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Stockholder consumption and long-run consumption risk

L [Tt,t—l—l} + 3Var (Tt,t+1>

7= C
Cov [In (H'Tlt"'s> ,Tt7t_|_1]
0.0663
00.000606732
: =254 S=7
0.00261

v = 9.9(5.3) Adj

Problem: noise in the data and short panel
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Cross-sectional asset pricing of the FF 25
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Fitted returns

Fitted Returns and Average Returns for Different Models
Quarterly rates, 1963:3 - 1998:3
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E|R| =as+ (vs - 1) Bis
C
61'75 = Cov ['ﬂ (%ﬁ) ,1n Ri,t—|—1]

Note MMV actually use EZKPWHHL version:

¢ s
Cov [Egio B2 1In < g;:' ) 7ri,t+1]' B = 0.987

20, R? = 59% CEXstockholders, S = 11

11, R? = 54% top 1/3 CEXstockholders, S =11
but...

23, R? = 5% CEXnonstockholders, S = 11
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So MMV use factor mimicing portfolio
Cig145) _ /
IN T = + 6 Ft —I— Et

With Factors: Intersection of small and value; large and value,
small and growth, large and growth.

CGF := a4+ A'F;
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LLong-horizon consumption growth for stockholders . .

Succeeds!
vs¢ = 10, R? = 80% CGFstockholders, S = 11
vg = 6.4, R =83% top 1/3 stockholders, S =11
vg = 18, R? = 48% nonstockholders, S = 11

vs 49, R> = 68% NIPA, S =11

10



More on CGF . .

1. Longer time series gives less sampling error

11



More on CGF . . .

1. Longer time series gives less sampling error

2. Eliminates ME in factor (since uncorrelated with Fy)

11



Assetholder consumption

2_n, 15
R°=04
0.04} 1 25
R 4 2313‘%
s 12 7732 43
= 31 42 54
Too2f 4 51 93 5
11
0 ! !
5 10 15
Top third assetholder consumption
2_ 15
R°=0.56
14
0.04} 5
,': 4422 1243 33
2 31 43
7002 “sp1 L
11
0 L L L L
5 10 15 20 25 30
Non-assetholder consumption
2_5¢ 15 '
R°=0.0
0.04/ 4 5
e
,': 22 Y3
50.02 !
w 0. 51 211
0 L L
5 10

_ 4
Cov(rt+ 1,PV(ct+ 12 C 1))>< 10

15

Stockholder consumption

2_At 15
R“=0.59
0.04 14 25
B 453524
T 4 E 43%3
2 31 42
o024 2isy 53" 5
1
0 ! !
5 10 15
Top third stockholder consumption
2_ ' 15
R°=0.54
0.04 14 251
133 g 23 2435
J,: 44 22 3 33
o 3144
7002} 51421 B 5
11
0 ! ! ! !
5 10 15 20 25 30
Non-stockholder consumption
2_0¢ 15 '
R®=0.05
i 4
0.04 2535
e 22 13343
2 4
w 0.02 ‘gﬁ@?z
1
0 L L
5 10 15
Cov(r,,  PV(C,,,,C,,))x 10*



Assetholder consumption
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More on CGF . . .

1. Longer time series gives less sampling error
2. Eliminates ME in factor (since uncorrelated with Fy)

3. Loses some future movement in C correlated with returns
(uncorrelated with F;)

4. CGF is not stockholder consumption in 1930 . . .
o Sampling error in 38
80's, 90’'s not typical, time of low covariance)
o Stockholder population changed. A lot.
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Two other important MMV findings

1. Consumption share of stockholders predicts returns, corre-
lated with cay and caylr

¢ Big finding for models like Guvenen

¢ How does this solve volatility of consumption problem?

E[Tt,t+1]‘|‘%va7“(7“t,t+l) 1
Std|rys41] — 2= sd [A " (OH_l)]

So is it more plausible for stockholders?
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Not really. But . . .

< ~Stdv [m (Cf_ﬁolc_/lc_ffsglders> —In (Cfgtock:holdersﬂ

N|—

More plausible

But correlation drops as S increases, sOo need a large rise in
volatility
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Two other important MMV findings

1. Consumption share of stockholders predicts returns, corre-

lated with cay and caylr
¢ Big finding for models like Guvenen
¢ How does this solve volatility of consumption problem?

2. Consumption of stockholders moves 3x more with Aggregate
C than non stockholders
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A complete markets calculation

AINCh i1 =), FAINCrpq + &

where 7 := (y~ 1)1
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Returning to the EZKPWHHL theoretical model . . .
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1. The role of anticipatory utility

2. Low IES, high risk aversion
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1. Anticipatory utility

Choice 1:
catt=1C
o at t = 2 fair coin flipped and get C¥ or ¢L < CH

Choice 2:
oatt=1 C and fair coin flipped
oatt=2 get CH or CL

The SAME outcomes, only anticipation differs; increased impor-
tance of studying conditional moments
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2. Low IES, high risk aversion
Choice 1:
catt=1C=3CH+4cCh)
o at t = 2 coin flipped and get C¥ or ¢t <« cH
Choice 2:
o at t = 1 coin flipped and get ¢ or ¢t

o at t = 2 get the same CH or CL

Choice 1 has 'insurance,’” but low enough IES prefers 2

1
Proof: as IES goes to zero, V; — Min[C4, Et[Ctl_;f]l—V]
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