing the series on the country’s
trading-day calendar, so a return never spans a market holiday; the CRSP series is already
an arithmetic value-weighted return, so we use it directly. We set to missing one Greek
return, that of 3 August 2015, the first session after five weeks of closure under capital

controls, which is the move across the closure.
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Table B.1: 10-year zero-coupon government bond data: coverage and source by country.

Country Daily Daily source Monthly from Months GFD share
AT 1991-01-2026-03 Datastream-DL 1960 795 33%
AU 1994-12-2026-02 Bloomberg 1960 762 25%
BE 1991-01-2026-03 Datastream-DL 1960 795 45%
BR 2007-03-2026-02 Bloomberg 2006 242 0%
CA 1987-01-2026-02 BIS 1960 794 39%
CH 1993-05-2026-02 BIS 1960 794 42%
CL 2005-09-2026-02 Bloomberg 2005 246 0%
CN 2006-01-2026-02 Bloomberg 2002 285 0%
CcO 2006-04-2026-02 Bloomberg 2002 282 0%
CZ 2001-01-2026-02 Bloomberg 1999 324 0%
DE 1994-12-2026-02 Bloomberg 1960 794 26%
DK 2001-01-2026-03 Datastream-DL 1960 795 35%
ES 1992-02-2026-03 Datastream-DL 1960 795 47%
FI 1991-09-2026-03 Datastream-DL 1960 794 48%
FR 1994-12-2026-02 Bloomberg 1960 794 39%
GB 1986-01-2026-02 BoE GLC 1960 794 29%
GR 1998-05-2026-03 Datastream-DL 1960 636 46%
HK 1994-12-2026-02 Bloomberg 1994 377 0%
HU 2001-03-2026-02 Bloomberg 1999 326 0%
1D 2004-01-2026-02 Bloomberg 2003 274 0%
1IE 1988-01-2026-03 Datastream-DL 1960 783 33%
1L 2005-03-2026-02 Bloomberg 2002 282 0%
IN 1998-12-2026-02 Bloomberg 1960 781 53%
1T 1998-01-2026-02 BIS 1960 794 47%
JP 1990-01-2026-02 Bloomberg 1960 794 39%
KR 2002-11-2026-02 Bloomberg 1987 464 28%
LT 2008-06-2026-03 Datastream-direct 1997 302 25%
MX 2003-08-2026-02 Bloomberg 2001 296 0%
MY 2001-09-2026-02 Bloomberg 2001 294 0%
NL 1987-01-2026-03 Datastream-DL 1987 471 0%
NO 1987-01-2026-03 Datastream-DL 1987 467 0%
NZ 2001-01-2026-03 Datastream-DL 1985 493 0%
PE 2006-05-2026-02 Bloomberg 2006 238 0%
PH 2001-01-2026-02 Bloomberg 1996 350 0%
PL 1999-05-2026-02 Bloomberg 1999 322 0%
PT 2001-01-2026-03 Datastream-DL 1994 383 0%
SE 2001-01-2026-02 BIS 1986 478 0%
SG 2001-01-2026-02 Bloomberg 1994 375 0%
SI 2007-04-2026-03 Datastream-DL 2007 226 0%
TH 1999-09-2026-02 Bloomberg 1999 318 0%
TR 2010-01-2026-03 Datastream-DL 2010 195 0%
T™W 2001-01-2026-03 Datastream-DL 1999 324 0%
US 1971-08-2025-12 GSW 1962 768 0%
ZA 1995-07-2026-02 Bloomberg 1995 374 0%

Note: Yields are 10-year zero-coupon rates in percent per year, continuously compounded. Each country is assigned a
single daily source, chosen by longest active history; a bad date is set to missing, not filled from a second provider, because
a series stitched across two curve-fitting conventions carries joins that look like price moves. Monthly from and Months
describe the analysis sample, which begins in 1960; the monthly panels hold a short buffer before that date so the first
year’s rolling windows have inputs, and it is excluded here. GFD share is the fraction of those months supplied by Global
Financial Data, which reaches 18 countries and is never a primary source and never daily. It supplies redemption yields,
put through the same par-consistent fit as the Datastream curve: where the vendor quotes the ten-year alone the fit reduces
to that quote converted from annual to continuous compounding, and where it quotes several maturities a curve is fitted
across them.
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Trading calendars. We difference returns on each country’s own trading calendar. We
build that calendar from an exchange calendar, frozen once from a calendar library and
hashed with the other inputs, and from the variation of the index and of the country’s
own bond quote. A day the calendar records as open is a session whatever the two series
did, since a flat session on a trading day is an observation about co-movement; a day it
records as closed is kept only if both the index and the bond quote moved on it; and
where no calendar reaches, which is Japan before 1997, a day is kept if either moved. The
rule removes 13,814 delivered days across 43 countries, each listed with its date, price and
reason in a shipped record, and a second and separate rule removes 1,670 more, Israel’s
Fridays before the Tel Aviv exchange moved to a Monday-to-Friday week in January 2026.
Because the rule conditions on the realized value of one of the two series whose correlation
we compute, we price it on a rebuild. Switching it off adds 55 monthly ten-year cells and
no country-year and no country, changes the correlation in 6,266 others, three quarters of
them by less than 0.01, and moves the coefficient this appendix supports by less than a

tenth of a standard error.

Monthly returns and the splice. For the monthly series we take the MSCI country
index, or the CRSP return for the United States, resample it to month-end, and splice it
back before its start with Global Financial Data, splicing on returns and dropping the
first observation of each segment. We admit a splice only on at least 24 months of joint
quotation and a return correlation of at least 0.85 over that overlap. 36 of the 44 countries
carry an extension; the median admitted overlap correlation is 0.978. We set to missing
the 16 monthly returns that are exactly zero, since an exact zero in a log return means
a byte-identical index level, which is a stale quote or a closed market, and Colombia’s
January 1988 return, computed from an index level of exactly 100, the vendor’s base value,
against a following month quoted on a different scale, so the implied fall of 90.6 percent is

a change of units.

B.4 Stock-bond correlation

Our dependent variable is the realized stock-bond correlation, the Pearson correlation
between the equity return of Section B.3 and the bond return of Section B.2. Both returns

are already defined, so the correlation adds only the window and the minimum number of
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Table B.2: Equity return data: coverage, source and splice evidence by country.

Country Daily Daily source Monthly source History from Overlap Corr.
AT 1991-01-2026-03 Datastream local MSCI 1960 675 0.984
AU 1992-06-2026-03 Datastream local MSCI 1960 675 0.979
BE 1991-01-2026-03 Datastream local MSCI 1960 675 0.940
BR 1991-12-2026-03 Datastream local MSCI 1960 459 0.974
CA 1987-01-2026-03 Datastream local MSCI 1960 675 0.984
CH 1993-05-2026-03 Datastream local MSCI 1960 675 0.995
CL 2001-01-2026-03 MSCI MSCI 1975 459 0.974
CN 2001-01-2026-03 MSCI MSCI 1993 - -
CcO 2001-01-2026-03 MSCI MSCI 1988 398 0.974
CZ 2001-01-2026-03 MSCI MSCI 1995 - -
DE 1986-01-2026-03 Datastream local MSCI 1960 675 0.993
DK 2001-01-2026-03 MSCI MSCI 1960 675 0.983
ES 1992-02-2026-03 Datastream local MSCI 1960 675 0.967
FI 1991-01-2026-03 Datastream local MSCI 1960 459 0.977
FR 1988-01-2026-03 Datastream local MSCI 1960 675 0.996
GB 1986-01-2026-03 Datastream local MSCI 1960 675 0.992
GR 1998-05-2026-03 Datastream local MSCI 1988 - -
HK 1990-01-2026-03 Datastream local MSCI 1960 675 0.978
HU 1997-10-2026-03 Datastream local MSCI 1991 375 0.974
1D 1996-07-2026-03 Datastream local MSCI 1988 - —
1IE 1988-01-2026-03 Datastream local MSCI 1960 459 0.949
1L 1994-01-2026-03 Datastream local MSCI 1993 — -
IN 1998-12-2026-03 Datastream local MSCI 1960 399 0.976
IT 1998-01-2026-03 Datastream local MSCI 1960 675 0.987
JP 1986-01-2026-03 Datastream local MSCI 1960 675 0.986
KR 1994-01-2026-03 Datastream local MSCI 1962 458 1.000
LT 2008-06-2026-03 MSCI MSCI 1996 214 0.875
MX 2001-01-2026-03 MSCI MSCI 1983 459 0.989
MY 1994-01-2026-03 Datastream local MSCI 1960 459 0.896
NL 1986-01-2026-03 Datastream local MSCI 1960 675 0.970
NO 1986-01-2026-03 Datastream local MSCI 1960 675 0.860
NZ 2001-01-2026-03 Datastream local MSCI 1960 459 0.937
PE 2001-01-2026-03 MSCI MSCI 1993 — —
PH 2001-01-2026-03 MSCI MSCI 1982 458 0.987
PL 1993-01-2026-03 Datastream local MSCI 1991 399 0.979
PT 2001-01-2026-03 MSCI MSCI 1960 459  0.950
SE 2001-01-2026-03 MSCI MSCI 1960 675 0.983
SG 2001-01-2026-03 MSCI MSCI 1960 675 0.973
SI 2002-06-2026-03 MSCI MSCI 2002 - -
TH 1994-11-2026-03 Datastream local MSCI 1975 456 0.983
TR 2001-01-2026-03 MSCI MSCI 1986 459  0.991
T™W 2001-01-2026-03 MSCI MSCI 1988 - -
UsS 1926-01-2025-12 CRSP CRSP 1960 1200 0.990
ZA 1995-07-2026-03 Datastream local MSCI 1960 399 0.977

Note: Daily returns are log differences of index levels on each country’s own trading calendar. Iceland and Estonia ship
in no panel: Iceland’s index breaks across the 2008 collapse and Estonia has no zero-coupon curve to pair with. Overlap
and Corr. describe the backward extension of the monthly series with Global Financial Data, which is admitted only on
at least 24 months of joint quotation and a return correlation of at least 0.85, and is spliced on returns and not on price
levels. 36 of 44 countries are extended; the median admitted correlation is 0.978 and the lowest is 0.860. Global Financial

Data is never a primary source and never enters the daily panel.
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return pairs that window must contain.

1. Non-overlapping monthly, from daily returns. Within each calendar month,
we take the correlation of that month’s daily returns on the country’s own trading
calendar, and use it only if the month carries at least 15 trading days on which
both legs are observed. Days the source did not publish are left empty: carrying
the last quote forward would imply a bond return of exactly zero and would let a
weekly feed reach the daily panel looking daily, and in our daily quality record 0
of 14,219 country-year-series ship more sessions than the source published. This is
our dependent variable in the baseline regressions of Section 4, and in the channel-
decomposition and fiscal-salience regressions, whose right-hand-side variables are

monthly.

2. Annual, from monthly returns. Within each calendar year, we take the correla-
tion of that year’s monthly equity and bond returns and date it at year-end. We
use a year only if at least 10 of its 12 months carry both returns, and we admit a
country only if at least 10 years of its history carry a computable cell. This is our
dependent variable in the annual regressions, which carry the horse race between
interest expense and its components, because the debt ratio moves once a year.
We build it from monthly returns because the daily zero-coupon panel does not
begin until 2000 for the median country, while the monthly series reach 1960. The
difference is 1,788 country-years against 1,225, and it falls in the early, high-inflation
decades we need in order to identify anything from within-country variation in the
interest burden. The daily-return twin, the calendar-year correlation of daily returns,

is built alongside it and ships in the replication package.

3. Further windows. For the event study of Section 5 we compute an event-time
quarterly correlation of daily returns, binned in three-month windows measured
from the 20 October 2009 Greek deficit revision, so that the revelation falls on a bin
boundary and no bin straddles it, requiring at least 40 trading days per bin. The
package also builds a rolling twelve-month correlation of monthly returns, requiring a
full twelve months of paired returns, and calendar quarterly and annual correlations

of daily returns, requiring at least 30 and 100 trading days.

We use plain Pearson correlations throughout and apply a Fisher transformation only
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in the robustness tables. We pair returns on each country’s own trading calendar, so a
cell never pairs an equity return against a bond return across a market holiday. We use
the 10-year bond leg throughout, with a 5-year twin where the regressor is the 5-year
CDS spread; because a correlation is invariant to scale, maturity enters only through the
shape of yield-curve changes, so the two are nearly identical, and both come from one

curve, so their agreement is not two independent measurements of the same market.

B.5 Fiscal and macroeconomic variables

We build the fiscal regressor from annual sources placed on the monthly grid, and we

enter the macroeconomic controls as monthly series directly.

