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Motivation

As Fama (1990) observed, “disentangling cause and effect in the
relations between stock returns and real activity is an interesting
and formidable challenge”.

The relations between stock returns and macroeconomic
fundamentals in part reflect information about cash flows,
but there are two other possibilities:

1. Stock prices and macro fundamentals can respond together
to other variables— omitted variable bias

2. increase in stock prices is an increase in wealth, which is
likely to increase the demand for consumption and/or
investment goods— endogeneity problem
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Our Contribution

We contribute to a better understanding of the causal relation
between equity prices and the macro fundamentals isolating the
cash flows effect by:

» developing two distinct indices—one measuring real
economic activity and another tracking prices

» which aggregate the surprise components from multiple
macroeconomic data release

» weighted by the level of attention that market participants
demonstrate toward each specific economic indicator
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Our Indexes
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Main Findings

Our activity and a price news indexes explain at least 34% of
the quarterly stock price returns variation.

To rationalize this result we study the relation of our indexes
with firm level accounting data and macroeconomic data.

Following a stream of favorable macroeconomic surprises:

» firms’ sales, liquidity, revenues, and profitability, but also
financing and investments increase

P> macroeconomic aggregates expand
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Two Birds One Stone

Our approach sheds light on the relation between macro
fundamentals and stock price being completely devoid of the
omitted variable and endogeneity problem:

1. Steek-prices-and-maerofundamentals-can respond-together
to-othershoeks
= we use the entire universe of macro variables

9. ; . e orices ] . . 1th_swhieh i
likel . he d L . :
investiient-goods
= our indexes are unpredictable by past returns and past
macro data being aggregation of innovations to market
participants’ information sets
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Roadmap

1. Macroeconomic news

2. Activity and price news indexes

3. Stock returns reaction to the news indexes

» Testing the exogeneity of the indexes
» Explaining the low frequency effect of macro news
» The lack of state dependency

4. Firm-level responses to the news indexes

5. Macro aggregate responses to the news indexes
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Macro News and Asset Prices

Information about the state of the economy is released daily,

and market participants forms expectations.

Date

Mon
Mar 24

Tue
Mar 25

Wed
Mar 26

Thu
Mar 27

Mar 28

9:45am

9:00am

9:50am

10:00ar

8:30am

58:30am

10:00am

8:30am

10:00am

Currency

Impact

ECCRECCERREEEEECER

Flash Manufacturing PMI
Flash Services PMI

S&P/CS Composite-20 HPI y/y
HPI m/m

Richmond Manufacturing Index
CB Consumer Confidence

New Home Sales

Core Durable Goods Orders m/m
Durable Goods Orders m/m

Final GDP a/q

Unemployment Claims

Final GDP Price Index a/q

Goods Trade Balance

Prelim Wholesale Inventories m/m
Pending Home Sales m/m

Core PCE Price Index m/m
Personal Income m/m

Personal Spending m/m

Revised UoM Consumer Sentiment

Detail

Actual

49.8

676K

0.7%

0.9%

Forecast

51.9

Previous

52.7

100.14

664K 4

0.1%¢

3.2%1
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Macro News and Asset Prices

GLOBAL MARKETS-Stocks, oil fall, dollar
rises after U.S. data

Reuters
©Nov. 15,2017, 1150AM 6 21

US stock futures trade higher
after jobs report disappoints

Alexandra Gibbs | @alexgibbsy
Published 6:04 AM ET Fr, 3 Nov 2017 | Updated 8:38 AM ET Fri, 3 Nov 2017

fzcnec

TREASURIES-Yields fall after wages
data for October disappoints: reurens

U.S. Treasury Bond Prices Fall on
Strong Data
8y Akane 0w | Pubiished Octoer i

When releases differ from expectations, market participants

US Treasury yields climb after
stronger industrial production
data

Alex

bbs | Thomas Franck
MET Thu, 16 Nov 2017 | Updated 150 PM ET Thu, 16 Nov 2017

FOREX-Dollar index adds g~ 7.7
on upbeat durable goods data

US Treasury yields fall after
strong housing starts data

Alexandra Gibbs | @alexgibbsy
Published 12 Hours Ago | Updated 4 Hours Ago

fzcnec

U.S. Stocks Rise On Above Expected U.S. GDP Growth

By IFC Markets Market Overview | Oct 30, 2017 09:41AM ET

adjust their investment strategies and asset prices change.
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Macro News

