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4.2. Results for in-sample predictive
regressions 6 h 30 9/7

This section reports results from in-
sample predictive regressions of the
form shown in Eq. (5). We regress
six months average real log returns
on lagged

and further lagged

4.2. Két qua hoi quy du bdo trong
mau

Phin nay trinh bay cac két qua hoi
quy du bao trong mau cé dang nhu
phuong trinh (5). Ching ta hdi quy
loi nhuan log thyc trung binh sau
thang trén tré
(cham) va cac bién diéu khién tré
hon, nhu da ndi & trén. Panel A trong
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control variables, as noted above.
Panel A of Table 3, shows the results
for the single predictor case
(expected inflation as the only
predictor), whereas Panel B depicts
multivariate forecasting regressions
with additional control variables as
noted above

As can be seen from the bias-
adjusted coefficients in Panel A,
expected inflation has a positive
coefficient in all countries except
Japan and is statistically significant
in Germany, the U.S., Italy, and in

France. Also, the results are
economically significant. Averaged
across countries, coefficient

estimates imply that a one standard
deviation rise in expected inflation
raises average monthly returns by
about 0.5% p.m. over the following
six months. The effect is most
pronounced for France, where a one
standard deviation increase of
inflation sentiment raises expected
returns by about 0.96 x 6 = 6% over
the subsequent six months. The
economic effect can also be seen by
the large adjusted R2’s (R2) reported
in the table which displays values as
high as 18% for France. Although
R2’s of this size do not seem to be
high at first sight, other predictive
variables usually perform much
worse for stock markets. It is also
worth looking at the percentage of
adjusted R2’s of all bootstrap
simulations exceeding the regression
R2, which we denote by
%(*2R2b4R2_.) These serve as an
indicator of possible spuriousness.
However, these ““‘R22p values’” are
rather low and only exceed the 10%

Bang 3 biéu dién két qua cta trudong
hop bién du bio don (expected
inflation 1a bién du bao duy nhat),
trong khi Panel B miéu ta hdi quy du
bao da bién véi cac bién diéu khién
bd sung nhu da dé cép o trén.

Lagged variable: bién tr&, bién cham

Panel: mot phan cta bang

Tu cic hé s6 hiéu chinh sai s6 trong
Panel A, ching ta thiay expected
inflation c6 hé s6 duong & tit ca céac
qudc gia ngoai trir Nhat va co y
nghia théng ké & Puc, My, Y, va
Phap. Ngoai ra, cac két qua c6 y
nghia kinh té. Tinh trung binh theo
ting qudc gia, wdc tinh hé sd cho
théy sy tang do léch chuin cua
expected inflation lam tang return
(1ai suat) trung binh hang théang
khoang 0,5% pm (per month: trén
thang) trong sau thang tiép theo.
Hiéu ung nay thé hién 1 ¢ Phap,
trong dé su tang do léch chuin cua
tam 1y thi truong vé lam phat s& ting
1ai sudt du kién khoang 0,96 x 6 =
6% trong sau thang tiép theo. Ching
ta ciing thay duogc cac tic dong kinh
té qua R2 (R2) hiéu chinh 16n trong
bang, gia tri cia nd 16n (18%) dbi
v&i Phap. Méc du moi nhin qua c6 vé
nhu R2 ¢ kich thudc nay khong 16,
cic bién du bao khac thudng hoat
dong kém trong thi truong chung
khoan. Chiing ta ciing can chu y dén
phan R2 hiéu chinh cua tit ca cac mo
phong bootstrap vuot qua hdi quy
R2, ki hiéu la % (*2 R2b4R2_.)
Chung dong vai tro 13 mot yéu td thé
hién spuriousness (su gia tao, khong
thuc). Tuy nhién, cac gia tri " R22p"
nay kha thdp va chi vuot hon muc
10% d6i v&i Anh va Nhat Ban, diéu
d6 cho thiy cac két qua cta chung ta




level for the U.K. and Japan, which
indicates that our results are not
driven by persistent regressor effects.
Panel B of Table 3 shows predictive
regressions with additional control
variables. Results are similar to those
of Panel A, but the impact of
expected inflation is even more
pronounced. All countries except
Japan show a significant relation
between expected inflation and
future returns and these relations are
large from an economic perspective.

Again, in order to gauge the
significant predictive power of
expected inflation, we report

incremental R2’s (DR2), i.e. the rise
in the adjusted R2 when additionally
including expected inflation in the
regressions.  Disregarding  Japan,
these incremental R2’s are high with
the lowest value being 10% and also
do not seem to be spurious since the
proportion of simulated incremental
R2’s generally falls below 10%

Therefore, the only country which
does not show significant effects of
expected inflation on returns is
Japan. This does not seem to be
overly surprising since Japan
suffered from a low inflation or even
deflation scenario during most of our
sample period. Since our forecasters
are asked to predict changes in
inflation (and not levels), the absence
of an effect of expected inflation on
returns in such a low inflation
environment seems comprehensible.
With a Japanese inflation rate of
about 0.15% p.a., as in our sample,
expected inflation changes should
not have dramatic effects both under
the rational account or the money
illusion hypothesis in this country.

khong bi chi phoi boi cac higu img
ho1 quy quén tinh.