The fiscal regressor. Our headline regressor is the forward-looking interest burden,

the debt ratio priced at the current long yield,

e — Di,t ) Y10,i,t
wt Y. 100 ’

)

with the debt ratio and the 10-year yield both in percent: the interest the sovereign would
owe if its whole debt stock were refinanced at today’s yield, which moves when the market
reprices fiscal risk, before that repricing reaches realized coupons. In the annual panel we
take both legs at the end of the year, because a debt stock measured at year end times a
yield averaged over the preceding twelve months corresponds to no moment at which a
sovereign could have refinanced. In the monthly panel the debt ratio is the last annual
figure the source had published, which keeps every monthly observation predetermined,
and the yield is that month’s own reading. We enter the regressor in levels, because the
product (D/Y')y1p carries the interaction between the quantity of debt and its price that

we are studying, and a log specification removes that interaction by construction.

Cascades and their shares. We fill three variables by a cascade, because no single
source covers our 44 countries from 1960. We use a layer only where the layer above it has
no observation, and we apply the same cascade to every country, with no country-specific
overrides. Table B.3 reports how much of the finished panel each layer supplies, because
the ordering alone misleads about what the panel rests on: the debt series names the

World Economic Outlook first, but the Historical Public Debt Database is effectively the
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whole of the pre-1990 history. Without it our annual panel would start in 1981 instead of
1961.

Table B.3: Sources supplying the macroeconomic and fiscal controls, by cascade layer.

Variable Layer Country-months Share
Consumer price inflation OECD 24,600 T71.0%
GFD 6,353 18.3%
IMF IFS 1,853  5.3%
GMD 1,265  3.6%
IMF /DBnomics 595  1.7%
Real activity OECD industrial production 19,802 57.5%
GMD real GDP 10,278  29.8%
IMF /DBnomics 2,205  6.4%
OECD real GDP 2,157  6.3%
Debt/GDP IMF WEO 17,408 58.5%
IMF HPDD 12,204 41.0%
Eurostat 162 0.5%

Note: Each variable is filled by a cascade that is applied identically to every country: a layer is used only where the layer
above it has no observation. Shares are of the country-months the finished monthly panel carries, so they sum to 100%
within a variable. The last layer of each cascade is annual, so one figure stands for its twelve months; those cells are
recorded in the source grid and are exempt from the build-time repeat check.

Debt and the controls. For the debt-to-GDP ratio we take the IMF World Economic
Outlook series for general government gross debt (GGXWDG_NGDP), extend it forward with
Eurostat quarterly government debt and backward with the IMF Historical Public Debt
Database. The vintage we hold measures the debt ratio through 2024 and marks that year
as an estimate for 20 of the 44 countries; we keep those values, because across the vintages
since 2008 a first estimate is later revised by about as much as a first published outturn,
and they reach only the regressor of 2025. We enter it as published and contemporaneous
(D;/Y;); predeterminedness comes from lagging the whole right-hand side one year, taken
on the calendar and not as the preceding row of the estimation panel, which after an
interior gap is not a one-year lag.

Three monthly controls follow the same design. Inflation (cpi) is year-over-year head-
line consumer-price inflation, filled by the cascade OECD — IMF International Financial
Statistics — IMF/DBnomics — Global Financial Data — Global Macro Database; one
Chilean consumer-price print, October 2024, is removed as a vendor error. Real activity
(rgdp) is filled by the cascade OECD industrial production — IMF/DBnomics — OECD
quarterly real GDP — Global Macro Database real GDP; despite the variable’s name,

this control is industrial-production growth for most of the panel. The policy rate, our
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monetary control, is filled by the cascade Bank for International Settlements — European
Central Bank — Global Financial Data central bank discount rate — Global Financial
Data interbank overnight rate; for euro-area members we splice in the ECB rate at euro
accession and at nothing else, because several countries pegged to the euro before joining
it and admitting one on the strength of its peg would require adjudicating all of them.
We use the policy rate and not a short zero-coupon yield for this control because a short
yield is cut from the same fitted curve as the ten-year yield inside the fiscal regressor, so
conditioning on it removes part of the regressor’s own variation. Finally, we control for
the global risk environment with two published monthly series, the VIX index sampled at
month-end and the excess bond premium of Gilchrist and Zakrajsek (2012), each entered

without transformation.

B.6 Sovereign credit default swaps

For the credit channel we use the five-year sovereign CDS spread, the tenor at which
sovereign CDS are quoted and traded. Our panel carries 12,142 country-months for 44
countries from January 2001 to July 2026, with a median spread of 49 basis points and a
mean of 103. Table B.4 reports coverage and the screen record country by country.

We take these spreads from Markit, which computes the composites, and we read
no terminal data for credit default swaps anywhere in the package. A terminal that
republishes the composites returns a retired contract’s last published quote for every
date requested afterwards, so a name that stopped trading arrives as a plausible number
repeated for years, and it keys entities by display symbol, so a sovereign and a corporation
can resolve to the same string. Every observation is a Government reference entity, senior
unsecured tier, five-year tenor, quoted in US dollars for every country except the United
States, which is quoted in euros, since a dollar hedge against a dollar default is worth
little.

We take the restructuring clause as the vendor gives it. The 2014 ISDA definitions
extended coverage to government bail-in, so protection under them is worth more. Of
the 44 countries, 24 quote the 2014 clause throughout and 18 switch to it at the vendor’s
own switch date; we splice at that point because the change is a real price change on
the contract the market trades, and the screen record marks which countries carry the

discontinuity. Australia and New Zealand come from a separate extract on the modified
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restructuring clause, the one clause that spans their history.

We apply two screens. A run of identical daily quotes longer than 15 sessions is
dropped, with the run length scaled by the level of the spread, since a composite at a few
basis points does not move for weeks because there is nothing between the quoting steps
for it to move to. A date whose cross-section carries too few distinct values is dropped,
because a redistribution fault that pastes one series across many columns leaves every
individual column varying and plausible. We also drop zero and negative spreads as
impossible; together the screens remove 0.2 percent of daily quotes. We take the last
observation of each month with at least 5 quotes, and we leave gaps as gaps and interpolate
across none of them, which is why the table reports first and last dates alongside the
longest gap. The contract is five-year, so in specifications placing CDS on the right-hand

side we use the five-year stock-bond correlation as the dependent variable.

B.7 Real yields and inflation compensation

In the inflation-expectations channel we decompose the nominal yield into a real yield and
a breakeven, computing the breakeven as the residual. We take real yields from sovereign
inflation-linked bonds, which reach 14 countries and so bound that decomposition. Because
the breakeven is a residual, a stale real-yield quote is booked to expected inflation, so we
apply the same staleness screen as for nominal yields, requiring at least 5 live quotes a
month, and treat a quote departing from both neighbors by more than 5 percentage points
and returning immediately as a bad print. South Africa quotes no five-year linker, so its
real yield is the midpoint of its four- and six-year, and we remove one Israeli month-end
print, in February 2025, that stands apart from flat neighbors while the nominal five-year

did not move.

B.8 Sovereign ratings and fiscal-origin classification

Section 6 needs news about the fiscal position that is not itself a market price. Sovereign
rating actions are one such source, but an action is not a fiscal event merely because a
rating agency took it, so we read what each agency said about its own decision.

We assemble rating histories for Moody’s, S&P and Fitch into one file of 1,415 actions
covering 43 of the panel countries from April 1974 to April 2026. Moody’s and Fitch

actions come from a commercial rating history, extended for Fitch with the agency’s own
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Table B.4: Sovereign CDS: coverage and the effect of the staleness screen.

Country Coverage Raw quotes Screened Removed Longest gap Clause

AT 2001-05-2026-07 6,566 0 0.0% 3d switched 2014
AU 2003-04-2026-07 5,972 0 0.0% 59 d single

BE 2001-01-2026-07 6,647 0 0.0% 4 d switched 2014
BR 2001-01-2026-07 6,664 0 0.0% 3d single

CA 2003-09-2026-07 4,965 0 0.0% 843 d single

CH 2007-06-2026-07 4,583 0 0.0% 557 d  switched 2014
CL 2002-02-2026-07 6,388 0 0.0% 3d single

CN 2001-01-2026-07 6,671 0 0.0% 3d single

(6{0) 2001-03-2026-07 6,614 0 0.0% 3d single

CZ 2001-03-2026-07 6,524 0 0.0% 105 d single

DE 2002-07-2026-07 6,217 0 0.0% 81 d switched 2014
DK 2002-11-2026-07 6,150 0 0.0% 35d switched 2014
ES 2001-02-2026-07 6,632 0 0.0% 3d switched 2014
FI 2002-07-2026-07 6,263 0 0.0% 11 d switched 2014
FR 2002-04-2026-07 6,333 0 0.0% 8 d switched 2014
GB 2006-03-2026-07 5,263 0 0.0% 61 d switched 2014
GR 2001-01-2026-07 6,315 0 0.0% 456 d  switched 2014
HK 2003-08-2026-07 5,753 0 0.0% 281 d single

HU 2001-02-2026-07 6,620 0 0.0% 15 d single

ID 2001-12-2026-07 6,132 104 1.7% 267 d single

IE 2003-01-2026-07 6,149 0 0.0% 3d switched 2014
IL 2001-04-2026-07 6,496 0 0.0% 41 d single

IN 2003-07-2025-12 3,356 307 9.1% 2,036 d single

IT 2001-01-2026-07 6,650 0 0.0% 3d switched 2014
JP 2001-01-2026-07 6,654 0 0.0% 20 d switched 2014
KR 2001-03-2026-07 6,609 0 0.0% 3d single

LT 2002-04-2026-07 6,278 0 0.0% 41 d single

MX 2001-01-2026-07 6,669 0 0.0% 5d single

MY 2001-04-2026-07 6,592 0 0.0% 3d single

NL 2003-07-2026-07 5,588 0 0.0% 572 d switched 2014
NO 2003-10-2026-07 5,931 0 0.0% 4 d switched 2014
NZ 2003-07-2026-07 5,713 0 0.0% 273 d single

PE 2002-02-2026-07 6,388 22 0.3% 3d single

PH 2001-03-2026-07 6,614 0 0.0% 3 d single

PL 2001-01-2026-07 6,646 0 0.0% 16 d single

PT 2002-02-2026-07 6,384 0 0.0% 3d switched 2014
SE 2001-05-2026-07 6,292 0 0.0% 123 d switched 2014
SG 2003-07-2014-12 1,941 0 0.0% 987 d single

SI 2002-02-2026-07 6,382 110 1.7% 5d single

TH 2001-02-2026-07 6,626 26 0.4% 7 d single

TR 2001-01-2026-07 6,658 0 0.0% 3d single

™ 2006-08-2014-04 642 0 0.0% 1,264 d single

Us 2003-12-2026-07 5,854 0 0.0% 77 d switched 2014
ZA 2001-01-2026-07 6,652 38 0.6% 16 d single

Note: Five-year senior sovereign CDS composites taken from the originating vendor, not from a terminal redistribution.
Screened counts daily quotes removed as a run of identical values longer than the threshold, which is a contract that
stopped trading and not a spread that did not move; Removed expresses that as a share of raw quotes. Longest gap is
the longest interval with no quote at all: 7 countries carry a gap of more than a year, and for those the coverage span
overstates continuous availability. Clause records the restructuring clause: 18 of 44 countries switched convention in 2014
and are spliced across that change, the rest quote one clause throughout.
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regulatory disclosure; S&P actions come from the agency’s published history, extended
with the commercial source where the official record stops short and for the outlook
changes it does not publish. An action is an upgrade (502), a downgrade (390) or an
outlook change (523); an agency’s first rating of a country and a withdrawal are coverage
events and not moves, and the 2 such rows in the record score nothing and enter no
filter. We keep outlook changes because they are often the first move an agency makes,
and we score 464 of them on the same scale at a fraction of a notch, a quarter to three
quarters, a fixed score per transition: a half for a move between stable and either outlook,
except a quarter for positive to stable, and three quarters for a move between the two
outlooks; the 59 moves into or out of Moody’s review status score zero. We take the
panel’s years from the record itself: a fixed window of 1986-2025 would drop 13 actions
and 186 country-years, so we impose none.

We map letters to a common notch scale, sum signed notches across agencies and
divide by the number of agencies covering that country in that year, since without a divisor
a country all three agencies follow would look three times as shocked as one followed by a
single agency. Coverage comes from the action record: an agency covers a country from
its first recorded action or first rating onward, so an agency that rated a country for years
without moving stays invisible until its first move and the divisor runs small over the
early record. All 98 headline-filter actions the scale signs as a downgrade, 58 downgrades
and 40 outlook moves the scale scores in the downgrade direction, fall in country-years all
three agencies cover; 11 of the 162 signed as an upgrade do not, so the divisor moves only
the upgrade arm of the reported estimate. We assign zero to a country-year in which no
agency moved, because no agency moving is a fact about that year.