Defined as:
(Aiy — M)

Sit = Std(Aiﬂg — Mm)

where

> the actual release of a macro variable 4, A;;
> the market expectations for that same release, M;;

» standardized for their historical standard deviation

The data are available in the Bloomberg Economic Calendar
(ECO). M;; is the median of the forecasts made by a panel of
market participants and collected by Bloomberg.

Forecasts can be submitted/updated up to the night before the release.

10/ 48



Activity-related Macro News

Variable FirstObs U0, Freg. Relindex Variabe FirstObs.__ U0Obs. _ Feeg.  Rel Index
TSh M Tacturing Tzlem  an M = Nonfarm Productvity P i 98 a [H
Factary Orders 1G98 35 M a5 Construction SpendingMoM w19 305 M 73
Nerws Hsmee Saless y7j1e 36 M E Existing Home Sales ygie ;1 M E
initial boties O aims yylsE 173 w E PendingHome Sales Mohd yas|m M s
Consumer Credit STHL: I M a2 Richmond Fed Manufact. index ysew I M 72
Changein Nonfarm Paymlls ST - T M E: Existing Home Sales Mol 51183 216 M a7
Unemployment Rate STNL B M - New Home Sales Mob 14193 31 M a5
PhiladelptiaFed Dusiness Dutlock  1/9/1998 317 M 7 UL of Mich. Sertimmensit P 514193 30 M EY
Whedlemale: e missie s MoMF 19198 3M M ] ADP Emgoyment Change SmesE 2 M a1
Busines Imventories vigims 317 M k) UL of Mich. Sentimant F S8 3 M a4
Industrial Praduction MoM Vil 36 M E Diallaxs Fered Man. Activity YE200L  1m M &
Capadity Utifization yis/isEs 315 M &1 Nornfarm Productivity F 326200 2 a Fel
Trae Balance yis/iss 317 M a2 Chicags Fesd Nat Activity Index 1L/202001 156 M [+
Monthiy Budget State ment Vgl 315 M 7 Durables ExTransponation P 1 261 M 7
Conf Board Consumer Confidence 1/16/1908 316 M @ Roetail Sabes Ex Autes and Gas yaponz 17 M =5
Prrzanal ncame 121198 315 M a5 PendingHome Sales NSA VoY /162002 126 M E
Persanal Spending iyl M M i Bai ling Prermmi s Mol Wise 11 M 3
Leading Index iyl 3w M a2 Housing Starts Nt yy2m 1@ M EH
Currant Account Balanas 181 104 a il Swerage Weekly Hours All Employses. /302003 301 M n
Durable Goods Delars P 18138 30 M a2 Parsonal Consumption A Y300 @ a &
HausingStarts 1Ay1eE 33 M -l NFIE Striall Business Optimism Ywm 10 M L3
Chrange in Manufact. Payrals 130/1998 305 M @ Personal Consumption § ymm;m @ a &
GOP Amnualized Go0A 130/108 106 a % Change in Private Payralls 32003 163 M 4
Rl Salems Achvance: Wb apjiaE 36 M ) Personal Consumption T 3200 & a &
Rl Salem Ex Bt Mo 20198 36 M [ JOUTS Jsb Dpenings 415200 186 M 51
Cantiming Oaims 23198 1084 w @ Kansas City Fed Ml Acthvity Ya0s 19 M n
Building Perrmits 23718 26l M &1 Manufacturing |SIC) Production 12005 14 M 19
GDP Amnualized Go0S 2718 1M a % Wiheslesal e Trade Sales Mob 10/252005 103 M 16
Emgiee Manufacturing EVEIEC - M @ MNI Chicage PMI 627/2006 316 M a1
Wiards Total Vehiche Sales 317198 25 M a2 15MServices Index 7272006  3W M 0
NAHE Housing Market Index 26/1998 2 M - CapGoods Ship Nonde Ex SirF Y6012 13 M 43
GOP Amnualized Qo0 T I26/1998 1M a E CopGoods OrdersNondef Ex Sir P G/15/2012 156 M 53
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Price-related Macro News