Panel B cua Bang 3 biéu dién cac hoi
quy du béo cung véi cac bién dicu
khién bd sung. Két qua ciing tuong
tu nhu Panel A, nhung tac dong cua
expected inflation rd rét hon. Ngoai
trir Nhat Ban, tit ca cac nudc déu co
moi lién hé giita expected inflation
va 1ai suat tuong lai chat ché va
nhitng mbi quan hé nay la dang ké
khi nhin tir goc do kinh té. Mot lan
nita, dé danh gia kha ning du bao
cua expected inflation, ching ta ghi
nhan R2 (DR2) gia tang, tic la su
tang ctia R2 diéu chinh khi gop thém
expected inflation vao hdi quy.
Ngoai trir Nhat, cac R2 gia tang nay
cao trong d6 gia tri thap bang 10%
va c6 thé khong phai 13 gia vi theo
mo phong, phan R2 gia ting thuong
giam dudi 10%

Vi vdy, qudc gia duy nhat khéng
chiu anh hudéng cua expected
inflation dén return (14i suat) 1a Nhat
Ban. Diéu nay rat dé hiéu vi Nhat ¢
murc lam phat thép hoac tham chi
giam phat trong sudt thoi gian thu
thap mau. Boi vi nhitng du bio cuia
ching ta nham muc dich tién doan
nhing thay doi ctia lam phat (khéng
phai mtic lam phat), expected
inflation khong tac dong dén return
(1ai suit) trong moi trudong lam phat
thip nhu thé 1a diéu d& hiéu. Vi ty
I¢ lam phat ¢ Nhat Ban khodng
0,15% mdi nim, nhu trong mau cua
ching ta, nhitng bién d6i expected
inflation s¢ khong c6 tic dong dang
ké trong rational account hodc gia
thuyét 4o tuong vé tién ¢ quic gia




The other five countries experienced
much higher inflation rates of about
2-3% p.a.,, so that changes in
expected inflation should have much
more pronounced effects than in
Japan

System estimation results:
Furthermore, estimates of the pooled
model in Eqg. (6) for three sets of
countries are provided in Table 4.
Here, we also present results for
different ~ forecasting  horizons,
namely k=1,3,6,9,12. This seems
interesting, since theory makes
basically no predictions about the
horizon over which returns should be
predictable by inflation expectations.
It seems plausible, however, that the
predictive  power of inflation
expectations for stock returns is a
matter of months and quarters (and
not years) under money illusion since
cash flows are reportedly quarterly
for most stocks so that investors
learn about actual cash flows after a
couple of quarters.

Table 4, Panel A, shows the results
for pooling all countries. The bias-
adjusted coefficient estimate of bp is
strictly positive for all forecast
horizons and significantly different
from zero for horizons of three to 12
months. Notably, the predictive
power, as judged by the bootstrap p-
values and the magnitude of the
coefficient estimates, does not
monotonically increase with the
forecasting horizon k but rather
peaks at the six-months horizon. This
result is comforting, since spurious
results due to persistent regressors

nay. Nam quoc gia con lai déu co toc
dd lam phéat cao khoang 2-3% modi
nam, do d6, nhiing thay d6i trong
expected inflation s¢ co tac dong rd
rang hon so v&i & Nhat

rational account: tam dich 1a ly giai
hop 1y

Két qua udc tinh hé thdng: Ngoai ra,
wdce tinh ctia mo hinh hdn hgp trong
phuong trinh. (6) cho ba tdp hop
qudc gia duge trinh bay & Bang 4. O
day, chiing toi cling trinh bay cac két
qua cho cic mién giéi han du béo
khac nhau, cu thé 1a k = 1,3,6,9,12.
biéu nay c¢6 vé thu vi, vi vé co ban,
1y thuyét khong thé du doan vé mién
gidi han trong duy doan return (lai
suat) thdong qua céac inflation
expectation (chi sé6 ky vong lam
phat). Tuy nhién, chung ta co thé
chac chin rang kha ning du doan cua
cac ky vong lam phat dbi v6i suét
sinh lgi cd phiéu 1a vai thang hodc
quy (khong phai nam) trong dleu
kién 4o tuong tién t& vi dong tién
dugc bao cao hang quy dbi v6i hau
hét ¢o phleu vi thé cac nha dau tu
biét dong tién thuc té sau vai quy.

