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Abstract

Treasury Inflation-Protected Securities (TIPS) are frequently thought of as risk-free real bonds. Using no-arbitrage term structure models, we show that TIPS yields exceeded risk-
free real yields by as much as 100 basis points when TIPS were first issued and up to 300 basis points during the recent financial crisis. This spread reflects predominantly the
poorer liquidity of TIPS relative to nominal Treasury securities. Other factors, including the indexation lag and the embedded deflation protection in TIPS, play a much smaller
role. Ignoring this spread also significantly distorts the informational content of TIPS breakeven inflation, a widely-used proxy for expected inflation.

Keywords: TIPS, breakeven inflation, deflation floor, expected inflation, indexation Lag, inflation risk premium, liquidity premiums
JEL Classification: G12, G01, E43, E44
Suggested Citation >

Show Contact Information >

% Download This Paper (Delivery.cfm/SSRN_ID2422861_code170891.pdf?abstractid=2422861&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID2422861_codel70891.pdf?abstractid=2422861&mirid=1&type=2)

0 References

0 Citations

Do you have a job opening that you would like to promote on SSRN?

Place Job Opening (https://www.ssrn.com/index.cfm/en/Announcements-Jobs/)

Paper statistics

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
DOWNLOADS ) - ' .
improve, and personalize our content and your digital experience. You can manage you8&bkie preferences

using the Cookie settings link. For more information, see our Cookie Policy,

apstRsi/wwpw.elsevier.com/legal /cookienotice)

3,398

QA Cookie settings Accept all cookies



https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2422861_code170891.pdf?abstractid=2422861&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2422861_code170891.pdf?abstractid=2422861&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=334625
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=470483
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=301525
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2422861_code170891.pdf?abstractid=2422861&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2422861_code170891.pdf?abstractid=2422861&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Announcements-Jobs/
https://www.elsevier.com/legal/cookienotice

33 Citations

78  References

PlumX Metrics

https //plu mx/plum/a/?

Related efgurnals

Capital Markets: Asset Pricing & Valuation eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508951)

Follow ®

Board of Governors of the Federal Reserve System Research Series (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=671301)

Follow ®

View more >

Feedback ¢

Submit a Paper > (https://hq.ssrn.com/submission.cfm)

SSRN Quick Links v
SSRN Rankings v
v

About SSRN

f (https://www.facebook.com/SSRNcommunity/)
in (https://www.linkedin.com/company/4934092
trk=tyah&trkinfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityld%3Acompany_493409%2Cidx%:
W (https://twitter.com/SSRN)

(http://www.elsevier.com/)

Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/) Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)

Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2024 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, Al training, and

similar technologies. For all open access content, the relevant licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie settings.

(http://www.relx.com/)

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
(httRsH/ IR s hRISOmYAOLA P LB URAL R B BISSHENTH YU can manage your cookie preferences
using the Cookie settings link. For more information, see our Cookie Policy,

(https://www.elsevier.com/legal/cookienotice)

Cookie settings Accept all cookies



https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://plu.mx/plum/a/?ssrn_id=2422861
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508951
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=671301
javascript:void(0);
https://hq.ssrn.com/submission.cfm
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy
https://www.elsevier.com/legal/cookienotice