Variable First Obs. _#0bs. __ Freq. Rel. Index Variable First Obs. _ #0bs. __ Freq. _Rel. Index
PCE Core Deflator MoM 1/2/1998 226 M 67 CorePCEQoQT 1/15/1938 70 Q 30
PCE Core Deflator YoY 1/6/1998 235 M 97 PPI Final Demand YoY 11/15/2002 243 M 68
GDP Price Index A 1/7/1998 96 Q 78 CPI Yoy 2/21/2003 248 M 20
PPIExFood and Energy MoM  1/8/1998 316 M 40 CPI ExFood and Energy YoY 2/21/2008 247 M 60
PPI Final Demand MoM 1/8/1998 316 M 95 PPI ExFood and Energy YoY 7/11/2003 239 M 58
GDP Price Index 1/8/1998 97 aQ 69 PCE Deflator YoY 5/28/2004 234 M 77
1/8/1998 99 Q 66 CPI Index NSA 8/17/2004 232 M 77
Core PCE QoQ A 1/9/1998 70 Q 55 FHFA House Price Index MoM 4/22/2008 192 M 77
Core PCEQoQS 1/9/1998 n Q 68 CPI Core Index SA 2/19/2000 136 M 67
CcPI MoM 1/13/1998 317 M a8 PCE Deflator MoM 3/30/2012 145 M 67
CPlExFood and Energy MoM  1/13/1998 316 M 33 PPl ExFood, Energy, Trade MoM  12/12/2014 113 M 67
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Exploiting the Universe of Macro News

Focusing only on one data release in isolation, as most of event
studies have done, may provide a partial and incorrect view of
why the market reacts to a macro news.

» Statistical reports contain more info than the headline.
e.g. the employment report contains 72 data releases:

unemployment | - labor participation 1 - payrolls | = we need all the info

» Different reports maybe released on the same day/time

Thu
Oct 17

Core Retail Sales m/m

Retail Sales m/m
Unemployment Claims

Philly Fed Manufacturing Index
Capacity Utilization Rate
Industrial Production m/m
Business Inventories m/m
NAHB Housing Market Index

TIC Long-Term Purchases
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Macro News Indexes

We aggregate news relative to real activity and news relative to
prices in two separate indexes.

Na "'p
aniy = E Si Wi PNy = E 84,tW;
=1 i=1

where n, and n, are the number of real activity and price
releases, respectively, and

a S Wy

w; where j=a,p

where W; is the relevance index provided by Bloomberg.

Relevance index: number of Bloomberg users that set up an
automatic alert to be notified when a given macroeconomic
variable news has been released.
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Macro News and Daily Stock Returns

Our first set of results is based on the following regression:

rry = a + Baniy + ypniy + dmpsy + ¢ray_1 + ug.

where rz: = log(S&P500:) — log(S& P500:—1) and mps; is Bu, Rogers and
Wu (2021) monetary policy shock.

ani; | pniy | mps; | re—1 || R? Rg di
0.07 | 0.01 | -0.06 | -0.10 || 2% | 1%
3.71 | 0.54 | -2.85 | -4.21
0.07 -0.06 | -0.10 || 2% | 1%
3.70 -2.84 | -4.26
0.01 | -0.06 | -0.10 || 1% | 1%
0.57 | -2.27 | -4.29
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Macro News and Asset Prices

Event studies on narrow windows around economic
announcements have shown that asset prices efficiently
incorporate macroeconomic information.

