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Abstract

I assess the role of collateralizable wealth and systemic risk in explaining future asset returns. I show
that the residuals of the trend relationship among asset wealth and human wealth (or between consumption
and asset wealth) predict stock returns, government bond yields and housing risk premium. Using data for a
panel of countries, I �nd that when the wealth-to-income ratio falls (or the consumption-wealth ratio rises),
investors demand a higher risk premium for stocks. As for government bond yields: (i) when they are seen
as a component of asset wealth, investors react in the same manner; (ii) if, however, investors perceive the
increase in government bond yields as signalling a future rise in taxes or a deterioration of public �nances,
then they will interpret the fall in the wealth-to-income ratio (or the rise in the consumption-wealth ratio)
as a fall in future bond premia. Regarding housing returns, if housing assets are seen as complements to
stocks, there will be a negative (positive) link between the wealth-to-income ratio (the consumption-wealth
ratio) and future returns. In contrast, when housing assets are treated as substitutes for �nancial assets, the
wealth-to-income ratio (the consumption-wealth ratio) will predict a rise (a fall) in housing risk premium.
Finally, I show that the occurrence of crises episodes (in particular, systemic crises) ampli�es the transmission
of housing market shocks to �nancial markets and the banking sector.
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