We have a large language model read the newswire coverage of each action, a bundle
of Reuters stories from the five days around it that republish or paraphrase the agency’s
statement, and return for every event a primary origin and four confound flags (cyclical,
banking, external, political). We read each story three times and consolidate by majority,
because the model’s output is not reproducible to the letter at a fixed temperature: the
three readings of one story differ on at least one field for 10.8 percent of stories and, for
57.3 percent of events, on at least one of the event’s stories; replacing the three readings
with a single one changes an event’s consolidated label on at least one field for 10.5 percent

of events. Several reports can describe a single event, so in reducing to one row per event
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we let an agency’s own release outrank a paraphrase and a paraphrase outrank a wire
flash, take the maximum of the confound flags because a confound named in one report of
an event is a confound, and leave a field unclassified where the deciding tier ties or every
eligible report declines to state an origin. We recovered and classified a rationale for 1,044
of the 1,415 actions. Of the remaining 371, nothing was read for 161: the corpus holds no
story at all for 143, and for 18 only headline-only wire flashes carrying no text, which
the classifier never reads; for 210 the stories it holds settle no origin: for 142 no story
eligible to vote states one, and for 68 the deciding stories tie, between two origins for 65
and among three for 3. Both survive only the widest filter. The newswire archive begins
in January 1996, so no earlier action can be classified and the shifter is zero before then
by construction. Three nested filters make the ladder: Fy keeps every action, 1,415 events;
Fg keeps those the classifier reads as fiscal in origin, 776; and F¢, our headline filter,
additionally requires that the agency named no confound, 273. Restricting the events to
the country-months of Section 6’s estimation sample leaves 1,054, 655 and 215 under Fj,
Fp and Fi, the counts its tables print. We split the headline filter by which kind of fiscal
origin the agency stated, 144 structural and 129 governance, to show that the result does
not rest on one of the two.

We ship the action signals at two frequencies. Section 6’s rating tables read the
monthly panel, whose within-year sums reproduce the annual panel exactly; the annual
panel pairs the same signals with the dependent variable and the controls of the annual
baseline, so a coefficient there sits on the same scale as Section 4’s. A level panel records
where each country’s rating stood at the end of every year. Both action panels take their
dependent variable and controls from the panels every other exhibit reads; the level panel

carries no dependent variable and no control.

B.9 Wall Street Journal fiscal-salience index

The rating shifter is sparse, a few hundred actions over five decades, and a rating action can
respond to market prices. The newspaper shifter is a monthly share measured from text
for the country-months with attributed coverage. For each country-month we have a large
language model read the Wall Street Journal (WSJ) articles that a separate attribution
pass by a language model assigns to that country, as articles substantively about it, and

return the share in which it finds a substantive discussion of the sustainability of the
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country’s public finances; the classifier is asked about the topic and not about tone, so the
index measures salience. The corpus holds 200,391 unique articles; an article attributed
to several covered countries enters each of their cells, giving 387,066 country-article pairs
across 44 countries. The attribution is the model’s: 7.2 percent of those pairs assign an
article to a country of which the article contains no alias from the fixed table, such as its
name, adjective or demonym, its capital or a major city, its central bank, treasury or seat
of government, or its sovereign bond nickname, a share highest in the euro area’s small
members, and the package carries the share computed on alias-confirmed pairs and on the
classifier’s own list of the countries whose fiscal position a flagged article discusses beside
the headline share, for the measurement table of Appendix C.3. The WSJ panel runs
2000:01 through 2026:04. The share averages 0.129 across the 13,142 country-months that
carry one, with a standard deviation of 0.195, so the typical country-month has almost no
fiscal coverage and the variation we use falls in episodes. We enter the article count as
a control in every specification, in logs, because the index would otherwise be partly a
measure of attention. Against this shifter we use the non-overlapping monthly correlation
of daily returns at the primary maturity, the same object Section 4 aggregates to a year.

Three placebos ship as columns of the same panel. Bad news, not fiscal news: Loughran-
McDonald dictionary negativity (Loughran and McDonald, 2011), computed over the
identical 387,066 country-article pairs and assigned to countries by the same rule as the
index, so a horse race between them is a contest between two readings of an article and
never between two ways of attributing one. The classifier keying on country names: we
run one classifier, with the prompt and the model identical in both arms, twice over
a probe subsample, once on unmodified text and once on text rewritten by a second
language model to replace country names, currencies, officials, institutions and dates
by placeholders. In both arms articles are assigned to countries by the alias table on
the unmodified text, so the contrast is one of flagging alone. The rewriting is itself
measured: a name, demonym or city of an attributed country survives in 24.7 percent of
the anonymized articles, and some alias the rewriter was told to replace in 35.4 percent.
The two arms’ country-month shares correlate at 0.88 (Pearson) against the 0.85 we set
in advance, a margin we report because it is narrow. Where the anonymized arm returns
a placeholder in place of a country we record it under a reserved code that no reported

quantity reads. General policy uncertainty: the Economic Policy Uncertainty index (Baker
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et al., 2016), monthly, lagged on its own dense grid before merging. In a separate panel we
replace the stock-bond correlation with the correlation between local equity returns and
US equity returns, on the same monthly grid and the same 15-day minimum, giving 13,028
country-months for 43 countries. The 43 are the estimation sample without the United
States, whose correlation with US equity is one by construction: if fiscal coverage moved

the stock-bond correlation through general attention, it should move this correlation too.

B.10 What our construction does to the data

We remove very little, and where we cannot estimate we carry the vendor’s own number.
We remove a quote where it cannot be a market price of the sovereign instrument: a level
that is arithmetically impossible, a run of identical values, a one-day move above the
jump threshold, a value contradicted by an independent measurement, or a segment the
vendor’s own notes show is another instrument, with a dated exemption list that keeps the
real repricings a rule would otherwise catch; and we remove a return where its two ends
are not consecutive prices of one construction. On a date the source published nothing,
we carry nothing, and where we substitute, the substitute is the vendor’s own published
number at the maturity the vendor priced. Across the eleven monthly maturities the
screens above mask 2,466 returns, and at the ten-year the masked count is 399 of the
returns a screen could have reached; the substitutions are the larger count, 64,003 values
where the vendor’s own quote stands in for a curve the grid could not identify, and 27,921
sessions carrying a converted redemption quote instead of a fitted curve point, most of
them Lithuania’s, whose grid ends at the ten-year and is never fitted. And the 28 declared
rules are individually switchable: the package refuses to ship a build with any of them
disabled and reproduces the shipped panels when all of them are on.

Tables C.20 to C.22 re-estimate the monthly specification ladder, the annual horse
race and the monthly baseline on later samples on a full rebuild of the data with every
switchable rule off and the two estimation floors kept. The coefficient the paper is about
keeps its sign and its significance in every column of every panel, and most differences
from the shipped estimate are smaller than one standard error. That is why this appendix
carries only the summary: the replication package documents each screen, exclusion and
rule with the reason for it and, where a record ships, its count, and neither the sign nor

the significance of the estimates depends on them.
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B.11 Variable definitions

Table B.5 defines every column of the annual estimation panel and reports its moments.
We generate the table from the panel; the builder fails if the panel carries a column the
table does not define, or defines one the panel does not carry. The dependent variable is
present for all 1,788 country-years; the regressor is present for 1,757 of them, and that
intersection is what we call the estimation sample. The VIX and the excess bond premium
are global series that begin later than the panel does, and year fixed effects absorb both

in every specification that carries them, so they bind only where we omit year effects.
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Table B.5: Variable definitions and summary statistics, annual panel.

Variable

Units

Definition

N Mean

SD

Y
IElY

f
IEL?:1

(D/Y )it

(D/Y)it—1
Yi,t

Yijt—1
IE/Y;

Structural balance
Expected inflation

s

Tit—1
Activity

Activity, lagged
P

Vit

D
Vit—1
it

Z'S
it—1
VIX

EBP
Advanced economy
Ap,
e
AIE;

Aﬂ' it
Activity, differenced

correlation
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Calendar-year correlation of monthly equity log
returns with monthly 10-year zero-coupon bond
returns. The dependent variable.
Forward-looking interest expense: general govern-
ment debt over GDP multiplied by the 10-year
zero-coupon yield, (D/Y )i X i t.

One-year lag of the above. This is the regressor
throughout; the lag is what makes it predeter-
mined.

General government gross debt over GDP, con-
temporaneous in both legs.

One-year lag.

10-year zero-coupon yield, continuously com-
pounded, the December reading of the monthly
series.

One-year lag.

Backward-looking interest expense: general gov-
ernment interest paid over GDP, as reported.
Shown for comparison with the forward-looking
measure, not used in the baseline.

General government structural balance.
Expected consumer price inflation for the year,
taken from the previous autumn’s World Eco-
nomic Outlook forecast in the historical vintage
database, so it is what forecasters expected at
the time, not the later-revised outturn. Constant
within the year.

Consumer price inflation, year on year, from the
cascade described above, averaged over the twelve
monthly readings of the year.

One-year lag.

Real activity growth. Industrial production
growth where it exists, then the remaining lay-
ers of the activity cascade. Named for real GDP
in the code; it is not literally real GDP for most
cells.

One-year lag.

Central bank policy rate at year end, and the
monetary control the paper reports. Filled by
the cascade BIS policy rate, then the ECB rate
from each country’s own euro entry, then a central
bank discount rate, then an interbank overnight
rate where no policy rate exists.

One-year lag.

Retained for comparison only: the two-year zero-
coupon yield at year end, superseded as the mon-
etary control by the policy rate above because it
is cut from the same fitted curve as the ten-year
yield inside TEf% so conditioning on it removes
part of the regressor’s own variation.

One-year lag.

CBOE implied volatility index, month-end closes
averaged over the year. Global, so it is absorbed
by year fixed effects and enters only where those
are absent.

Gilchrist-Zakrajsek excess bond premium, annual
mean. Global, same caveat as the VIX.

One for the 29 advanced economies, zero for the
15 emerging markets.
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Note: Definitions and moments for every column of the annual estimation panel, which carries 1,788 country-years for 44
countries over 1960-2025. Country and date identifiers are omitted. Moments are computed over the non-missing cells
of each column, so N differs across rows and a regression using several of them runs on their intersection. The table is
generated from the panel: the builder fails if the panel carries a column this table does not define, or defines one the panel
does not carry.



C Robustness and additional results

This appendix is organized by paper section. Appendix C.1 collects the robustness for
Section 4: the construction of the fiscal measure, the stability of the estimate across
countries, and alternative dependent variables. Appendix C.2 re-runs the euro-area design
of Section 5 under alternative treatments, windows, samples and dependent variables.
Appendix C.3 collects the robustness for Section 6: the two shifters beside the interest-
expense measure, the rating shifter by bin of the lagged fiscal burden, the newspaper
index against its placebos, by country group and by how it is measured, and leave-one-out
over all 44 countries. Appendix C.4 re-estimates the credit decomposition of Section 7
under tighter distress thresholds. Appendix C.5 re-runs the paper’s main tables on a

dataset rebuilt without the discretionary screens that Appendix B documents.

C.1 Robustness for Section 4

Four figures and six tables support Section 4. Figure C.1 varies the construction of
the fiscal measure itself: panel (a) moves the regressor from realized, backward-looking
interest payments to the forward-looking ratio, and panel (b) rebuilds ie™ with the yield
at every maturity the panel carries. The estimate is indistinguishable from zero at the
backward-looking end, rises monotonically toward the forward-looking measure, and across
maturities peaks at the ten-year maturity of the baseline. Figure C.2 re-estimates the
baseline forty-four times, dropping one country at a time; no exclusion changes the sign
on either panel. Table C.1 replaces the dependent variable with its Fisher transformation
and with the volatility-scaled correlation, the object on the left-hand side of the model’s
regression form. Table C.2 compares the two constructions of the monthly debt leg,
the reported December step and a linear interpolation. Tables C.3 and C.4 report the
regression country by country at both frequencies, so the countries the main text discusses
can be placed in the distribution they come from; these regressions carry no time effects, so
they retain the common global movement in correlations and are not comparable with the
panel estimates. Table C.5 races inflation against the fiscal variable on the country-months
with inflation at most 10 percent. In Figure C.2 the estimates run from 0.0122 to 0.0147
on the monthly panel and from 0.0125 to 0.0157 on the annual, against 0.0138 and 0.0145

on the full samples. We report the step construction of the debt leg in Table C.2 because
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a linear interpolation between year-end figures places part of the following December’s
value inside every earlier month of the year, which the one-month lag does not remove.

Inflation is the leading account of the stock-bond correlation in United States data
(Campbell et al., 2017, 2020; Li et al., 2022): the correlation is positive when inflation
shocks dominate bond risk and negative when growth shocks do, a regime the whole
cross-section shares in a given month. The panel can ask a question the United States
time series cannot, whether a country’s own inflation explains its own correlation once
that common regime is absorbed. Table C.5 asks it. On the full sample, pooled, inflation
and the fiscal variable both enter positively; with country and month effects the inflation
coefficient turns negative, and the sign comes from the country-months of a few emerging
markets with inflation above 10 percent, outside the range the United States evidence
covers. Columns (3) to (6) therefore keep the country-months with inflation at most 10
percent, 97 percent of the sample. There the inflation coefficient is zero, alone or in the race,
while ie™ enters at 0.015 with a ¢-statistic of 5 alone and beside it, close to its full-sample
value, and the annual panel gives the same ranking. The two accounts are complements.
Inflation describes the regime the cross-section moves through together and the level
differences across countries; the fiscal variable describes which country’s correlation moves
when its own position changes, which is the variation a two-way fixed-effects panel isolates.

