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"When summarizing the results in Vuolteenaho (2002), Cochrane (2001) points out, “Much of the expected
cashflow variation is idiosyncratic, while the expected return variation is common, which is why variation in the
index book/market ratio, like variation in the index dividend/price ratio, is almost all due to varying expected excess
returns.”
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Table 1 : Sample Summary by Year

The sample consists of firms, at quarterly frequency, on the I/B/E/S Summary files with earnings forecasts for years
+1, 42, and a long-run earnings growth estimate. The net payout ratio includes dividends, equity repurchases, and
issuances. All per share numbers are multiplied by the number of shares outstanding (from I/B/E/S) to obtain
amounts at the firm level. This table reports the aggregate amount at the market level for each year. Cost of equity
is estimated using the present value model in Pastor, Sinha, and Swaminathan (2006). All amounts, except for the

net payout ratio and cost of equity, are in millions of dollars.

Year Number Quarterly Net Market Cost of
of Firms Earnings Payout (%) Capitalization Equity(%)
1985 1,076 23,984 46 1,195,240 13.95
1986 1,184 25,106 46 1,553,134 11.83
1987 1,059 28,601 48 1,766,071 12.34
1988 1,130 38,074 49 1,652,185 13.22
1989 1,189 36,033 47 1,984,368 12.63
1990 1,248 35,413 46 2,060,453 13.39
1991 1,300 29,249 50 2,402,193 11.96
1992 1,443 32,901 48 2,765,262 11.28
1993 1,674 44,503 46 3,216,490 10.99
1994 1,925 58,326 43 3,600,743 11.61
1995 2,135 71,622 44 4,440,807 11.38
1996 2,324 81,811 44 5,551,846 11.07
1997 2,633 90,361 46 7,755,864 10.90
1998 2,825 98,078 47 9,588,017 11.53
1999 2,623 113,165 50 10,930,810 12.23
2000 2,139 122,833 53 13,199,870 12.77
2001 2,054 49,914 50 11,731,150 11.21
2002 2,145 107,733 47 10,892,410 10.57
2003 2,267 152,788 A7 11,814,770 9.65
2004 2,339 199,037 47 14,189,760 9.17
2005 2,376 229,067 49 15,413,340 9.31
2006 2,105 264,351 53 16,534,530 9.70




Table 2 : Cash Flow News and Discount Rate News at Aggregate Level

Panel A reports, for the value-weighted market portfolio, the mean of cumulative capital gain return (CQG), cash
flow (CF) news, discount rate (DR) news, from one quarter up to 28 quarters. Panel B reports the variances,
covariances, and correlations of these three components. The means, variances, and covariances are all in percentage.
The correlations are in actual digits. Panel C reports the slope coefficients of regressing CF news or DR news on the
aggregate return; the row beneath the coefficients reports the Newey-West t-statistics. The sample is quarterly from
1985 to 2006.

Horizons (Quarters)

1 2 4 8 12 16 20 24 28
Panel A: Means of aggregate return and components (%)
CG return 2.65 5.40 11.37 24.06 37.74 54.36 72.74 96.11 123.91
CF news 0.84 2.27 5.83 14.89 25.13 37.46 52.34 70.14 90.10
DR news 1.80 3.11 5.52 9.14 12.57 16.86 20.40 25.96 31.78

Panel B: Variance and covariances of aggregate return components

Var(CG) 0.56 1.12 1.99 5.16 10.15 17.99 27.14 36.36 46.04
Var(CF) 0.21 0.43 0.78 2.04 5.33 9.71 16.53 24.03 30.75
Var(DR) 0.59 0.90 1.75 2.48 2.79 2.79 2.78 2.57 3.43
Cov(CF, DR) -0.12 -0.11 -0.27 0.32 1.03 2.78 3.97 4.95 6.01
Corr(CF, DR) -0.35 -0.17 -0.23 0.14 0.27 0.53 0.59 0.63 0.58
Corr(CG, CF) 0.26 0.47 0.41 0.73 0.86 0.94 0.97 0.98 0.98
Corr(CG, DR) 0.82 0.79 0.79 0.78 0.72 0.78 0.78 0.78 0.75

Panel C: Slope coefficients

CF news 0.16 0.29 0.26 0.46 0.63 0.69 0.75 0.80 0.80
T-stat (3.42) (4.44)  (211)  (4.70)  (9.63)  (17.68)  (29.73)  (21.08)  (16.85)
DR news 0.84 0.71 0.74 0.54 0.37 0.31 0.25 0.21 0.20

T-stat (18.24)  (10.96)  (6.13)  (5.55)  (5.76)  (7.90) (9.88) (5.47) (4.34)




Table 3 : Cash Flow News and Discount Rate News at Firm Level

Panel A reports the average firm-specific variances, covariances, and correlations of return (CG), cash flow (CF)



Table 4 : Cash Flow News and Discount Rate News Using Return Data

Vuolteenaho (2002) shows that

oo
i—1
bm: = constant + Z P’ (Tepj—1 — To€ry 1),
i=1

where bm; is the log book-to-market, r; is stock return, and roe; is the log return on book equity (ROE). We assume
that a vector of [r roe bm] following a first order VAR:

zi41 = Dz + upq1.

