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We explore the macro/finance interface in the context of equity markets. In particular,

using half a century of Livingston expected business conditions data we characterize

directly the impact of expected business conditions on expected excess stock returns.

Expected business conditions consistently affect expected excess returns in a statistically

and economically significant counter-cyclical fashion: depressed expected business

conditions are associated with high expected excess returns. Moreover, inclusion of

expected business conditions in otherwisestandard predictive return regressions

substantially reduces the explanatory power of the conventional financial predictors,

including the dividend yield, default premium, and term premium, while simultaneously

increasing R-squared. Expected business conditions retain predictive power even after

controlling for an important and recently introduced non-financial predictor, the

generalized consumption/wealth ratio, which accords with the view that expected

business conditions play a role in asset pricing different from and complementary to that

of the consumption/wealth ratio. We argue that time-varying expected business conditions

likely capture time-varying risk, while time-varying consumption/wealth may capture time-

varying risk aversion.

Working Papers

Stock Returns and Expected
Business Conditions: Half a
Century of Direct Evidence

https://www.nber.org/
https://www.nber.org/people/sean_campbell
https://www.nber.org/people/francis_diebold
mailto:?subject=Stock%20Returns%20and%20Expected%20Business%20Conditions:%20Half%20a%20Century%20of%20Direct%20Evidence&body=https://www.nber.org/papers/w11736
https://www.nber.org/papers


Download a PDF

Information on access

Published Versions
Frank Diebold & Sean Campbell, 2005. "Stock returns and expected business conditions:

half a century of direct evidence," Proceedings, Board of Governors of the Federal Reserve

System (U.S.). citation courtesy of 

Campbell, Sean D. & Diebold, Francis X., 2009. "Stock Returns and Expected Business

Conditions: Half a Century of Direct Evidence," Journal of Business & Economic Statistics,

American Statistical Association, American Statistical Association, vol. 27(2), pages 266-

278. citation courtesy of 

Related
TOPICS Financial Economics

Portfolio Selection and Asset Pricing

PROGRAMS Economic Fluctuations and Growth

Asset Pricing

Acknowledgements and Disclosures

Download Citation

https://www.nber.org/system/files/working_papers/w11736/w11736.pdf
https://www.nber.org/subscribe
http://ideas.repec.org/a/fip/fedgpr/y2005x29.html
https://ideas.repec.org/
http://ideas.repec.org/a/bes/jnlbes/v27i2y2009p266-278.html
https://ideas.repec.org/
https://www.nber.org/topics/financial-economics
https://www.nber.org/taxonomy/term/526
https://www.nber.org/programs-projects/programs-working-groups/economic-fluctuations-and-growth
https://www.nber.org/programs-projects/programs-working-groups/asset-pricing


In addition to working papers, the NBER disseminates affiliates’ latest

findings through a range of free periodicals — the NBER Reporter, the

NBER Digest, the Bulletin on Retirement and Disability, the Bulletin on

Health, and the Bulletin on Entrepreneurship — as well as online

conference reports, video lectures, and interviews.

2023, 15th Annual Feldstein Lecture, Mario Draghi, "The Next Flight of the Bumblebee: The Path
to Common Fiscal Policy in the Eurozone"

LECTURE

Dr. Mario Draghi, who served as President of the European Central Bank and Prime

Minister of Italy, presented the 2023...

More from NBER

https://www.nber.org/papers
https://www.nber.org/reporter
https://www.nber.org/digest
https://www.nber.org/bulletin-retirement-and-disability
https://www.nber.org/bulletin-health
https://www.nber.org/bulletin-entrepreneurship
https://www.nber.org/conferences
https://www.nber.org/research/lectures
https://www.nber.org/research-spotlights
https://www.nber.org/lecture/2023-15th-annual-feldstein-lecture-mario-draghi-next-flight-bumblebee-path-common-fiscal-policy


2023 Methods Lectures, Jesse Shapiro and Liyang (Sophie) Sun, "Linear Panel Event Studies"

LECTURE

Overview: Linear panel event studies are increasingly used to estimate and plot causal

effects of changes in policies...

2023, SI Economics of Social Security, Panel Discussion, "Long-Term Dynamics of the
Employment-to-Population Ratio"

https://www.nber.org/lecture/2023-methods-lectures-jesse-shapiro-and-liyang-sophie-sun-linear-panel-event-studies
https://www.nber.org/lecture/2023-si-economics-social-security-panel-discussion-long-term-dynamics-employment-population-ratio


National Bureau of Economic Research

Contact Us 

1050 Massachusetts Avenue 

Cambridge, MA 02138 

617-868-3900 

info@nber.org 

webaccessibility@nber.org

Accessibility Policy

Diversity Policy

Privacy Policy

Standards of Conduct

FOLLOW

© 2024 NATIONAL BUREAU OF ECONOMIC RESEARCH. ALL RIGHTS RESERVED.

LECTURE

Supported by the Alfred P. Sloan Foundation, the National Science Foundation, and the

Lynde and Harry Bradley...

H O M E PAG E

https://www.nber.org/contact-nber
tel:+16178683900
mailto:info@nber.org
mailto:webaccessibility@nber.org
https://www.nber.org/about-nber/website-accessibility-policy
https://www.nber.org/about-nber/nber-diversity-policy-statement
https://www.nber.org/about-nber/nber-website-privacy-policy
https://www.nber.org/about-nber/standards-conduct
https://twitter.com/nberpubs
https://www.linkedin.com/company/national-bureau-of-economic-research
https://www.facebook.com/pages/National-Bureau-of-Economic-Research/115165771829285
https://www.youtube.com/nbervideos
https://www.nber.org/