Two figures give the slower-moving evidence behind the eras paragraph of Section 4.
Figure C.3 re-sorts the countries every month on their lagged interest expense and plots
the average monthly correlation of the top and bottom thirds: the top third sits above
the bottom third in all but one of the months plotted, by 0.20 on average, and the gap is
widest in the 2010s. It is the pooled relationship of the first column of Table 2 drawn over
time, a comparison across countries at each date and not the within-country estimate the
paper reports. Figure C.4 traces the United States alone since 1962: the correlation is
positive in most years through the four decades in which the interest burden rose toward
six percent of GDP, negative in 14 of the 22 years from 2000 to 2021 with the burden
averaging 2.6 percent, and positive again in 2022 to 2024 as the burden returned above
five. The two annual series correlate at 0.60.

Table C.6 asks which way the association runs, on the annual panel, where the debt
leg of the regressor moves. Lagged interest expense predicts the correlation beside the

correlation’s own lag, at 0.012 with a p-value of 0.014, while the lagged correlation does
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Table C.1: Alternative dependent variables

(1) (2) (3) (4) (5) (6)

Fisher z Fisher z Fisher z p X oy p X Op p X Op

Monthly 10Y Monthly 5Y Annual 10Y Monthly 10Y Monthly 5Y Annual 10Y

IEif,;il 0.0153*%%*  0.0150***  0.0178%** 0.0003*%%*  0.0002***  0.2420%**
(0.0034) (0.0045) (0.0056) (0.0000) (0.0000) (0.0904)

Observations 14,414 13,903 1,757 14,414 13,903 1,757
Baseline 0.0138%*%*  0.0133***  (0.0145%** 0.0138%%*  (0.0133***  0.0145%**

Note: This table reports the baseline specification with the dependent variable transformed. Columns (1) to (3) replace
the correlation with its Fisher transformation, z = artanh(p®?); columns (4) to (6) multiply it by the standard deviation
of bond returns within the same period, the left-hand side of the model’s regression form in Section 2. The regressor,
the controls, the fixed effects and the standard errors are those of Table 2, and the baseline row repeats the estimate on
the untransformed correlation for the same panel. The volatility-scaled columns carry the units of the return standard
deviation they multiply, daily in the monthly columns and monthly in the annual one, so each column is read against its
own baseline row. Standard errors, in parentheses, are two-way clustered by country and by period. *** p<0.01, ** p<0.05,
* p<0.1.

not predict interest expense: 0.04 percentage points of GDP per unit of correlation, with

a p-value of 0.83.
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Table C.2: The debt leg, December step against interpolated

Monthly 10Y Monthly 5Y
December (reported) 0.0134%F%  0.0127%**

(SE) (0.0031) (0.0040)
Interpolated 0.0136*** 0.0112%**
(SE) (0.0029) (0.0038)
Observations 14,118 13,607

Note: This table reports the baseline specification of Table 2 with the debt leg of IEf® constructed two ways on identical
observations: the reported series, the last annual debt-to-GDP figure the source had published, held through the year; and
a linear interpolation of the annual figures onto the monthly grid. The two agree to within 0.0002 at ten years and 0.0015
at five. Standard errors, in parentheses, are two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1.
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Table C.3: The regression country by country, monthly

Country Group No controls (SE) R? With controls (SE) R? N Sample

HK AE 0.5081 (0.5870) 0.011 0.5186 (0.5936) 0.021 276 2002-02-2025-01
AU AE 0.2339***  (0.0306) 0.229 0.2419%**  (0.0334) 0.235 370 1995-01-2025-10
US AE 0.2292*** (0.0205) 0.414 0.2108*** (0.0217) 0.434 651 1971-09-2025-12
GB AE 0.2100*** (0.0280) 0.280 0.1792%**  (0.0314) 0.341 481 1986-01-2026-01
KR AE 0.1667* (0.0913) 0.033 0.1740* (0.1017) 0.047 277 2002-12-2026-01
ES AE 0.1363*** (0.0181) 0.244 0.1629%** (0.0189) 0.294 408 1992-02-2026-01
MY EM 0.1170**  (0.0479) 0.030 0.1308** (0.0591) 0.032 280 2001-10-2025-01
NL AE 0.1107*** (0.0138) 0.266 0.1116*** (0.0144) 0.277 468 1987-02-2026-01
NO AE 0.1121***  (0.0234) 0.131 0.1091***  (0.0240) 0.133 450 1987-09-2026-01
AT AE 0.1092*** (0.0171) 0.176 0.1070*** (0.0174) 0.185 421 1991-01-2026-01
FI AE 0.1120%** (0.0193) 0.166 0.1068*** (0.0195) 0.172 411 1991-09-2026-01
PL EM 0.0859*** (0.0286) 0.064 0.1046*** (0.0278) 0.075 320 1999-06-2026-01
SG AE 0.0972***  (0.0277) 0.083 0.0980*** (0.0281) 0.084 289 2001-01-2025-01
NZ AE 0.1130** (0.0516) 0.036 0.0917* (0.0557) 0.061 298 2001-01-2025-10
CA AE 0.0859***  (0.0080) 0.270 0.0859***  (0.0093) 0.270 466 1987-01-2026-01
HU EM 0.0627*** (0.0116) 0.116 0.0746*** (0.0109) 0.137 298 2001-04-2026-01
BR EM 0.0438* (0.0232) 0.051 0.0574** (0.0244) 0.077 226 2007-04-2026-01
IL AE 0.0741*** (0.0168) 0.097 0.0548** (0.0247) 0.126 216 2005-04-2026-01
FR AE 0.0589 (0.0361) 0.032 0.0546 (0.0369) 0.050 373 1995-01-2026-01
DE AE 0.0489 (0.0364) 0.022 0.0514 (0.0392) 0.046 373 1995-01-2026-01
BE AE 0.0483***  (0.0067) 0.182 0.0474*%%* (0.0074) 0.191 421 1991-01-2026-01
IE AE 0.0348*** (0.0075) 0.127 0.0357*** (0.0073) 0.140 441 1988-01-2026-01
PT AE 0.0311***  (0.0095) 0.062 0.0350*%** (0.0086) 0.120 301 2001-01-2026-01
SI AE 0.0304** (0.0141) 0.015 0.0343** (0.0138) 0.017 213 2007-05-2026-01
ZA EM 0.0309*** (0.0104) 0.051 0.0297*** (0.0104) 0.059 364 1995-07-2025-10
PE EM 0.0336 (0.0318) 0.006 0.0231 (0.0443) 0.008 222 2006-06-2025-01
JP AE 0.0292 (0.0209) 0.016 0.0198 (0.0193) 0.061 433 1990-01-2026-01
CzZ AE 0.0241 (0.0336) 0.002 0.0149 (0.0391) 0.006 301 2001-01-2026-01
TH EM 0.0191 (0.0172) 0.005 0.0134 (0.0177) 0.014 304 1999-10-2025-01
GR AE 0.0120 (0.0073) 0.076 0.0118* (0.0066) 0.121 331 1998-05-2026-01
LT AE 0.0086 (0.0275) 0.001 0.0088 (0.0303) 0.002 139 2008-06-2026-01
MX EM 0.0007 (0.0242) 0.000 0.0015 (0.0263) 0.001 269 2003-08-2026-01
TR EM -0.0403***  (0.0144) 0.063 0.0011 (0.0219) 0.125 192 2010-02-2026-01
CL EM 0.0002 (0.0255) 0.000 0.0010 (0.0277) 0.001 243 2005-10-2026-01
IN EM -0.0013 (0.0139) 0.000 -0.0028 (0.0145) 0.018 326 1998-12-2026-01
PH EM -0.0020 (0.0048) 0.001 -0.0109***  (0.0042) 0.044 289 2001-01-2025-01
IT AE -0.0248 (0.0235) 0.013 -0.0196 (0.0237) 0.022 336 1998-01-2026-01
cO EM -0.0066 (0.0067) 0.001 -0.0296** (0.0127) 0.032 237 2006-05-2026-01
CH AE -0.0399**  (0.0200) 0.012 -0.0482** (0.0216) 0.018 335 1998-01-2026-01
SE AE -0.0619*% (0.0322) 0.024 -0.0613* (0.0319) 0.078 300 2001-01-2026-01
ID EM -0.0478***  (0.0086) 0.082 -0.0659***  (0.0091) 0.107 261 2004-02-2026-01
DK AE -0.0784** (0.0327) 0.042 -0.0686** (0.0349) 0.084 301 2001-01-2026-01
CN EM -0.1252***  (0.0470) 0.040 -0.0954**  (0.0388) 0.062 229 2006-01-2025-01
TW AE -0.2579***  (0.0635) 0.055 -0.2560***  (0.0614) 0.057 274 2001-01-2025-01

Note: This table reports one time-series regression per country of the non-overlapping monthly correlation of daily equity
and daily 10-year zero-coupon bond returns on the forward-looking interest expense ratio, lagged one month, without
controls and then with CPI inflation and industrial production growth, both lagged one month, on the same observations.
Countries with fewer than 120 monthly observations are omitted, which removes none of the 44. Standard errors, in
parentheses beside each estimate, are Newey-West with a twelve-month bandwidth. Rows are ordered by the controlled
estimate. These regressions carry no time fixed effects, so their coefficients are not comparable with the panel estimates of
Table 2. *** p<0.01, ** p<0.05, * p<0.1.
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Table C.4: The regression country by country, annual

Country Group No controls (SE)  R? With controls (SE) R? N Sample

HK AE 0.5060 (0.9587) 0.012 0.7985 (0.8060) 0.031 24 2002-2025
KR AE 0.4055*** (0.1467) 0.178 0.3092* (0.1590) 0.237 37 1988-2025
AU AE 0.2191%** (0.0469) 0.187 0.2370*%** (0.0528) 0.196 59 1961-2025
PL EM 0.2437*** (0.0411) 0.376 0.2303*** (0.0401) 0.483 26 2000-2025
CL EM 0.1137** (0.0548) 0.069 0.1417%% (0.0692) 0.214 20 2006-2025
JP AE 0.1126** (0.0495) 0.124 0.1315*** (0.0499) 0.195 65 1961-2025
NO AE 0.1699*** (0.0309) 0.193 0.1289** (0.0529) 0.222 38 1988-2025
UsS AE 0.1649*** (0.0314) 0.181 0.1145%%* (0.0333) 0.349 63 1963-2025
MY EM 0.1343 (0.1768) 0.028 0.1119 (0.1789) 0.071 24 2002-2025
SG AE 0.0996 (0.0790) 0.066 0.0913 (0.0667) 0.142 31 1995-2025
CZ AE 0.0983 (0.0818) 0.029 0.0892 (0.1173) 0.037 26 2000-2025
HU EM 0.0967*** (0.0270) 0.236 0.0811*%%F (0.0274) 0.279 26 2000-2025
BR EM 0.0627** (0.0312) 0.125 0.0751%%% (0.0284) 0.156 19 2007-2025
CA AE 0.0942*** (0.0223) 0.176 0.0733*%%* (0.0226) 0.285 65 19612025
AT AE 0.0675 (0.0438) 0.049 0.0689 (0.0423) 0.107 65 1961-2025
DK AE 0.0635*** (0.0188) 0.248 0.0632*** (0.0171) 0.284 65 1961-2025
FI AE 0.0843* (0.0491) 0.060 0.0605 (0.0392) 0.167 60 1966-2025
PE EM -0.0100 (0.0531) 0.000 0.0570 (0.0743) 0.028 19 2007-2025
ES AE 0.0676* (0.0383) 0.065 0.0566 (0.0404) 0.096 65 1961-2025
NL AE 0.0617* (0.0339) 0.085 0.0527 (0.0348) 0.150 38 1988-2025
FR AE 0.0496 (0.0517) 0.019 0.0479 (0.0543) 0.096 65 1961-2025
PT AE 0.0382* (0.0204) 0.072 0.0428** (0.0176) 0.166 31 1995-2025
TR EM -0.0498 (0.0319) 0.052 0.0383 (0.0321) 0.533 15 2011-2025
SE AE 0.0606** (0.0305) 0.090 0.0382 (0.0307) 0.200 39 1987-2025
1IE AE 0.0177 (0.0141) 0.032 0.0330** (0.0136) 0.117 62 1961-2025
BE AE 0.0327%* (0.0131) 0.096 0.0330** (0.0134) 0.100 65 1961-2025
MX EM 0.0424 (0.0688) 0.013 0.0294 (0.0936) 0.098 24 2002-2025
NZ AE -0.0041 (0.0219) 0.001 0.0269 (0.0462) 0.029 39 1986-2025
CH AE 0.0556 (0.0673) 0.019 0.0265 (0.0772) 0.032 65 1961-2025
(610) EM -0.0259** (0.0114) 0.037 0.0211 (0.0191) 0.221 23 2003-2025
IT AE 0.0160 (0.0123) 0.024 0.0194 (0.0128) 0.027 65 1961-2025
ZA EM 0.0174 (0.0201) 0.013 0.0164 (0.0211) 0.020 30 1996-2025
GR AE 0.0121*** (0.0046) 0.103 0.0163** (0.0080) 0.214 34 1988-2025
IN EM 0.0074 (0.0201) 0.003 0.0044 (0.0188) 0.108 57 1961-2025
GB AE 0.0424** (0.0211) 0.052 -0.0045 (0.0245) 0.139 65 1961-2025
DE AE 0.0050 (0.0711) 0.000 -0.0107 (0.0515) 0.269 65 1961-2025
PH EM -0.0102 (0.0072) 0.024 -0.0135 (0.0102) 0.045 28 1997-2025
1D EM 0.0058 (0.0205) 0.001 -0.0182 (0.0361) 0.049 22 2004-2025
IL AE 0.0180 (0.0334) 0.013 -0.0221 (0.0376) 0.217 22 2003-2025
SI AE -0.0134 (0.0341) 0.004 -0.0280 (0.0285) 0.103 15 2011-2025
TH EM -0.0291 (0.0362) 0.006 -0.0944* (0.0505) 0.179 26 2000-2025
LT AE -0.0856** (0.0414) 0.117 -0.0966** (0.0444) 0.278 20 1999-2025
W AE -0.3122** (0.1569) 0.076 -0.2799* (0.1455) 0.096 22 20002025
CN EM -0.3650*** (0.1098) 0.249 -0.5061*** (0.1429) 0.335 23 2003-2025