Then both the cash flow news and discount rate news can be estimated (see Campbell and Vuolteenaho (2004) and
Chen and Zhao (2006)). We report the VAR coefficient of r and roe on the lagged book-to-market and their t-statistics
respectively. We then report the ratio of discount rate (DR) news variance to cash flow (CF) news variance. The tests
are conducted at annual frequency using the combined COMPUSTAT and CRSP data, covering 1954-2006. On the
first row of panel A we conduct the above exercise for every firm separately and report the cross-sectional means of the
above statistics. To be included a firm should have at least 16 years of data. We then estimate a panel VAR with all
firms included and report the results on the second row; we repeat the panel VAR with all variables cross-sectionally
demeaned and report the results on the third row. In panel B1 we sort firms into ten book-to-market portfolios. As
in panel A we report the analysis for each portfolio and for the panel of portfolios. We then repeat the panel VAR
with all variables cross-sectionally demeaned and the panel VAR with all variables time-seriesly demeaned. In panel
B2 we sort firms into two book-to-market portfolios and repeat the analysis as in Panel B1. In panel B3 we report

the results for the value-weighted market portfolio.

Coe(r) t(r) Coe(roe) t(roe) Var(DR)/Var(CF)
Panel A: Firm level analysis
Firm 0.28 1.68 -0.11 -1.13 2.71
Panel 0.06 31.33 -0.10 -70.00 0.14
Panel cross-sectionally demeaned 0.04 20.94 -0.11 -75.40 0.05

Panel B: Portfolio analysis

Panel B1: Ten book-to-market portfolios

Growth 0.15 1.46 -0.27 -5.37 0.51
2 0.13 1.90 -0.03 -1.79 2.14
3 0.08 1.29 0.00 -0.10 16.36
4 0.11 1.40 0.04 1.86 5.81
5 0.11 1.68 -0.02 -1.05 4.74
6 0.18 2.59 0.00 0.23 12.10
7 0.22 3.08 0.02 0.95 7.10
8 0.30 4.01 0.00 -0.17 7.34
9 0.33 3.64 0.01 0.40 7.83
Value 0.08 1.74 -0.01 -0.44 3.42
Panel 0.05 4.79 -0.06 -13.20 0.60
Panel cross-sectionally demeaned 0.03 4.19 -0.07 -14.29 0.18
Panel time-seriesly demeaned 0.13 5.69 -0.04 -4.29 3.73
Panel B2: Two book-to-market portfolios

Growth 0.13 1.84 0.00 -0.30 7.10
Value 0.19 2.86 -0.01 -0.34 6.88
Panel 0.08 2.50 -0.03 -4.53 0.76
Panel cross-sectionally demeaned 0.00 0.02 -0.08 -11.33 0.14
Panel time-seriesly demeaned 0.16 3.20 -0.01 -0.44 6.89

Panel B3: Value-weighted market portfolio

0.15 2.18 0.00 -0.10 5.43
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Table 5 : Correlations between Returns and Cash Flow Components

We decompose the CF news into four parts: the revisions of cash flow forecasts for one year ahead, two years ahead,

three years ahead, and for the rest of the years. We then report the correlation between the aggregate return and

the four CF news components, from one quarter to seven years. We also report the correlation between aggregate

return and simple changes of earnings per share forecasts for one year ahead, two years ahead, and simple changes of

the long-term growth rate. The sample is quarterly from 1985 to 2006.

Horizons (Quarters)

1 2 4 8 12 16 20 24 28
1-year CF news 0.08 0.14 0.07 0.27 0.40 0.54 0.75 0.83 0.88
P-value (0.46)  (0.19) (0.53)  (0.02)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)
2-year CF news 0.27 0.41 0.28 0.42 0.51 0.65 0.82 0.86 0.89
P-value (0.01)  (0.00)  (0.01)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)
3-year CF news 0.27 0.43 0.32 0.51 0.63 0.75 0.86 0.89 0.90
P-value (0.01)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)
Rest of CF news 0.30 0.46 0.38 0.72 0.86 0.92 0.95 0.95 0.95
P-value (0.01)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)
Chg. in 1-year CF forecast 0.21 0.29 0.08 0.14 0.20 0.19 0.19 0.19 0.11
P-value (0.06)  (0.01) (0.49) (0.21) (0.08) (0.12)  (0.11)  (0.13)  (0.39)
Chg. in 2-year CF forecast 0.21 0.34 0.18 0.23 0.27 0.25 0.28 0.28 0.19
P-value (0.05)  (0.00)  (0.11)  (0.04) (0.02) (0.03) (0.02) (0.03)  (0.14)
Chg. in LT CF forecast 0.12 0.30 0.47 0.69 0.75 0.80 0.84 0.86 0.84
P-value (0.27)  (0.01)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00)
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Table 7 : Robustness Check Using Industrial Growth Rate