Andersen et al. (2003); Gurkaynak, Sack and Swanson (2005); Faust et al.
(2007); Andersen et al. (2007); Swanson and Williams (2014); Altavilla,
Giannone and Modugno (2017); Gurkaynak, Kisacikoglu and Wright (2020).

But they cannot elucidate the connection between asset prices
and macroeconomic fundamentals

= Does the information effect persist beyond these brief
periods or just dissipate?
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Quarterly Aggregation

Altavilla, Giannone and Modugno (2017) show that 45% of
bond yields quarterly changes fluctuation are explained by
mMacro news.

Ty n Ty np
antg = E E Si4W;  PNig = E E 8; 4 W;
t=T,—1+1 i=1 t=Ty—141 i=1

where T} is the last day in quarter ¢ and

Ty
rq = Z ray = log(5&P5001,) — log(S&P5007, ;)
t=Tg_1+1

Moreover, firm-specific accounting data are available at quarterly
frequency, we aggregate our news index at quarterly frequencies.
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Macro News and Quarterly Stock Returns

Jan05 Jan10 Jan1s Jan05 Jan10 Jan1s
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Macro News and Quarterly Stock Returns

rey = o+ Banig + ypniq + dmpsg + ¢rag_1 + ug.

aniq | pnig | mpsq | rTq-1 R? RZ di
3.97 | -2.05 | -0.79 | -0.06 || 34% | 30%
3.36 | -3.38 | -0.76 | -0.50
3.61 -0.86 | -0.03 || 26% | 23%
3.60 -0.81 | -0.22
-1.38 | -1.06 | 0.06 6% | 2%
-1.16 | -0.85| 0.35

= Where 34% is a lower bound.
We do not include all the U.S. macro news, the international news and, the

non-headline news factor a la Gurkaynak et al. (2020).
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Are this indexes exogenous?

We regress ani on up to five lagged values of the S&P500

quarterly returns:

C

l I'Xg—1 l I'Xqg—2 l I'Xq-3 l IXq—4 l IXq—5 H R

2
adj

-0.12
-0.85

-0.10
-0.71

-0.08
-0.58

-0.13
-0.81

-0.07
-0.46

0.03
1.39

0.03
1.40

0.03
1.39

0.03
1.67

0.03
1.52

-0.01
-0.39

-0.01
-0.32

-0.01
-0.32

-0.01
-0.68

-0.01
-0.67

-0.02
-0.79

-0.02
-0.85

0.03
1.48

0.03
1.81

-0.03
-1.95

3%

2%

1%

4%

7%
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Are this indexes exogenous?

We regress pni on up to five lagged values of the S&P500

quarterly returns:

C

l

I'Xg—1 l I'Xg—2 l I'Xq-3 l IXq—4 l IXq—5 H R

2
adj

-0.04
-0.44

-0.05
-0.50

-0.03
-0.25

-0.06
-0.58

-0.07
-0.59

-0.01
-0.81

-0.01
-0.81

-0.01
-0.85

-0.01
-0.56

-0.01
-0.58

0.01
0.38

0.01
0.51

0.01
0.58

0.01
0.58

-0.02
-1.56

-0.02
1.7

-0.02
-1.72

0.02
1.72

0.02
1.57

0.01
0.41

-1%

2%

1%

0%

-2%
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Are this indexes exogenous?