Note: This table reports the annual twin of Table C.3: one time-series regression per country of the calendar-year correlation
of monthly equity and monthly 10-year zero-coupon bond returns on the forward-looking interest expense ratio, lagged
one year, without controls and then with CPI inflation and real activity growth, both lagged, on the same observations.
Countries with fewer than 15 annual observations are omitted, which removes none of the 44. Standard errors, in parentheses
beside each estimate, are Newey-West with 3 lags. Rows are ordered by the controlled estimate. These regressions carry
no time fixed effects, so their coefficients are not comparable with the panel estimates. *** p<0.01, ** p<0.05, * p<0.1.
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Table C.5: Inflation and interest expense on the low-inflation sample

(1) (2) 3) (4) (5) (6)
sb,10Y sb,10Y  sb,10Y 56,10 sb,10Y 5b,10Y
it it it it it iy

Sample Full Full  <10% <10% <10% <10%
IEZ;U_l 0.0373%*F*  (0.0137*** — 0.0147*** 0.0147%** 0.0167***
(0.0088)  (0.0030) (0.0020)  (0.0029)  (0.0044)
CPI inflation; ;1 0.0073** -0.0062***  -0.0001 — 0.0002 -0.0072
(0.0030)  (0.0015) (0.0041) (0.0039)  (0.0070)

Real activity growth; ;1 0.0013 0.0001  0.0000  0.0001  0.0001  -0.0013
(0.0008)  (0.0002) (0.0002)  (0.0002)  (0.0002)  (0.0010)

Country FE No Yes Yes Yes Yes Yes
Time FE No Yes Yes Yes Yes Yes
Observations 14,282 14,282 13,878 13,878 13,878 1,634
R? 0.099 0.442 0.439 0.443 0.443 0.400

Note: This table reports panel regressions of the stock-bond correlation on consumer price inflation and on forward-looking
interest expense. Columns (1) and (2) use the common sample of Table 2; columns (3) to (5) keep the country-months of
that sample whose lagged inflation is at most 10 percent in absolute value, marked <10% in the Sample row, and column
(6) is the annual panel of Table 3 under the same restriction. Inflation is year-over-year consumer price inflation and real
activity is industrial production growth for most of the panel, both lagged one period. A dash marks a regressor the column
does not enter. Standard errors, in parentheses, are two-way clustered by country and by period. *** p<0.01, ** p<0.05,
* p<0.1.
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Table C.6: Which way the association runs

(1) (2)

VARIABLES ph IE]Y
pf’l’tfl 0.1399%*** 0.0383

(0.0361)  (0.1786)
IE]Y 0.0118%*%  0.6818***

(0.0048)  (0.1160)
Macro controls Yes Yes
Country FE Yes Yes
Year FE Yes Yes
Observations 1,719 1,672
R? 0.396 0.782

Note: This table asks which way the association of Table 2 runs, on the annual panel. Column (1) regresses the stock-bond
correlation on its own lag and on lagged forward-looking interest expense; column (2) regresses forward-looking interest
expense on its own lag and on the lagged correlation. Both columns carry the controls and the country and year effects of
the baseline, and the lag of the correlation is taken on the calendar, so a country-year after a gap has no lag. The coefficient
on the lagged correlation in column (2) is in percentage points of GDP per unit of correlation. A lagged dependent variable
beside country effects is biased by a term of order one over the years per country, about forty here. Standard errors, in
parentheses, are two-way clustered by country and by year. *** p<0.01, ** p<0.05, * p<0.1.
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Figure C.1: Which measure, and which maturity
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Note: Two sweeps over the construction of the fiscal measure, both estimated on the monthly panel with the baseline
specification of Table 2. Panel (a) replaces ief" with the blend a -ie™ 4 (1 — @) - IE/Y, where IE/Y is realized interest
payments over GDP, and traces the estimate as a moves from the backward-looking measure to the forward-looking
one. Panel (b) rebuilds ief" with the yield at each maturity the panel carries; the wide line uses the 41 countries with

every maturity from one to ten years and the narrow line the 14 countries that also have fifteen- and twenty-year yields.

Both panels plot the standardized coefficient, the estimate multiplied by the within-country standard deviation of its own

regressor, because the blend and the maturity substitution change the scale of the regressor. Shaded bands are 95 percent

confidence intervals from standard errors two-way clustered by country and month.
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Figure C.2: Leave-one-out
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Note: The baseline estimate re-computed forty-four times, each time dropping one country. Panel (a) is the monthly panel
and panel (b) the annual. Each point is the coefficient with that country excluded; the horizontal line is the full-sample
estimate and the shaded band its 95 percent confidence interval. Countries are ordered by the estimate. The baseline is the
specification of column (5) of Table 2, estimated on every row it reaches, so the full-sample estimate reads 0.0138 where
that table’s common-sample column prints 0.0137.
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Figure C.3: Countries sorted on their interest expense, month by month
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Note: Each month, the countries with a monthly stock-bond correlation are ranked on the previous month’s forward-looking
interest expense and split into thirds. Panel (a) plots the average correlation of each third, smoothed with a twelve-month
trailing mean; panel (b) the top third less the bottom third. Membership is re-drawn every month. The series begin in
1997 and rest on at least fifteen countries.
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Figure C.4: The United States since 1962
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Note: Panel (a) is the calendar-year correlation of monthly equity and ten-year zero-coupon bond returns for the United
States, the annual panel’s dependent variable, positive years in blue and negative in red. Panel (b) is the United States’

forward-looking interest expense, general government debt over GDP times the ten-year zero-coupon yield, in percent of
GDP.
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C.2 Robustness for Section 5

One figure supports Section 5. Figure C.5 plots the reported euro-area difference-in-
differences estimate beside sixteen variations of the design: the treatment definition,
the window length, the country sample, each periphery member dropped in turn, two
alternative dependent variables, and three placebo boundaries inside the pre-announcement
period. Every row estimates the same object as the reported specification, so the estimates
are directly comparable down the column. The placebo rows are the exception by
construction: a placebo that read as large as the reported estimate would be evidence
against the design. Across the thirteen variations of treatment, window, sample and
dependent variable the estimate lies between 0.37 and 0.49, against 0.44 in the reported
specification; the largest departure is 0.7 standard errors of the reported estimate, every
variation keeps its sign, and every interval excludes zero. Dropping Greece gives 0.40.

The three placebo rows read 0.04 to 0.11, and none is distinguishable from zero.
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Figure C.5: The euro-area estimate under alternative designs
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Note: Each row reports the coefficient on the interaction of the periphery indicator with an indicator for the period after
20 October 2009, from the specification of Figure 3. The diamond is the reported estimate and the shaded band its 95
percent confidence interval; bars are the corresponding intervals for each variation, from country-clustered standard errors
with the small-sample correction of Figure 3, at each row’s own degrees of freedom. The right margin reports the number
of country-bin observations and of countries. The treatment rows replace the indicator with the continuous pre-crisis credit
spread, move Belgium into the periphery, and remove Ireland; the window rows shorten and lengthen the event window; the
sample row restores Slovenia; the leave-one-out rows drop each periphery member in turn; two rows change the dependent
variable, to five-year bond returns and to calendar months; and the placebo rows anchor a false boundary two, three and
four bins before the announcement, estimated on the pre-announcement sample alone.
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C.3 Robustness for Section 6

Table C.7 re-estimates the reported column of each shifter table with the lagged interest-
expense measure added, on the identical rows. The newspaper index keeps a positive
association beside the measure, 0.081 against 0.101 alone, while the rating shifter falls
from 0.158 to 0.064 and is indistinguishable from zero. The lagged measure carries the
previous month’s sovereign yield, which already prices the fiscal position an agency cites,
so we read the conditioning as removing the part of the rating association the yield already
carries. Table C.8 repeats the two panels of Table 6 with the bins cut once on the whole
sample instead of on an expanding window. The estimate increases across all four bins on
both sorting variables. Under two-way clustering with a normal reference distribution, the
third bin is positive at the five percent level and the top bin at the one percent level, 0.209
on the interest-expense sort and 0.167 on the debt sort; the wild cluster bootstrap on the
debt sort’s third bin, which holds 29 countries, gives a p-value of 0.066. Equal slopes are
rejected at the one percent level in both panels. Table C.9 holds the reported specification
of Table 7 fixed and moves only the rationale filter, through three nested filters: Fj admits
every rating action, Fig keeps those whose stated rationale reaches the public finances,
and Fg, the filter the paper reports, adds the requirement that the agency named no
cyclical, banking, external or political cause beside it. With every rating action admitted
the coefficient is 0.120, significant at the one percent level, and the symmetry restriction is
rejected; under F¢ it is 0.158 and the restriction is no longer rejected. The downgrade arm
is about 0.2 under each of the three filters, and the upgrade arm is near zero under the
first two and negative and imprecise under F. The last two columns split the Fi» actions
by the kind of fiscal rationale the agency gave. The 116 actions citing the structural
fiscal position (the deficit, the debt level, its trajectory or the interest burden) give 0.189,
significant at the five percent level, with a within-country randomization p-value of 0.003;
the 99 citing fiscal governance give 0.101, with a randomization p-value of 0.31 and a
95 percent interval that covers both zero and the structural estimate. Table C.10 sorts
the rating sample into four bins of the lagged fiscal burden, as Tables 6 and C.8 do for
the newspaper index, with the bins cut on an expanding window in Panels A and B and
once on the whole sample in Panel C. On either expanding sort the top bin is the only
one distinguishable from zero under two-way clustering; the wild cluster bootstrap on

that bin’s own countries separates it from zero on the debt sort and does not on the
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interest-expense sort. With 205 action months, 195 of them moving the shifter, spread
over four bins the lower bins are imprecise, and the test of equal slopes does not reject in
any panel.

Tables C.11 through C.16 ask what else the newspaper index could be measuring,
and how much its measurement matters. Five of them hold the specification of the
reported column of Table 5 fixed; Table C.14 uses the specification of column (2), without
the macro controls, because the placebo panel carries none. Table C.11 puts the index
beside the mean Loughran-McDonald negativity of the same articles, lagged the same
way. The negativity score predicts the correlation on its own, 0.710 (0.263); beside the
index it keeps 0.445 (0.215) and the index keeps 0.093, so the two readings of one set
of articles carry separate information and a general bad-news score does not absorb the
index. Table C.12 adds the logarithm of the Economic Policy Uncertainty index on the
nineteen countries it covers, and the index moves from 0.260 to 0.256. The higher slope on
this subsample comes from the countries it covers: the reported specification estimated on
the same nineteen countries over all of their months gives 0.247 on 5,488 country-months.
Table C.13 reclassifies a probe subsample of 4,584 country-months on text rewritten by a
second language model to replace country names, currencies, officials, institutions and
dates by placeholders. In the index column articles are assigned to countries by a separate
attribution pass of a language model; in the probe columns they are assigned by the
alias table on the unmodified text, identically in both arms, because the anonymized
arm’s model output names countries by placeholder tokens that cannot be mapped to
a country code. The rewriting is measured: a name, demonym or city of an attributed
country survives in 24.7 percent of the anonymized articles and some alias the rewriter
was told to replace in 35.4 percent. The slope is 0.075 on the original text and 0.049 on
the anonymized text, significant at the one percent and at the ten percent level; the point
estimate falls by a third and keeps its sign, and dropping every article-country pair whose
alias survives gives 0.043 (0.025) on 4,424 country-months. The two arms agree at the
article level, with a Cohen’s kappa of 0.86, and the country-month shares from the two
arms correlate at 0.88. Table C.14 runs the same specification on two dependent variables,
the stock-bond correlation and the correlation of the country’s equity return with the
United States equity return. The index gives 0.105 on the first and 0.003 on the second,

so a general attention channel, which would move both, does not carry the association.