Pastor, Sinha, and Swaminathan (2006) assume that the steady-state earnings growth rate is the long-term GDP
growth rate. We modify the model by assuming that the steady-state earnings growth rate is the median long-term
industry earnings growth rate. Panel A reports, for the value-weighted market portfolio, the slope coefficients of
regressing cash flow (CF) news and discount rate (DR) news on returns respectively. Panel B reports the correlation
between returns (CG) and CF news. Panel C reports the average firm-level slope coefficients of regressing CF news
and DR news on returns respectively. The row beneath the slope coefficients reports the Newey-West t-statistics.

The sample is quarterly from 1985 to 2006.

Horizons (Quarters)

1 2 4 8 12 16 20 24 28
Panel A: Slope coefficients for the value-weighted market portfolio
CF news 0.18 0.30 0.36 0.65 0.88 0.91 0.93 0.95 0.94
T-stat (3.64)  (3.45)  (2.12)  (3.95)  (7.28)  (13.00)  (22.86)  (34.59)  (20.64)
DR news 0.82 0.70 0.64 0.35 0.13 0.09 0.07 0.05 0.06
T-stat (16.78)  (8.03)  (3.79)  (2.11)  (1.05)  (1.31) (1.74) (1.88) (1.44)

Panel B: Correlation between return and CF news for the value-weighted portfolio

Corr(CG, CF) 0.26 0.40 0.42 0.71 0.86 0.94 0.97 0.98 0.97
P-value (0.01)  (0.00)  (0.00)  (0.00)  (0.00)  (0.00) (0.00) (0.00) (0.00)

Panel C: Slope coefficients for an average firm

CF news 0.26 0.39 0.55 0.73 0.81 0.82 0.83 0.87 0.86
T-stat (149)  (2.33)  (3.71)  (6.09)  (8.00)  (9.48)  (10.95)  (12.95)  (14.56)
DR news 0.74 0.61 0.45 0.26 0.19 0.18 0.17 0.13 0.14
T-stat (4.85)  (417)  (3.62)  (2.61)  (2.09)  (1.91) (1.75) (1.53) (1.57)




Table 8 : Robustness Check Using Industrial Plowback Rate

Pastor, Sinha, and Swaminathan (2006) assume that the steady-state plowback rate is the ratio of long-term GDP
growth rate to the cost of equity. We modify the model by assuming that the steady-state plowback rate is the median
long-term industry plowback rate. Panel A reports, for the value-weighted market portfolio, the slope coefficients of
regressing cash flow (CF) news and discount rate (DR) news on return respectively. Panel B reports the correlation
between returns (CG) and CF news. Panel C reports the average firm-level slope coefficients of regressing CF news
and DR news on returns respectively. The row beneath the slope coefficients reports the Newey-West t-statistics.

The sample is quarterly from 1985 to 2006.

Horizons (Quarters)

1 2 4 8 12 16 20 24 28
Panel A: Slope coefficients for the value-weighted market portfolio
CF news 0.16 0.28 0.25 0.45 0.61 0.66 0.70 0.73 0.72
T-stat (3.50) (3.95)  (2.03)  (4.17)  (9.15)  (1517)  (27.37)  (19.68)  (13.52)
DR news 0.84 0.72 0.75 0.55 0.40 0.34 0.30 0.27 0.28
T-stat (18.31) (10.30) (6.02) (5.11) (5.84) (7.78) (11.78) (7.73) (5.33)

Panel B: Correlation between return and CF news for the value-weighted portfolio

Corr(CG, CF) 0.25 0.44 0.40 0.69 0.85 0.93 0.96 0.98 0.97
P-value (0.02) (0.00)  (0.00)  (0.00)  (0.00)  (0.00) (0.00) (0.00) (0.00)

Panel C: Slope coefficients for an average firm

CF news 0.25 0.38 0.52 0.67 0.73 0.75 0.76 0.79 0.78
T-stat (1.58) (2.56)  (4.08)  (6.69)  (8.66)  (10.20)  (11.61)  (13.32)  (14.43)
DR news 0.75 0.62 0.48 0.33 0.27 0.25 0.23 0.20 0.22
T-stat (5.40) (4.78)  (4.53)  (3.70)  (3.30)  (3.24) (3.17) (3.07) (3.25)
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