






Plan

Data (survey-based business conditions expectations)

Expected business conditions and financial predictors 

Expected business conditions and expected excess returns
– With vs. without financial predictors

– With vs. without non-financial predictors

What’s going on?



Data:  Excess Stock Returns, 1952:1-2003:2

CRSP value-weighted portfolio, 90-day U.S. Treasury Bill

Data:  Financial Variables, 1952:1-2003:2

Dividend Yield, DP
CRSP value-weighted portfolio

Default premium, DEF
Broad corporate bond portfolio yield, Aaa yield

Term premium, TERM
Ten-year U.S. Treasury yield, one-month Bill yield



Data:  The Livingston Forecasts

Bi-annual surveys, conducted in June and December

Nominal GDP and CPI level expectations (median)

Final result:

Two-step-ahead real GDP growth forecasts, 



(Q0) Do business conditions forecasts
forecast business conditions?



The Predictive Content of the Livingston 
Six-Month Growth Forecasts
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Expected Business Conditions and
Financial Predictors of Excess Returns

(Q1)  Do financial variables proxy for
expected business conditions?

 



Regressions of Livingston Six-Month Growth Forecasts on
Financial and Macro Predictors
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Wald 0.27 0.00 0.03 0.33 0.84 0.00 0.59 0.00



(Q2)  Do financial variables have predictive content after
controlling directly for expected business conditions?

Do non-financial variables have predictive content after
controlling directly for expected business conditions?

                                            ?



Expected Excess Returns and Expected Business Conditions

Fama-French:
 

Lettau-Ludvigson:

Campbell-Diebold:



Regressions of Excess Stock Returns on Six-Month Growth
Forecasts, Financial Predictors and Macro Predictors
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Robust to:

Alternative return horizons

Alternative samples

Alternative timing

Alternative forecasts



(Q3) What’s going on?



Regressions of Stock Return Volatility on Growth Forecasts,
Lagged Volatility, Financial Predictors and Macro Predictors
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Interpretation

Two key excess return predictors:

Livingston 

Lettau-Ludvigson 



Interpretation

Two key excess return predictors:

Livingston 

(RISK)

Lettau-Ludvigson 



Interpretation

Two key excess return predictors:

Livingston 

(RISK)

Lettau-Ludvigson 

(RISK AVERSION)