A50



Table C.15 estimates the reported column separately on the 29 advanced economies and
the 15 emerging markets. Both groups are positive, 0.133 and 0.085, and each survives a
wild cluster bootstrap on its own countries. Table C.16 holds the reported specification
fixed and changes how the share is measured. The model attributes 7.2 percent of the
article-country pairs to a country of which the article contains no alias from the fixed
table, such as its name, adjective or demonym, its capital or a major city, its central
bank, treasury or seat of government, or its sovereign bond nickname, a share highest in
the euro area’s small members; on alias-confirmed pairs alone, with the attention control
on the same count, the estimate is 0.095 (0.029) on 11,473 country-months, a diagnostic
bound and not a replacement. Counting in the numerator only the articles whose fiscal
discussion the classifier tied to that country, over the reported denominator, gives 0.351
(0.062). Restricting to the country-months whose lagged article count is at least two,
three and five gives 0.151, 0.188 and 0.283 on 10,794, 9,784 and 8,090 country-months:
the association is larger where the share is measured on more articles, which is what
attenuation from a share built on one or two articles would produce, and the reported
column is estimated on every country-month.

Table C.17 re-estimates each reported column 44 times, leaving one country out in
turn. The rating estimate runs from 0.090 without Greece to 0.179 without Indonesia and
the newspaper estimate from 0.084 without Spain to 0.108 without South Africa, and no
drop changes either sign. The range of the point estimates is the informative statistic; with
44 clusters, whether one drop crosses a significance threshold is substantially a property

of the variance estimator.
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Table C.7: The two shifters beside the interest-expense measure

(1) (2) (3) (4)

VARIABLES pj’lyt,IOY p.is,l;,loY pfﬂ,lOY p:z,loy
Shifter Newspaper index Newspaper index Rating actions Rating actions
FSI; s 0.1014*** 0.0809**
(0.0342) (0.0319)
Action; ¢ 0.1580%* 0.0643
(0.0635) (0.0585)
1EY | 0.0139%%* 0.0134%%*
(0.0039) (0.0031)
Attention control Yes Yes No No
Country FE Yes Yes Yes Yes
Month FE Yes Yes Yes Yes
Macro controls Yes Yes Yes Yes
IEf™ control No Yes No Yes
Observations 11,802 11,802 14,385 14,385
Countries 44 44 44 44
R? 0.398 0.402 0.438 0.442

Note: This table re-estimates the reported column of each shifter table with the lagged interest-expense measure added,
on the identical rows. The dependent variable is the monthly stock-bond correlation, the non-overlapping correlation of
daily equity and daily 10-year zero-coupon bond returns within a calendar month. Columns (1) and (2) regress it on
the newspaper fiscal-salience index lagged one month, F'SI;;_1, on 11,802 country-months over 44 countries and 2000-

02-2026-01; columns (3) and (4) regress it on the net sovereign rating action under the F¢ filter, ActionT¢ | on 14,385

7,t 7
country-months over 44 countries and 1974-02-2026-01. Columns (1) and (3) are the reported columns of Tables 5 and
7; columns (2) and (4) add ]Eif, i+ 1, the product of debt to GDP and the 10-year sovereign yield, lagged one month.
The newspaper index keeps a positive association beside the measure; the rating shifter’s estimate falls and is no longer
distinguishable from zero. Each pair is estimated on one sample fixed before its first column, over every regressor in either
column, so a change within a pair is the added measure and never the sample. The macro controls are contemporaneous on
the newspaper panel and lagged one month on the rating panel, as in the two source tables; the newspaper columns carry
the attention control, the logarithm of one plus the article count. The global series (vix, ebp) take one value per month, so
the month effects absorb them and they are carried in the declared control set alone. Standard errors, in parentheses, are
two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars use the standard
normal reference for the clustered t-statistic in the Python build and a t-distribution with the smaller cluster count less
one degrees of freedom in the Stata build.
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Table C.8: Newspaper fiscal salience by bin of the lagged fiscal burden, whole-sample cuts

sb l(OlY) sb 1(02)2 sb I(O%/) sb IEJ%/) sb 1%51/)
VARIABLES it it it it it
Panel A. IEifft”_l, whole-sample cut
Observed range [-0.63,1.07] [1.07,1.98] [1.98,3.19] [3.19,54.59]
Mean IEI.f’;‘L1 0.47 1.51 2.55 5.60 2.53
FSI; 1 -0.0220 -0.0127 0.0992** 0.2092*** -0.0591*
(0.0249) (0.0400) (0.0399) (0.0602) (0.0307)
Wild cluster p [0.002]
X Bin 2 0.0456 (0.0376)
X Bin 3 0.1598*** (0.0418)
X Bin 4 0.3118*** (0.0695)
Equal slopes, p <0.0001
Observations 2,951 2,950 2,950 2,951 11,802
Countries 35 41 40 29 44
Panel B. Debt/GDP; 11, whole-sample cut
Observed range [0.05,38.01] [38.05,53.82] [53.90,82.01] [82.17,258.37]
Mean Debt/GDP; ;1 26.26 44.73 66.09 119.16 64.00
FSI; 1 -0.0180 0.0042 0.1075%* 0.1666*** 0.0033
(0.0374) (0.0429) (0.0534) (0.0505) (0.0271)
Wild cluster p [0.628] [0.066] [0.001]
X Bin 2 0.0081 (0.0448)
X Bin 3 0.0797 (0.0696)
X Bin 4 0.2937*** (0.0636)
Equal slopes, p <0.0001
Observations 2,953 2,957 2,950 2,942 11,802
Countries 28 30 29 18 44
Attention control Yes Yes Yes Yes Yes
Country FE Yes Yes Yes Yes Yes
Month FE Yes Yes Yes Yes Yes
Macro controls Yes Yes Yes Yes Yes

Note: Each panel re-estimates the headline column of Table 5 inside bins of the sorting variable named in the panel heading,
with the cut points computed once on the whole estimation sample; Table 6 cuts the same bins on an expanding window.
Column (5) estimates all bins jointly with the index’s slope free to differ by bin. The interaction rows report the difference
from Bin 1, with the standard error in parentheses beside the coefficient, and Equal slopes reports the joint test that those
differences are zero. Bins are cut across the pooled estimation sample and do not partition countries: a country moves
between bins as its sorting variable moves. Intervals are half open and closed on the right, so a value sitting exactly on
a cut enters the lower bin alone. The debt series carries the preceding December’s annual value through the following
calendar year, so 0 of 1,188 country-years take more than one monthly value and ties on a cut point are the ordinary case
in Panel B. A bin whose country count falls below 30 carries a wild cluster restricted bootstrap-t p in brackets, 9,999 draws
with Rademacher weights clustered on country. Standard errors, in parentheses, are two-way clustered by country and by
month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars use the standard normal reference for the clustered
t-statistic in the Python build and a t-distribution with the smaller cluster count less one degrees of freedom in the Stata
build.
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Table C.9: The rating shifter under successively tighter rationale filters

(1) (2) (3) (4) ()

VARIABLES Fo Fp Fc Fe structural Fo governance
Panel A. Net action
Actionft 0.1198*** (.1432%**  (.1580** 0.1893** 0.1007
(0.0316)  (0.0361)  (0.0635) (0.0872) (0.1055)
Panel B. Two arms
Downft 0.1963*** (.2249%** (.1878*%** 0.2268*** 0.1485
(0.0360)  (0.0382)  (0.0592) (0.0790) (0.1427)
Upfjt 0.0046 -0.0183 -0.1127 -0.1452 0.0159
(0.0304)  (0.0355)  (0.1031) (0.1021) (0.1711)
Symmetry p 0.000 0.000 0.505 0.414 0.494
Randomization p [0.0032] [0.3135]
Country FE Yes Yes Yes Yes Yes
Month FE Yes Yes Yes Yes Yes
Macro controls Yes Yes Yes Yes Yes
Filter-passing events 1,054 655 215 116 99
Months with an action 926 594 205 113 93
Nonzero country-months 895 576 195 109 87
Observations 14,385 14,385 14,385 14,385 14,385
R? 0.439 0.439 0.438 0.438 0.438

Note: This table holds Table 7’s reported specification fixed and moves only the rationale filter. Fy keeps every rating
action, F'g keeps the actions whose stated rationale reaches the public finances, and F- adds the requirement that the
agency named no cyclical, banking, external or political cause beside it. The last two columns cut Fo into the structural
and governance rationale categories it partitions into, and their coefficients are estimated on the same rows as the rest of the
table. The filters and the classification behind them are described in Appendix B. Filter-passing events counts the rating
actions the filter keeps whose country-month is a row of the estimation sample, taken from the event file’s own membership
flags; Months with an action counts the country-months in which at least one of them falls; Nonzero country-months
counts the months in which those actions moved the shifter by at least a fraction of a notch, which is fewer, because a move
into or out of review status, which the scale scores at zero, passes a filter and shifts nothing. The sample is 44 countries over
1974-02-2026-01, 14,385 country-months. Panel A uses the net action Action = Down — Up; Panel B frees the arms and
reports the p-value of the restriction Panel A imposes, that bpown + byp = 0. The last row of Panel B reports, for the two
sub-type columns, a within-country randomization p: each of 9,999 draws reorders that column’s shifter across the months
of each country, so every country keeps its own actions and only the months they land in change, and the p is the share
of draws whose coefficient is at least as large in absolute value as the one reported. Standard errors, in parentheses, are
two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars use the standard
normal reference for the clustered t-statistic in the Python build and a t-distribution with the smaller cluster count less
one degrees of freedom in the Stata build.
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Table C.10: The rating shifter by bin of the lagged fiscal burden

(1) (2 3) (4) (5)

VARIABLES Bin 1 Bin 2 Bin 3 Bin 4 Pooled
Panel A
Actionftc -0.0430 0.2715  -0.0329  0.1515** 0.0069
(0.1616) (0.2508) (0.1774) (0.0722) (0.1535)
X Bin 2 0.1168 (0.3044)
X Bin 3 -0.1128 (0.1935)
X Bin 4 0.2089 (0.1653)
[0.1507]
State, bin mean 1.16 2.45 3.63 6.87 2.79
State, range —0.6-3.7 1.1-4.8 2.2-6.2 3.4-54.6 —0.6-54.6
Interactions jointly zero, p 0.065
Observations 6,340 3,376 2,249 2,380 14,345
Countries 39 38 35 25 44
Panel B
Actionftc 0.0020 0.1084  -0.0853 0.2199*** -0.0244
(0.1426) (0.1355) (0.2254) (0.0667) (0.1641)
X Bin 2 0.1676 (0.1944)
X Bin 3 -0.0438 (0.2344)
X Bin 4 0.2480 (0.1698)
[0.9868] [0.6438] [0.0249]
State, bin mean 28.09 46.69 64.76 108.94 63.75
State, range 0.1-44.1 37.4-61.4 46.0-78.4 44.8-258.4 0.1-258.4
Interactions jointly zero, p 0.318
Observations 3,722 3,627 2,750 4,246 14,345
Countries 29 33 28 22 44
Panel C
Actionfjtc 0.2123*  -0.0329 0.2338 0.1214* 0.2265
(0.1256) (0.2133) (0.1795) (0.0689) (0.1398)
X Bin 2 -0.3524 (0.2356)
X Bin 3 -0.1602 (0.1900)
X Bin 4 -0.0361 (0.1495)
State, bin mean 0.55 1.70 2.87 6.06 2.80
State, range —0.6-1.2 1.2-2.2 2.2-3.7 3.7-54.6 —0.6-54.6
Interactions jointly zero, p 0.458
Observations 3,597 3,596 3,596 3,596 14,385
Countries 36 41 38 30 44
Country FE Yes Yes Yes Yes Yes
Month FE Yes Yes Yes Yes Yes
Macro controls Yes Yes Yes Yes Yes

Note: Each panel re-estimates Table 7’s reported specification inside each bin of the lagged fiscal burden, on one estimation
sample of 44 countries over 1974-02-2026-01, 14,385 country-months. Panels A and B cut 4 bins with an EXPANDING
WINDOW: a country-month is assigned under cut points computed on every observation dated strictly before its own
month, and the 40 earliest country-months carry no bin because the history before them is shorter than the 40 observations
the cut needs. Panel C repeats Panel A with one set of cut points taken from the whole estimation sample. Bins are half-
open and closed on the right, so a value sitting exactly on a cut enters one bin; in Panel B that is load-bearing, because
the monthly debt series takes one value a year and a value landing on a cut would otherwise place a whole country-year in
two bins. Cut points are taken across the pooled sample and not within each country, so a bin is not a group of countries
and a country moves between bins over time; the expanding cuts also move, which is why the level ranges of adjacent bins
overlap. The pooled column estimates one regression over every binned row with the shifter’s slope free to differ by bin, and
Interactions jointly zero reports the p-value of the test that the bin slopes are equal; the indented rows are the interaction
coefficients, each the difference from the lowest bin’s slope. Brackets report a wild cluster restricted bootstrap-t p-value
with Rademacher weights, clustered on country over 9,999 draws, on every bin column whose country count is below 30,
because clustered asymptotics overstate precision at that many clusters; the pooled column carries none, its restriction
being the joint test. Cut points in the units of the sorting variable, all computed at build time: Panel A’s cuts move over
584 months, from 3.152, 3.274 and 3.333 in the first month it can cut to 1.191, 2.246 and 3.670 in the last; Panel B’s cuts
move over 584 months, from 41.443, 42.592 and 44.603 in the first month it can cut to 39.019, 55.288 and 79.804 in the
last; Panel C cuts once on the whole estimation sample, at 1.193, 2.247 and 3.673. Standard errors, in parentheses, are
two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars use the standard
normal reference for the clustered t-statistic in the Python build and a t-distribution with the smaller cluster count less
one degrees of freedom in the Stata build.
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Table C.11: Newspaper fiscal salience against a dictionary negativity placebo

