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SAME NUMBER. DIFFERENT UNDERLYING INFORMATION.

Three layers behind reported return forecasts
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My Comments on the Limitations

The Main Limitations

The Results on Cyclicality & Forecast Errors

o The sample period is too short to infer about on these properties

The Anchoring Result

o If I was building CMAs, | would anchor on consensus (to get it right)

The Centrality of Topics

o Topics that require more discussion may look more “central”

The Backward Looking Second Moments

o CMA second moments contain important forward looking information
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® Because these are long-term expectations, they are persistent
® So, 2008-2026 period is short to study cyclicality
® Specially given that the data concentrate in the 2016-2025 period

® Worse: forecast errors on overlapping long-term returns
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= a + 8- ( —Fiea) + 6 AF: + €

® 3 < 0 has two possible interpretations:
(1) CMAs anchor on ;. ; due to incentives
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(Limitation 2) The Anchoring Result

= a + 8- ( —Fiea) + 6 AF: + €
® 3 < 0 has two possible interpretations:
(1) CMAs anchor on ;. ; due to incentives

(2) CMAs use F,_1 as a “rational response to information”

® You argue for (1): “their forecasts should tend to lie on the same
side of the machine-learning benchmark as the recent consensus.”

G — = ai+ B-(G—Fi1) + €ix
® But 5 > 0 here can also be a “rational response to information”
o Suppose F; # G;, but it is better than any (e.g., =G+ uit)
o Then, CMAs would want their to “anchor” on F,_;

o F, is still not full information rational, but the response is rational
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= ai + B-( —Fi1) +6-AF: + €y
® 3 < 0 has two possible interpretations:
(1) CMAs anchor on ;. ; due to incentives
(2) CMAs use F,_1 as a “rational response to information”
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My Comments on the Limitations

(Limitation 2) The Anchoring Result

® 3 < 0 has two possible interpretations:

(1) CMAs anchor on ;. ; due to incentives

= ai + B-(

—Fe1) + 8- AF + €

(2) CMAs use F,_1 as a “rational response to information”

rnt—t+n = Fixed Effects + Slope-ﬁ(/jg + ent

n

Variation = Across Asset Classes Over Time
Return Horizon = 1-Year 3-Year 1-Year 3-Year
Slope 0.79%** 0.84%** 1.74%** 1.11*
(se) (0.32) (0.17) (0.58) (0.60)
R% s 10.6% 14.9% 11.0% 11.9%

® | like the anchoring evidence and don’t mind interpretive ambiguity
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® =~ 35% of CMAs use purely historical estimates
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(Limitation 4) The Backward Looking Second Moments

PANEL A - Variation Across Asset Classes

0.2

k=05 =07 k=109

B
k=050 k=07 k=09

0.76%** 0.91%%* 1.10%#* 0.71%%* 0.73%%* 0.75%%*
Past Return Moment ' ! ' o
(0.17) (0.16) (0.11) (0.07) (0.07) (0.07)
R*| 61.6% 73.3% 86.4% 80.4% 82.9% 86.1%
PANEL B - Variation Over Time
o? B
k=05 k=07 k=09 k=05 k=07 k=09
0.12%%* (0.22%%* 0.G3%+* 0. 32%%* 0.44%%* 0.65%+*
Past Return Moment
(0.03) (0.01 (0.08) (0.08) (0.09) (0.10)
R?*| 125% 22.8% 41.2% 15.1% 24.0% 37.4%
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(Limitation 4) The Backward Looking Second Moments

PANEL C - Variation Over Time for US Equities (Large Cap)

o? Jé}
k=05 K=07T k=09 k=05 k=07 £k =0.9
0.22% 0.41% 1.31%* 0.50%** 0.56%** 0.57F**
Past Return Moment ? 7 7
(0.12) (0.21) (0.58) (0.09) (0.09) (0.10)
R? 24.6% 36.1% 45.9% 34.7% 33.0% 25.6%
. 0.22%%* 0.22%%* ).22%+* 5.RgHEE 5.88%FF 5.88%#*
Excess CAPE Yield ’ ’ ‘
(0.08) (0.08) (0.08) (1.97) (1.97) (1.97)
R2 36.7% 36.7% 36.7% 31.6% 31.6% 31.6%
0.14* 0.30* 1.00%* 0.41%%* 0.45%%* 0.43%%*
Past Return Moment
(0.08) (0.16) (0.47) (0.07) (0.06) (0.11)
. 018*** 016*** 014*** 401*** 468*** 483***
Excess CAPE Yield
(0.06) (0.06) (0.05) (1.37) (1.46) (1.70)
R? 45.8% 53.0% 59.3% 52.8% 51.8% 45.4%
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(Limitation 4) The Backward Looking Second Moments