We regress ani on the first eight lagged factors extracted from
FRED-QD, the dataset described in McCracken and Ng (2016):

c | f 2 f3 | 4 | 5 | f6 | 7 | 8 | Riy
-0.10 | 0.48 2%
-0.97 | 1.32

-0.10 | 0.47 | 0.07 0%
-0.87 | 1.09 | 0.17

-0.17 | 0.60 | -0.53 | -1.13 5%
-1.82 | 1.59 | -1.02 | -1.71

-0.08 | 1.02 | -0.51 | -1.47 | -1.25 8%
-0.65 | 2.27 | -1.22 | -2.21 | -1.47

-0.07 | 1.01 | -0.51 | -1.47 | -1.26 | -0.06 6%
-0.26 | 1.92 | -1.28 | -2.15 | -1.54 | -0.05

-0.21 | 1.40 | -0.80 | -1.36 | -1.16 | -0.23 | -1.39 6%
-0.90 | 2.68 | -1.66 | -1.90 | -1.42 | -0.18 | -1.27

-0.18 | 1.33 | -0.83 | -1.36 | -1.15 | -0.37 | -1.40 | 0.30 5%
-0.77 | 2.51 | -1.63 | -1.88 | -1.42 | -0.28 | -1.28 | 0.39

-0.24 | 1.30 | -0.83 | -1.53 | -1.16 | -0.12 | -1.27 | 0.09 | 0.55 || 4%
-0.80 | 2.28 | -1.58 | -1.51 | -1.48 | -0.07 | -1.04 | 0.10 | 0.36
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Are this indexes exogenous?

We regress pni on the first eight lagged factors extracted from
FRED-QD, the dataset described in McCracken and Ng (2016):

c | n | 2| B | 4 | 5 | f6 | 71 | 8 || Ry
-0.07 | 0.04 -1%
-0.70 | 0.19

-0.06 | 0.01 | 0.17 -3%
-0.53 | 0.05 | 0.67

-0.02 | -0.06 | 0.48 | 0.59 -3%
-0.16 | -0.80 | 0.97 | 0.77

-0.03 | -0.09 | 0.48 | 0.61 | 0.09 -4%
-0.28 | -0.85| 0.97| 0.73 | 0.17

0.05 | -0.16 | 0.43 | 0.63 | 0.03 | -0.51 -6%
0.23 | -0.54 | 0.91 | 0.76 | 0.05 | -0.36

0.05 | -0.15 | 0.43 | 0.63 | 0.03 | -0.51 | -0.03 “T%
0.19 | -0.30 | 0.78 | 0.72 | 0.06 | -0.85 | -0.02

-0.02 | 0.06 | 052 | 0.64 | 0.01 | -0.09 | -0.01 | -0.88 -8%
-0.10 | 0.10 | 0.96 | 0.75 | 0.02 | -0.07 | 0.00 | -1.14

-0.36 | -0.12 | 0.53 | -0.32 | -0.04 | 1.35 | 0.71 | -2.05 | 3.07 || -1%
148 | -0.22 | 1.09 | -0.835 | -0.06 | 1.833 | 0.58 | -2.48 | 2.60
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Intuition

Let y¢ = log(S&P500,):

> Yip1 — Y = NewSiy1 + noisep .

> Yo — Y = (Wer2 — Yer1) + Yir1 —y) =

= (newsit+2 + noisei o) + (newsiy1 + noisepy1).

> Yern — Yt = D (Yerh — Yerh-1) =

=, newsiyn + Y ), noise,yp,.
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Intuition

Let y = log(S&P500,):

> yit1 — Yr = Newsi+1 + noisep41.
> Yer2 = Yt = Yer2 — Yerl T Yl — Y =
= News¢+o + Noiser o + newssy1 + noiser4 1
1 1
> = Wirn —Yt) = 7 On Yerh — Yerh—1) =
1 1 :
52 MEWSt p 4 5 ) NOISE .

our hypothesis is that while %Zh newsyyp, is persistent,

. h
3+ >, noiser i, = 0
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Signal vs. Noise

The persistency of a series y; can be gauged by considering
var(y: — yi—n)/h, as a function of h (Cochrane, 1988).
» if var(y; — yi—n)/h is constant wrt. h then y; is a random walk.

» if var(y; — yi—n)/h declines wrt. h then the effect of shocks on y;
is partially reversed after some time .