(1) (2) (3)

VARIABLES Lo e
Regressors Index  Lexicon Horse race
FSI; 1 0.1014*** 0.0931***
(0.0342) (0.0328)

LM;—1 0.7102***  0.4451**
(0.2628) (0.2151)

Attention control Yes Yes Yes
Country FE Yes Yes Yes
Month FE Yes Yes Yes
Macro controls Yes Yes Yes
IEf% control No No No
Observations 11,802 11,802 11,802
Countries 44 44 44
R? 0.398 0.397 0.399

Note: This table puts the newspaper fiscal-salience index against a dictionary placebo. The dependent variable is the
monthly stock-bond correlation, the non-overlapping correlation of daily equity and daily 10-year zero-coupon bond returns
within a calendar month; a country-month enters when it carries at least 15 trading days. The placebo is the mean Loughran-
McDonald negativity of the same country-month’s articles, lagged one month, and it is what the index would look like
if it were measuring bad news about a country instead of fiscal news. Articles are assigned to countries by a separate
attribution pass of a language model, on both sides of the share, under attribution rule attr_ v1.0. The two measures are
computed over one set of country-article pairs and share one denominator, which the build asserts on each of the 13,142
country-months that carry an article count. All three columns are estimated on one sample of 11,802 country-months over
44 countries and 2000-02-2026-01, fixed before the first column, so the coefficients are comparable across them and the
observation counts are equal by construction. Every column carries the attention control, the logarithm of one plus the
article count, which is the denominator both measures divide by. The global series (vix, ebp) take one value per month, so
the month effects absorb them and they are carried in the declared control set alone. Standard errors, in parentheses, are
two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars use the standard
normal reference for the clustered t-statistic in the Python build and a t-distribution with the smaller cluster count less
one degrees of freedom in the Stata build.
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Table C.12: Newspaper fiscal salience against economic policy uncertainty

(1) (2)

VARIABLES Pt it
Regressors Index Index and EPU
FSI; ;1 0.2603*** 0.2564***
(0.0907) (0.0907)

[0.005] [0.005]

log EPU; 11 0.0304
(0.0237)

Attention control Yes Yes
Country FE Yes Yes
Month FE Yes Yes
Macro controls Yes Yes
IEf™ control No No
Observations 5,384 5,384
Countries 19 19
R? 0.462 0.463

Note: This table adds the Economic Policy Uncertainty index to the specification of the main-text salience table’s reported
column. The dependent variable is the monthly stock-bond correlation, the non-overlapping correlation of daily equity
and daily 10-year zero-coupon bond returns within a calendar month; a country-month enters when it carries at least 15
trading days. The uncertainty index enters in logarithms and lagged one month, and it is lagged once, on its own contiguous
month grid inside the data build, so a month the uncertainty index does not publish gives a missing lag and never a stale
one. Articles are assigned to countries by a separate attribution pass of a language model, on both sides of the share,
under attribution rule attr_v1.0. The uncertainty index covers 19 of the paper’s countries, and those 19 are the sample
here: 5,384 country-months over 2000-02—-2025-12. The slope on this subsample is not the full-panel slope, and the covered
countries are why. The reported column on the whole panel is 0.1014 over 44 countries, and the same column estimated
on these 19 countries over all of their months is 0.2471 on 5,488 country-months, so the difference is the country mix and
not the uncertainty index’s coverage window. The global series (vix, ebp) take one value per month, so the month effects
absorb them and they are carried in the declared control set alone. Because the sample has fewer country clusters than the
clustered asymptotics assume, the figure in square brackets is a wild cluster restricted bootstrap-t p-value, Rademacher
weights, clustered on country, 9,999 draws. Standard errors, in parentheses, are two-way clustered by country and by
month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars use the standard normal reference for the clustered
t-statistic in the Python build and a t-distribution with the smaller cluster count less one degrees of freedom in the Stata
build.
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Table C.13: Newspaper fiscal salience under anonymized article text

(1) (2) (3) (4)

sb,10Y sb,10Y sb,10Y sb,10Y

VARIABLES o o 1 I
Text Full panel Probe, raw Probe, anonymized Anonymized, residuals dropped
FSI; 1 0.1014***  0.0752%** 0.0492* 0.0432*
(0.0342) (0.0268) (0.0261) (0.0254)
Attention control Yes Yes Yes Yes
Country FE Yes Yes Yes Yes
Month FE Yes Yes Yes Yes
Macro controls Yes Yes Yes Yes
IEf% control No No No No
Observations 11,802 4,584 4,584 4,424
Countries 44 44 44 44
R? 0.398 0.441 0.440 0.439

Note: This table asks whether the newspaper fiscal-salience index survives removing every country name from the article
text. Column (1) is the specification of the main-text salience table’s reported column on the whole estimation sample.
Columns (2) and (3) are the probe subsample, classified once on unmodified text and once on text with country names,
currencies, officials, institutions and dates replaced by placeholders. The dependent variable throughout is the monthly
stock-bond correlation, the non-overlapping correlation of daily equity and daily 10-year zero-coupon bond returns within
a calendar month; a country-month enters when it carries at least 15 trading days. In column (1) articles are assigned to
countries by a separate attribution pass of a language model, on both sides of the share, under attribution rule attr_ v1.0.
In columns (2) to (4) articles are assigned to countries by the alias table run on the unmodified text, on both sides of the
share and identically in both arms, because the anonymized arm’s model output names countries by placeholder tokens
that cannot be mapped to a country code; holding attribution fixed is what makes the contrast a test of flagging. The
anonymizer is itself a language model, and its output is measured: the name, adjective, demonym or a city of an attributed
country survives in the anonymized text of 2,463 of the 9,987 articles, 24.7 percent, and an alias of any kind the anonymizer
is told to replace, a central bank, treasury, bond or index name or seat of government among them, in 3,539, 35.4 percent;
column (4) drops every pair of the wider kind from both sides of the share. Each probe column carries its own attention
control, the logarithm of one plus that arm’s article count, because the two arms count different articles and the whole
panel’s count is neither; the macro controls and the fixed effects are the reported column’s, with the global series (vix,
ebp) absorbed by the month effects as there; columns (2) and (3) share one sample of 4,584 country-months and column
(4) loses the country-months whose articles all carry a residual alias. Against thresholds fixed before the probe ran, 0.85
for the correlation of the two arms’ country-month shares and 0.70 for the article-level Cohen’s kappa, the arms correlate
at 0.88 over 4,801 populated country-months and agree with a kappa of 0.86 over 9,987 article pairs. Standard errors, in
parentheses, are two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars
use the standard normal reference for the clustered t-statistic in the Python build and a t-distribution with the smaller
cluster count less one degrees of freedom in the Stata build.
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Table C.14: Cross-asset placebo for newspaper fiscal salience

1) (2) 3 @
DEPENDENT VARIABLE FSI;;—1 Observations Countries R2

piotoY 0.1053%** 11,802 44 0.396
(0.0346)

peLUs 0.0030 11,773 43 0.578
(0.0124)

Note: This table runs one regression twice with two dependent variables. The benchmark row is the monthly stock-bond
correlation, the non-overlapping correlation of daily equity and daily 10-year zero-coupon bond returns within a calendar
month. The placebo row is the non-overlapping correlation of the same country’s daily equity returns with United States
daily equity returns. A country-month enters either panel when it carries at least 15 trading days. The regressor is the
newspaper fiscal-salience index lagged one month, and both rows carry the attention control, the logarithm of one plus
the article count. Articles are assigned to countries by a separate attribution pass of a language model, on both sides
of the share, under attribution rule attr_v1.0. The two rows share the index, the attention control, the country effects
and the month effects, so the only difference between them is which correlation is on the left-hand side. If fiscal coverage
moved the stock-bond correlation through a general attention channel and not through the fiscal position, it would move
the equity-to-equity correlation as well. The placebo panel covers 43 countries against the benchmark’s 44: the United
States has no equity correlation against its own market, so the object is undefined there and the country is absent by
construction. On the 11,452 country-months both panels share, the two estimates are 0.1036 and 0.0030, so the contrast is
not the samples differing. Standard errors, in parentheses, are two-way clustered by country and by month. *** p<0.01,
** p<0.05, * p<0.1. P-values behind the stars use the standard normal reference for the clustered t-statistic in the Python
build and a t-distribution with the smaller cluster count less one degrees of freedom in the Stata build.
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Table C.15: Newspaper fiscal salience by country group

(1) (2) (3)

b,10Y sb,10Y b,10Y

VARIABLES pf,t p;,t pf,t
Sample Full Advanced Emerging
FSI; i1 0.1014*** 0.1327*%**  (0.0853**
(0.0342)  (0.0408) (0.0382)
[0.001] [0.034]
Attention control Yes Yes Yes
Country FE Yes Yes Yes
Month FE Yes Yes Yes
Macro controls Yes Yes Yes
IEf* control No No No
Countries 44 29 15
Observations 11,802 8,081 3,721

Note: This table re-estimates the specification of the main-text salience table’s reported column on the whole estimation
sample and separately on each country group. The dependent variable is the monthly stock-bond correlation, the non-
overlapping correlation of daily equity and daily 10-year zero-coupon bond returns within a calendar month; a country-
month enters when it carries at least 15 trading days. The regressor is the newspaper fiscal-salience index lagged one
month, and every column carries the attention control, the logarithm of one plus the article count, because the index is
a share whose denominator is that count. Articles are assigned to countries by a separate attribution pass of a language
model, on both sides of the share, under attribution rule attr_ v1.0. The estimation sample is fixed once, over 44 countries
and 2000-02—2026-01, and the two group columns partition it: 29 advanced economies and 15 emerging markets. Group
membership follows the International Monetary Fund’s World Economic Outlook and is held fixed at each country’s current
group over the whole sample, so no country changes column inside the panel. The global series (vix, ebp) take one value
per month, so the month effects absorb them and they are carried in the declared control set alone. Because each group
column has fewer country clusters than the clustered asymptotics assume, the figure in square brackets is a wild cluster
restricted bootstrap-t p-value, Rademacher weights, clustered on country, 9,999 draws. Standard errors, in parentheses, are
two-way clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars use the standard
normal reference for the clustered t-statistic in the Python build and a t-distribution with the smaller cluster count less
one degrees of freedom in the Stata build.
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Table C.16: How the newspaper fiscal-salience index is measured

(1) (2) (3) (4) () (6)

sb,10Y sb,10Y b,10Y b,10Y b,10Y sb,10Y

VARIABLES pis,t ig,t f,t pf,t f,t p;,t
Share Reported Alias-confirmed Fiscal-bound numerator > 2 articles > 3 articles > 5 articles
FSI; 1 0.1014*** 0.0951*** 0.3508***  0.1511***  (0.1879***  (.2831***
(0.0342) (0.0286) (0.0625) (0.0470) (0.0566) (0.0745)
Attention control Yes Yes Yes Yes Yes Yes
Country FE Yes Yes Yes Yes Yes Yes
Month FE Yes Yes Yes Yes Yes Yes
Macro controls Yes Yes Yes Yes Yes Yes
IEf% control No No No No No No
Observations 11,802 11,473 11,802 10,794 9,784 8,090
Countries 44 44 44 44 44 44
R2 0.398 0.403 0.404 0.412 0.425 0.447

Note: This table holds the specification of the main-text salience table’s reported column fixed and changes only how
the share is measured or which country-months enter. The dependent variable is the monthly stock-bond correlation,
the non-overlapping correlation of daily equity and daily 10-year zero-coupon bond returns within a calendar month; a
country-month enters when it carries at least 15 trading days. Articles are assigned to countries by a separate attribution
pass of a language model, on both sides of the share, under attribution rule attr v1.0. Column (1) is the reported column,
on 11,802 country-months over 44 countries and 2000-02-2026-01. Column (2) keeps an article-country pair only where the
alias table finds an alias of the country from its fixed table in the text, such as its name, adjective or demonym, its capital or
a major city, its central bank, treasury or seat of government, or its sovereign bond nickname; 7.2 percent of the attributed
pairs fail that test, and the column drops them from both sides of the share and from its attention control. Column (3)
replaces the numerator with the classifier’s own list of the countries whose fiscal position a flagged article discusses, over
the reported denominator. Columns (4) to (6) keep the country-months whose lagged article count is at least 2, 3 and 5,
10,794, 9,784 and 8,090 country-months. Every column carries the attention control, the logarithm of one plus the article
count its share divides by. The global series (vix, ebp) take one value per month, so the month effects absorb them and
they are carried in the declared control set alone. Standard errors, in parentheses, are two-way clustered by country and
by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars use the standard normal reference for the clustered
t-statistic in the Python build and a t-distribution with the smaller cluster count less one degrees of freedom in the Stata
build.
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Table C.17: Leaving each country out in turn

