MEMORANDUM

TO: Blair Burkitt
AER

FROM: John Handley

University of Melbourne
THE UNIVERSITY OF

DATE: 27 November 2008 MELBOURNE
RE: Supplement to Historical Equity Risk
Premium

As requested, please find attached two tables which set out various statistics of the
historical equity risk premium in Australia over a number of sample periods from
January 1883 to December 2007 and over a number of sample periods from January
1883 to 15 October 2008, both assuming a gamma of 0.65. These additional tables
supplement and should be read in conjunction with my earlier report to the AER entitled

“A Note on The Historical Equity Risk Premium.”



TABLE 8

Historical Equity Risk Premium 1883 - 2007

Asgsumed Value of Imputation Credits (x]

Panel A: Relative to Bills

Q5% Confidence Interval
Fetiod Tears A0 ZE Low High
1883 - 2007 125 0.069 noi4 0.041 0.097
1937 - 2007 71 0.070 0.023 0.026 0115
1958 - 2007 50 0077 0.051 0017 0.138
1969 - 2007 39 0.064 0.036 -0.007 0.135
1980 - 2007 28 n.o7e 0.040 -0.004 0.161
1988 - 2007 20 0077 0.033 0.007 0.146
Panel B: Relative to 10 year Eonds

Q5% Confidence Interval
Fetiod Tears A 2E Low High
1883 - 2007 125 0.066 no14 0.038 0.024
1937 - 2007 71 0.064 0.023 0.020 0.102
1958 - 2007 50 0072 0.031 no1z 0.132
1969 - 2007 39 0.060 0.036 -0.01o 0.131
1980 - 2007 28 0.a77 0.040 -0.005 0.159
1988 - 2007 20 0075 0.033 0.006 0.144
Panel C: Relative to 5 year Bonds

Q5% Confidence Interval
Feriod Tears A0 2E Low High
1883 - 2007
1937 - 2007
1958 - 2007 . .. .. .. ..
1969 - 2007 39 0.062 0.036 -0.002 0.133
1980 - 2007 28 0.07e 0.040 -0.003 0.160
1988 - 2007 20 0077 0.033 0.008 0.145

MNote: Refer fo report for data sources and variable definifions
Esfimafes in Bold are significant of the 5% level using a 2-failed fest.
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TABLE 9

Historical Equity Risk Premium 1883 - 2008

Asgsumed Value of Imputation Credits (x]

Panel A: Relative to Bills

Q5% Confidence Interval
Fetiod Tears A0 ZE Low High
1883 - 2008 126 0.066 noi4 0.038 0.024
1937 - 2008 72 0.065 0.023 0.020 0110
1955 - 2008 51 0.069 0.051 0.00g 0.130
1969 - 2008 40 0055 0.037 -0.017 0.126
1980 - 2008 29 0.064 0.041 -0.0z0 0.143
1988 - 2008 21 0.057 0.037 -0.0z0 0.135
Panel B: Relative to 10 year Eonds

Q5% Confidence Interval
Fetiod Tears A 2E Low High
1883 - 2008 126 0.063 no14 0.054 0.091
1937 - 2008 T2 0.059 0.023 n.o1s 0.104
1958 - 2008 51 0.065 0.031 0.004 0.126
1969 - 2008 40 0.051 0.036 -0.0z0 0.123%
1980 - 2008 29 0.064 0.041 -0.020 0.147
1988 - 2008 21 0.057 0.036 0018 0.133
Panel C: Relative to 5 year Bonds

Q5% Confidence Interval
Feriod Tears A0 2E Low High
1883 - 2008
1937 - 2008
1958 - 2008 . .. .. .. ..
1969 - 2008 40 0.053% 0.036 -0o1e 0.124
1980 - 2008 29 0.065 0.041 0018 0.149
1988 - 2008 21 0.059 0.036 -0.017 0.135

MNote: Refer fo report for data sources and variable definifions
Esfimafes in Bold are significant of the 5% level using a 2-failed fest.
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