» if var(y: — yi—p)/h increases wrt. h then it takes time for shocks
to be absorbed.
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Signal vs. Noise

Let’s define

t

rxt—h,t = E ’f'l'j

j=t—h

¢ ¢
anii_pt = E anij Ppnii_pt = E pni;.
j=t—h j=t—h

For h from 1 to 66 we estimate:

Tt pt = a4 5(h)amt—h,t + ’V(h)pnit—h,t + €t—ht

27 /48



Signal vs. Noise

-4
15210
- == Return Error_==--#=== Fit
< -
= 1
7
=)
g 05
g
ot
1
40
30
€
820
53
g
10
0
15 22 a4 66
days

» Return is 1/h * var(rei—p,),

> Fit is 1/hxvar(tZ;_n:) = 1/hxvar(@" + B™anis_n + 3™ pniy 1)
» Error is 1/h x var(€i—p+)
Notice that

R2(h) — 1/h var (If)\(tfhyt)
’ 1/h var (ﬁ(t—h,t) -+ 1/1’1 var (rXt—h,t — &t—h,t) ’
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State Dependency?

The existence of a causal relation between macro news and
stock prices has been deemed as controversial:

» Earlier studies found insignificant reactions of stock prices
to macro surprises.

Cutler, Poterba and Summers (1988), Hardouvelis (1987), Pearce and
Roley (1985)

> Recent studies found that the reaction is state dependent.
= Stock prices reaction to specific macro releases depends on the
current stage of the business cycle.
Elenev et al. (2024), Andersen et al. (2007), Boyd, Hu and
Jagannathan (2005), McQueen and Roley (1993).
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Lack of State Dependency for the Activity Index

We our indexes with measure of business cycle or monetary

policy stands x4:

rTy = a+ Baniq+ Baniq *Tq+YPNiq+FPpniq*Tq+0mpsq+0xq+ praeg—1 +uq

Unemp. gap | Output gap | l-year yield

aniq 3.33 2.99 3.74

2.75 3.44 2.72
aniq * Tq 0.33 -0.49 0.38

0.85 -1.29 0.63
B+ B*zq
low 3.24 4.35 3.84
medium 3.49 3.99 4.14
high 4.29 2.81 4.60

In contrast with McQueen and Roley (1993), Boyd, Hu and Jagannathan
(2005), and Elenev et al. (2024), who found that the sign and/or the
existence of the reaction was depending on the stage of the business cycle.
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Lack of State Dependency for the Price Index

Xy = a+5aniq+5aniq *Lg+YPNig+YPNIg*Tq+0MPsq+0T,+orag—1+u,

Unemp. gap | Output gap | 1-year yield

Pnig -2.13 -1.94 -1.34

-3.48 -3.09 -1.22
Pig * Tq 0.18 -0.23 -0.50

0.45 -0.62 -1.40
v+ * g
low -2.18 -1.31 -1.46
medium -2.05 -1.66 -1.86
high -1.62 -2.02 -2.46
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Firm’s Reaction

Are our indexes capturing also innovations for CEOs and CFOs?

Yisgrh — Yig—1 = Qi p + Braniq + yupniq + ¢pmpsg + (I’ILhZi,qflm
+@% , Wo1 + §f Fiscal, + Jthrq + Eiq+h,

» a;p is a firm fixed effect.

Z;+—1 consists of leverage, log size, current assets, and
Yi,q = Yi,q—1-

» W;_1 consists of four lags of real GDP growth, the inflation rate,
the unemployment rate.

» Fiscal and Qtr are fiscal quarter and calendar quarter dummies.