Estimate Std. error t  Countries
Panel A. Rating shifter, Actionff
Full sample 0.1580** (0.0635) 2.49 44
Smallest drop (leaving out GR) 0.0901 (0.0791) 1.14 43
Largest drop (leaving out ID) 0.1792%** (0.0565) 3.17 43
Drops losing significance at 5 percent 1 of 44
Drops changing the sign 0 of 44
Panel B. Newspaper fiscal salience, F'SI; y_1
Full sample 0.1014*** (0.0342) 2.97 44
Smallest drop (leaving out ES) 0.0844*** (0.0316) 2.68 43
Largest drop (leaving out ZA) 0.1082%*** (0.0347) 3.12 43
Drops losing significance at 5 percent 0 of 44
Drops changing the sign 0 of 44

Note: The dependent variable is the monthly stock-bond correlation, the non-overlapping correlation of daily equity and
daily 10-year zero-coupon bond returns within a calendar month. Each panel re-estimates one reported column of Section 6
on the sample with one country removed, once for every country the estimation frame carries, and reports the range those
44 estimates span. Panel A is the rating column of Table 7, 14,385 country-months over 1974-02—-2026-01; Panel B is the
salience column of Table 5, 11,802 country-months over 2000-02—2026-01. The specification, the controls and the fixed
effects are the reported column’s in each case, and no further restriction is applied. The counts of drops losing significance
are fragile and the range of the point estimates is the informative half. With 44 clusters a two-way clustered standard error
is estimated from few groups, so whether a single drop leaves a coefficient above or below a threshold is substantially a
property of the variance estimator and not a statement about the country’s data. The point estimates are what the exhibit
is for: Panel A’s 44 drops span 0.0892, which is 1.40 full-sample standard errors, and Panel B’s span 0.0238, or 0.70. The
country-by-country estimates are written to the build’s cross-check directory. Standard errors, in parentheses, are two-way
clustered by country and by month. *** p<0.01, ** p<0.05, * p<0.1. P-values behind the stars use the standard normal
reference for the clustered t-statistic in the Python build and a t-distribution with the smaller cluster count less one degrees
of freedom in the Stata build.
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C.4 Robustness for Section 7

Tables C.18 and C.19 re-estimate the credit decomposition of Table 8 with the distress
exclusion tightened. The baseline excludes country-months whose lagged five-year spread
exceeds 1,000 basis points, the level at which a sovereign contract prices a high probability
of restructuring; that threshold is a choice, and these tables show what it does by tightening
it to 500 and to 200 basis points, removing progressively more of the crisis-level spread
observations. The credit coefficient rises from 0.055 at the baseline to 0.097 and then
0.143, and the difference between the credit and non-default shares clears one percent in

every column of both tables.

Table C.18: Credit and non-default interest expense, spreads above 500 basis points
dropped

(1) (2) (3) (4) (5) (6)

VARIABLES . . A S . A
Credit 0.1213***  0.1215%%% (0.1267*** 0.1192*** (0.0903*** 0.0973***
(0.0192)  (0.0197)  (0.0206)  (0.0223)  (0.0155)  (0.0177)

Non-default 0.0344*** 0.0257***  0.0236** 0.0326*** -0.0016 -0.0181

(0.0079)  (0.0092)  (0.0095)  (0.0090)  (0.0121)  (0.0118)
Credit — Non-default [p] ~ 0.0001  0.0000  0.0000  0.0010  0.0000  0.0000

Macro controls No Yes Yes Yes Yes Yes
VIX control No No Yes No No No
Country FE No No No No Yes Yes
Month FE No No No Yes No Yes
Observations 10,716 10,716 10,716 10,716 10,716 10,716
R? 0.108 0.118 0.135 0.307 0.215 0.408

Note: Table 8’s specification with the distress exclusion tightened: country-months whose lagged five-year spread exceeds
500 basis points are dropped, 132 further estimation rows against the 1,000 basis-point baseline, with all 44 countries
retained. Layout, controls, fixed effects and the standard-error convention are those of Table 8, with one addition: the
Credit — Non-default row reports the p-value of the reparameterized difference in every column. The credit coefficient
rises as the cut tightens and the difference clears one percent in every column, so the channel ranking is not made by the
threshold and the baseline is conservative for the comparison. Standard errors, in parentheses, are two-way clustered by
country and by month. *** p<0.01, ** p<0.05, * p<0.1.
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Table C.19: Credit and non-default interest expense, spreads above 200 basis points
dropped

W 2) 3) 4) (5) (6)
VARIABLES p;‘z,oY pfﬁﬁ,oY p\isz,SY pil;ﬁY pibt,aY pfz,oY
Credit 0.1690*** (0.1688*** (0.1825%** (.1727*** (.1273*** (.1430%**

(0.0324)  (0.0328)  (0.0322)  (0.0331)  (0.0349)  (0.0262)
Non-default 0.0332*%**  0.0229** 0.0186*  0.0247** 0.0068 -0.0084

(0.0093)  (0.0096)  (0.0096)  (0.0098)  (0.0134)  (0.0134)
Credit — Non-default [p] ~ 0.0003  0.0001  0.0000  0.0001  0.0010  0.0000

Macro controls No Yes Yes Yes Yes Yes
VIX control No No Yes No No No
Country FE No No No No Yes Yes
Month FE No No No Yes No Yes
Observations 9,843 9,843 9,843 9,843 9,843 9,843
R? 0.073 0.086 0.116 0.317 0.176 0.405

Note: Table 8’s specification with the distress exclusion tightened: country-months whose lagged five-year spread exceeds
200 basis points are dropped, 1,005 further estimation rows against the 1,000 basis-point baseline, with all 44 countries
retained. Layout, controls, fixed effects and the standard-error convention are those of Table 8, with one addition: the
Credit — Non-default row reports the p-value of the reparameterized difference in every column. The credit coefficient
rises as the cut tightens and the difference clears one percent in every column, so the channel ranking is not made by the
threshold and the baseline is conservative for the comparison. Standard errors, in parentheses, are two-way clustered by
country and by month. *** p<0.01, ** p<0.05, * p<0.1.
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C.5 The construction choices of Appendix B

Appendix B documents a set of discretionary screens, masks, exclusions and corrections,
each declared and individually switchable. We test whether the results depend on them by
rebuilding the dataset from the same raw inputs with the same code, with every declared
screen, mask, exclusion and correction switched off and only the estimation floors kept,
and re-estimating the paper’s main specifications on the result.

Two features of the exercise matter for reading the tables. First, each column is a
full rebuild, not a filter applied to the baseline panel. Switching off a screen changes
which country-months clear the fifteen-day minimum, which changes which country-years
clear the ten-month minimum, and the year-end yield inside ie” moves with them. A
specification estimated on a filtered panel would hold all of that fixed and would not be the
counterfactual it appears to be. Second, no column here is a build without construction.
A zero-coupon yield has to be derived from something, and every column still converts
par quotes, fits curves, splices sources and aligns calendars. What the rebuild removes are
the discretionary rules the appendix enumerates.

Tables C.20 through C.22 report the results. Differences from the baseline estimate
are expressed in standard errors, not in percentages, because a percentage change in a

coeflicient of this size does not measure economic distance.

Table C.20: The monthly panel rebuilt without the discretionary interventions.

(1) Pooled (2) Country FE (3) Month FE (4) TWFE (5) + Macro (6) + Policy (7) 5Y DV

A. Baseline
IEZ{;’il 0.0398*** 0.0369*** 0.0334***  0.0130*** 0.0137*** 0.0137***  0.0133***
(SE) (0.0095) (0.0119) (0.0076) (0.0030) (0.0030) (0.0029) (0.0041)
Observations 14,282 14,282 14,282 14,282 14,282 14,282 13,903
B. Screens off
IJEif’;“i1 0.0406*** 0.0394*** 0.0340***  0.0149*** 0.0160*** 0.0161***  0.0100***
(SE) (0.0082) (0.0104) (0.0066) (0.0037) (0.0036) (0.0036) (0.0024)
Difference, in SE +0.09 +0.21 +0.08 +0.64 +0.79 +0.85 -0.81
Observations 14,529 14,529 14,529 14,529 14,529 14,529 14,168

Note: The dependent variable is the non-overlapping monthly correlation of daily equity and daily ten-year zero-coupon
bond returns. Columns (1) to (6) are estimated on a common sample within each panel, so a change across columns is
the specification and never the sample; column (7) replaces the dependent variable with its five-year twin and is estimated
on the rows that variable reaches. Standard errors are two-way clustered by country and by month. Every column is a
full rebuild of Stage 1 under the named preset, and the difference row is the counterfactual estimate less the baseline, in
standard errors of the baseline. Standard errors are reported in parentheses. *** p<0.01, ** p<0.05, * p<0.1.
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Table C.21: The annual horse race rebuilt without the discretionary interventions.

(1) IEf”  (2) Debt/GDP (3) Yield (4) Saturated

A. Baseline

1B, 0.0145%*+* — — 0.0131*
(0.0050) (0.0074)
(D/Y )it — 0.0003 — -0.0002
(0.0006) (0.0006)
Yo — — 0.0133** 0.0038
(0.0062) (0.0070)
Observations 1,757 1,757 1,757 1,757

B. Screens off
1B, 0.0158** — — 0.0217%*
(0.0069) (0.0087)
Difference, in SE +0.26 +1.15
(D/Y )it — 0.0001 — -0.0007
(0.0007) (0.0006)
Difference, in SE -0.36 -0.88
yil’?_l — — 0.0095 -0.0038
(0.0071) (0.0063)
Difference, in SE -0.62 -1.09
Observations 1,801 1,801 1,801 1,801

Note: The dependent variable is the calendar-year correlation of monthly equity and monthly ten-year zero-coupon bond
returns. TEf is the product of debt to GDP and the ten-year yield. All four columns within a panel are estimated on
the common sample the saturated column defines, so the comparison across columns is the specification and not the rows.
Every column carries country and year effects and the two macroeconomic controls; standard errors are two-way clustered
by country and by year. A dash marks a regressor the column does not enter, which is not the same as an estimate that
rounds to zero. Every column is a full rebuild of Stage 1 under the named preset, and the difference row is the counterfactual
estimate less the baseline, in standard errors of the baseline. Standard errors are reported in parentheses. *** p<0.01, **
p<0.05, * p<0.1.
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Table C.22: The monthly baseline on later samples, rebuilt without the discretionary
interventions.

Full 1990+ 2000+ 2010+ 2015+

A. Baseline
Pooled OLS: IEZ;‘Ll 0.0399***  0.0387***  0.0330***  0.0354***  (0.0504***
(0.0096)  (0.0092)  (0.0082)  (0.0107)  (0.0061)
Country and month FE, macro controls: IE'if’;u_1 0.0138*%**  0.0145***  0.0171*** 0.0156**  0.0317***
(0.0030)  (0.0029)  (0.0037)  (0.0064)  (0.0065)

Observations 14,414 14,036 12,463 8,279 5,666

Months 653 433 313 193 133
B. Screens off

Pooled OLS: IEl.f;”_1 0.0408***  0.0396***  0.0338***  (0.0378***  (0.0403***

' (0.0082) (0.0078) (0.0070) (0.0098) (0.0099)

Difference, in SE +0.09 +0.09 +0.10 +0.23 -1.65

Country and month FE, macro controls: IEl.f;”_1 0.0161%**  0.0170***  0.0181***  0.0176***  (0.0182***
(0.0036)  (0.0036)  (0.0038)  (0.0067)  (0.0052)

Difference, in SE +0.79 +0.84 +0.28 +0.31 -2.10
Observations 14,661 14,281 12,641 8,332 5,692
Months 653 433 313 193 133

Note: The samples are cumulative and nested, so the table answers whether the result survives dropping early data and not
when the relationship lives. The cut is on the dependent variable’s date and the boundary is inclusive, so the 1990 column
begins in January 1990 and uses the December 1989 regressor on its first row. Both specifications within a column are
estimated on the same rows, so the two differ by model and not by sample. Every column carries all 44 countries. Standard
errors are two-way clustered by country and by month. Every column is a full rebuild of Stage 1 under the named preset,
and the difference row is the counterfactual estimate less the baseline, in standard errors of the baseline. Standard errors
are reported in parentheses. *** p<0.01, ** p<0.05, * p<0.1.
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