Bang 4, Panel A, biéu dién cac két
qua tong hop cho tit ca cac nudc.
Uéc luong hé sb hiéu chinh sai sd
ctia bp duvong nghiém ngit ddi véi tat
cd cac mién giéi han du doan va
khac nhau tir mién gidi han ba dén
12 thang. Pac biét, kha nang du doan
(dugc danh gid qua cac gid tri p
bootstrap va do 16n cua cac udc
luong hé s6) khong ting don tri theo
mién giéi han du doan k ma theo cac
cuc dai & mién gioi han 6 thang. Két
qua nay dang khich 18 vi cac két qua
gid do hdi quy quéan tinh va nhiing
quan sat chong chéo nhau sé& chi don
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and overlapping observations would
simply be increasing in k (see, e.g.
Hong et al, 2007). Moreover,
inflation expectations show their
largest predictive power at the
horizon at which the survey
guestions are tailored and this rather
short horizon of six months makes
sense under a money illusion story as
discussed above. The size of the
estimated coefficient at the six
months horizons implies that a one
standard deviation shock to expected
inflation leads to a more than 3%
increase in real returns over the
following two quarters.

The remainder of Table presents
estimates when pooling only the
continental  European  countries
(Germany,France, Italy—Panel B) or
only the Anglo-Saxon countries
(U.K.,U.S.—Panel C). This grouping
Is interesting since Germany, France,
and Italy are members of the
European Monetary Union and may
thus be expected to have converging
inflation dynamics over our sample.
This  renders these  countries
inherently similar for the purpose of
our analysis. Furthermore, it is
commonly accepted that the Anglo-
Saxon countries are similar in terms
of their banking and financial system
structure and that they have a more
capital market based culture (e.g. in
terms of pension systems) than the
three continental European countries.
Therefore, pooling countries along
these dimensions yields somewnhat
homogenous groups but still
provides more powerful tests
compared to the single country
analysis in Table 3.

Results are similar in the sense that

thuan ting theo k (Vi du, xem bai
bao cua Hong va cac cong su, 2007).
Hon ntta, ky vong lam phat cé kha
nang dy doan 16n nhit & mién giGi
han xu ly cau hoi khao sat va mdc
sau thang hoi ngin nay cO nghia
trong trudng hop do gidc tién t& ma
ching ta da d& cap & trén. Kich thudc
clia hé s6 udc luong & mién gidi han
sau thang c6 mot diém léch chuén so
v6i expected inflation dan dén su
tang return thyc hon 3% trong hai
quy sadul.

Return: 1i suét

Phan con lai cua bang trinh bay uéc
tinh khi chi xét cac qudc gia chau Au
luc dia (Ptic, Phap, Y-Panel B) hoic
chi cac nudc Anglo-Saxon (Anh,
My-Panel C). Nhém nay rat dang
quan tam vi Puc, Phap, Y la cac
thanh vién cua Lién minh tién té
chau Au va do d6 co thé su tuong
df)ng trong bién dong lam phat trén
mau cua chung ta. Piéu nay 1am cho
cic quoc gia nay tuong dong véi
muc dich phan tich cta ching ta.
Hon nira, da s moi ngudi déu thira
nhan rang cic nuéc Anglo-Saxon ¢
ciu triic hé théng ngan hang va tai
chinh tuong dong nhau va ho cé vin
hoa 16 thudc thi truong von (vi du vé
hé thong lwong huu) nhiéu hon so
v6i ba nude chau Au luc dia. Do do,
tong hop cac qudc gia doc theo ba
kich thudc cho ta cac nhom kha dong
nhat nhung van c6 kha nang kiém tra
t6t hon so voi phdn tich timg qubc
gia trong Bang 3.

Cac két qua ciing tuong ty, tirc 1a kha




the predictive power of expected
inflation shows wup at several
horizons and that it tends to reach its
peak at the six-months horizon. The
main difference in results is the
estimated magnitude of the effects
which are stronger for the
Continental European countries with
a six-months effect of almost 5% (6
x 0.79) versus a six-months effect of
about 3.5% (6 x 0.58) for the pooled
U.K. and U.S. sample.

So far, we can infer that expected
inflation carries significant
information for future stock returns
over multiple horizons and that this
forecasting power does not vanish
even when we control for other
popular forecasting variables such as
the dividend yield and the term
spread. Also, note that this result is
obtained when looking at inflation
forecasts of professional market
participants.

nang dy bao cua expected inflation
thé hién & mot sd mi€n gioi han va
n6 c6 khuynh hudng tién dén cuc dai
& mién gidi han sau thang. Su khac
biét chinh trong ket qua 1a hiéu ung
s4u thang ¢ cac qudc gia chau Au luc
dia (khoang 5%) (6 x 0,79) manh
hon so v&1 hiu Ung sau thang
khoang 3,5% (6 x 0,58) cia mau Anh
M¥ tong hop.

Pén thoi diém nay, ching ta co thé
suy ra rang lam phat chia dung
nhitng thong tin vé suat sinh loi ¢
phiéu trén nhiéu mién gigi han va
kha ning du bao khong mat di khi
chung ta diéu khién cac bién du bao
pho bién khac nhu ty suét co tic va
chénh 1éch ky han. Ngoai ra, chung
ta cling thiy két qua nay thu duoc
khi xét cadc du bao lam phat cua
nhitng nguoi tham gia thi truong
chuyén nghiép.