Risk,,’ t—t+3 =

Fixed Effects + Slope - Riskp: + €nt

Variation =
Risk Measure =

Across Asset Classes

o2 5

Over Time

o? 3

Slope
(se)

1.04%% 1 12%%*
(0.23) (0.04)

2040 0.75%**
(0.66) (0.28)

2
ROOS

20.2% 32.6%

30.6% 9.9%
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(Limitation 4) The Backward Looking Second Moments

@(n,tﬁt{g = Fixed Effects + Slope - Riskp: + €nt

Variation = | Across Asset Classes
Risk Measure = o? 5

Over Time

o? 3

Slope | 1.04** 1.12%%%*
(se) | (0.23) (0.04)

2040 0.75%**
(0.66) (0.28)

R20s | 202%  32.6%

30.6% 9.9%

® So, CMAs anchor on historical second moments
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(Limitation 4) The Backward Looking Second Moments

Risk,,’ t—t+3 =

Fixed Effects + Slope - Riskp: + €nt

Variation = | Across Asset Classes Over Time
Risk Measure = o2 5 o? 58
Slope | 1.04** 1.12%** -0.40 0.75%**
(se) (0.23) (0.04) (0.66) (0.28)
th)os 20.2% 32.6% 30.6% 9.9%

® So, CMAs anchor on historical second moments

® But their forward looking adjustments are quite important
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My Comments on the Limitations

(Limitation 4) The Backward Looking Second Moments

@(n,tﬁt{g = Fixed Effects + Slope - Riskp: + €nt

Variation = | Across Asset Classes
Risk Measure = o? 5

Over Time

o? 3

Slope | 1.04** 1.12%%%*
(se) | (0.23) (0.04)

2040 0.75%**
(0.66) (0.28)

R20s | 202%  32.6%

30.6% 9.9%

® So, CMAs anchor on historical second moments

® But their forward looking adjustments are quite important

® And they improve the forecasting quality of CMAs
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(Limitation 4) The Backward Looking Second Moments

(a) Volatility Forecasts.

Eatimates - 0800, 1 - 072

tes®. = 08175, 16 = 038
Calibrations. 3~ 07, € ~ 051
Undisclosed: 031, 7 = 007

Poole: 1 - 034, 1 = 13,7 = 1349

—100 -75 5. 5100

0 -25 00 25 50
Scaled EWMA benchmark 8*EWMA, class-demeaned (%)

o Etinates (15 g, 303 of) = Calibrations (13
8 Estimates® (2 mer, 065 o) <A+ Undiclosed (3

43 l) = Pooled OLS

. 40 o) 15 (onetorone)

ctive correlation forecast,

0.0

—0.2

(b) Correlation Forecasts.

Pooled: =095, 1¢

00,0 = 1823

Scaled EW!

2 0.0 0.2 0.4
A benchmark S*EWMA, pair-demeaned

o Eaciuates (12 mges, 615 )~ Callbations (6 g, 116 o) == Pockod OLS
~8 Estmates® (10 mers. 1020 obs) - Undischosed (2 mars, 38 obs) =

10
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(Limitation 4) The Backward Looking Second Moments

(a) Volatility Forecasts.

Poola: 1 - 034,

o . 0.4

0.0

50 —25 00 25 75 100
| EWMA benchmark 8*EWMA, clas

50
lemeaned (%)

(b) Correlation Forecasts.

0.4 —0.2 0.0 0.2 0.4
Scaled EWMA henchmark 8*EWMA, pair-demeaned

——= - Catis

A Uniis
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® This disagreement evidence is interesting and novel
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(a) Volatility Forecasts.
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ing leads to 249 parameters
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(Limitation 4) The Backward Looking Second Moments

(a) Volatility Forecasts.

—10.0 - 10.0

75 50 25
led EWMA benclmark ¢

—-

-
A U

(b) Correlation Forecasts.

0.4 —0.2 0.0 0.2 0.4
Scaled EWMA henchmark 3%EW! pair-demeaned

- ca
) A Un

® This disagreement evidence is interesting and novel

® But the institution-level EWMA fitting leads to 249 parameters

® Avoid overfitting: estimate using first half of institution-level sample



My Comments on the Limitations
Some Generic Comments

1. In anchoring regressions: do we want «; or a;; or o + o ?

2. | would replace Type Il ANOVA with Shapley Decomposition

3. Objective beliefs should always be estimated out-of-sample

4. Section 3.2 really needs to be simplified

5. The discussion of measurement error in Section 4 is wrong
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This paper is a tour de force on understanding CMAs

They contain a lot more information than their return forecasts

The way | see it, there are three layers of information:
(1) Building Blocks
(2) Modeling Approach

(3) Macro-Financial Topics

Each of these layers is very informative about belief formation

My comments:
o Need to better synthesize and organize the findings

o Need to better recognize some of the key limitations
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