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Et [ri,t+1] =
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h=1
w (h)

i,t · Et [r (h)
i,t+1]

• Maybe Et [r (h)
i ,t+1] differs across firms and correlates with w (h)
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∆dt+1 = µg + zt + σd · εd,t+1

mt+1 − Et [mt+1] = − xt · εd,t+1

• zt and xt are AR(1) with ρzx = 0, ρdx = 0, and ρdz < 0
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1) Regarding High CAPM α = Low CF Growth...

• Important result that has not been explored that extensively
by recent equity duration papers such as Weber (2018),
Gonçalves (2018), and Chen and Li (2018)

• But Chen (2017, JF) has different results for Value vs Growth

• “Chen (2017) shows that the growth rates of value firms is
higher than that of growth firms in the late US sample”

• We need to understand why the results differ...
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2) Show Duration is Essential for the Factor Model

LTGi,t = βOP · OPi,t + βINV · INVi,t + βBETA · BETAi,t + βPAY · PAYi,t︸ ︷︷ ︸
DURj,t

+ εi,t

• Your factor model is:

r i
t = αi

dur + βi
Mkt ·

(
rt+1 − r f

f
)
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• Can you show that αs are not zero with factor models that
replace βi

dur · rdur
t+1 with:

◦ βi
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3) Rule out Market Segmentation

Et [ri,t+1] =
∞∑

h=1
w (h)

i,t · Et [r (h)
i,t+1]

• You showed Et [r (h)
i ,t+1] does not vary with firm characteristics

• To rule out market segmentation stories, show that

Et [r (h)
i,t+1] =

4∑
h=1

w̃ (h)
i,t · Et [r (h)

i,t+1]

does vary with firm characteristics (w̃ (h)
i ,t = P(h)

i ,t /Σh=4
h=1P(h)

i ,t )

• Alternatively, show that strip-based duration varies with firm
characteristics:

Dur i,t =
4∑

h=1
w̃ (h)

i,t · h
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4) Consider an Alternative Model Framework
• “Near-future cash flows are likely more exposed to cash-flow risk

and distant-future cash flows are likely more exposed to discount
rate risk, and these two types of risk may carry different risk premia
as in Campbell and Vuolteenaho (2004)”

• I agree: Gonçalves (2018a) and Gonçalves (2018b)

• But your book-equity definition implies (ignoring constants):

bei,t = di,t + Σ∞
h=1 ρ

h · Et [∆di,t+j ]

Value = bei ,t − mei ,t = Σ∞h=1 ρ
h · Et [ri ,t+j ]

Profitability = di ,t − bei ,t = −Σ∞h=1 ρ
h · Et [∆di ,t+j ]

Investment = bei ,t−bei ,t−1 = Σ∞h=0ρ
h · (Et − ρEt−1)[∆di ,t+j ]

• Bottom line: Lettau and Wachter (2007) is not the best
framework to explore some of these cross-sectional phenomena
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Other (more methodological) Comments

1. Report a LTGj,t prediction model without firm fixed effects
(how high is this cross-sectional R2?)

2. Report results from regression in Equation 4 (including R2)

3. Report results for a duration factor based on LTGj,t for firms
that have it (LTGj,t is truly available at time t and includes ε)

4. In Table 7, some characteristics are statistically significant
after controlling for dividend maturity. You need to explain
the units and elaborate on the (lack of) economic significance

5. In section 6, use y (10years)
t − y (3months)

t as it is standard

6. You need to better detail the model calibration. Is it the same
used in Lettau and Wachter (2007)?
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• The paper is interesting and very well executed

• I expect to see it in a top Journal

• It clearly shows duration is behind many “anomalies”

• It would be useful to:

◦ Explain why the CF growth results differ from Chen (2017, JF)

◦ Show that Duration is an “essential” risk factor

◦ Rule out market segmentation in the dividend strip tests

◦ Consider an alternative model framework (or focus on empirics)

• Good luck!
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