Br and vy, are the average cumulative (log-)change over horizon
h due to a one standard deviation change in our indexes

Standard errors are clustered at the firm and time level
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Firm’s Reaction

> Revenues and Profitability

+ Sales, Income, Gross Margin

» Liquidity and Capital Structure
+ Cash, Receivables, Inventories, Book Equity, Liabilities

» Financing and Investment

+ Equity Issuance, Net Debt Issuance, Total Payout, R&D
Expenditures, CAPX

Y—i,q+h - Yi.qfl
ATQ(]—'I

All accounting variables are winsorized at the top and bottom 1 percent to
mitigate the influence of outlier.

AY; - 1.04n = 100 X
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Revenues and Profitability

(1) (2) 3)
MKT Sales Income  Gross Margin

Panel A: Same quarter

ani

7.5317"  1.263"**  0.240"** 0.455"**

(3.228) (3.925) (2.751) (3.287)
pni  -4.362"" 0.379 -0.025 -0.163
(-2.762) (1.119) (-0.627) (-1.619)
Panel B: One quarter ahead
ani  10.891"**  2.677*** 0.111 0.585™
(2.928) (3.203) (1.372) (1.974)
pni  -7.990"** -0.202 -0.132 -0.363*
(-2.959) (-0.248)  (-1.373) (-1.697)
Panel C: Four quarter ahead
ani  10.516™**  3.313*** 0.165 0.249
(2.898) (2.944) (1.201) (0.805)
pni  -12.360"** -2.034**  -0.291" -0.607*
(-8.153) (-2.053)  (-1.737) (-2.673)

34 /48



Balance Sheet

0 ®) ® @ ®
Cash Rec. Invt. Book Equity Liabilities
Panel A: Same quarter
ani 1.215** 1.305*** 0.179 1.152* 0.143
(2.644) (3.334) (1.106) (2.525) (0.667)
pni -0.222 -0.062 0.460™** 0.034 0.112
(-0.486) (-0.153) (2.807) (0.091) (0.616)
Panel B: One quarter ahead
ani  1.925"*"  2.537"*" 0.657 1.820*" 0.496
(3.277) (3.023) (1.557) (2.386) (1.150)
pni  -1.827*** -0.400 0.496 -0.717 -0.021
(-3.682) (-0.519) (1.281) (-1.285) (-0.071)
Panel C: Four quarter ahead
ani 1.637* 3.668"**  2.032*" 2.729"** 1.460"
(1.911) (3.220) (2.157) (3.181) (1.801)
pni  -2.045"*  -2.415™" -0.659 -2.192*** -1.365™*
(-2.546) (-2.222)  (-0.709) (-2.953) (-2.073)
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Financing and Investment

0 ) ® @ ®
SSTK Net Debt Iss. Total P.O. R&D CAPX
Panel A: Same quarter

ani 0.113 0.022 0.006 -0.026  0.023***
(0.910) (0.689) (0.237) (-1.495)  (3.806)
pni -0.166 -0.022 -0.007 0.024 0.008
(-1.278) (-0.616) (-0.379) (1.538) (1.222)

Panel B: One quarter ahead
ani  0.246™*" 0.067* 0.040 0.022 0.048***
(2.856) (1.779) (1.636) (0.716) (3.473)
pni  -0.327*** -0.046 -0.011 0.021 -0.002
(-4.224) (-1.218) (-0.520) (0.895)  (-0.178)

Panel C: Four quarter ahead
ani 0.093 0.149*** 0.112*** 0.045 0.101***
(0.913) (3.156) (2.813) (1.101) (3.162)
pni  -0.228"* -0.129*** -0.092** -0.048 -0.058*
(-2.255) (-2.839) (-2.568) (-1.224)  (-1.932)
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Firm’s Reaction

To summarize: a stream of macro surprises are followed by both
mechanical and discretionary firm’s responses.

> A quarter of positive activity news is followed by an
increase of sales, liquidity, and profitability, but also
financing, and investment.

> On the contrary, a sequence of positive price news is
followed by a deterioration of firms’ performance at 1-year
horizon.
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Unveiling a Causal relation

» Variables that capture discretionary firms’ behavior
react—financing and investment.

» Tanaka et al. (2020) shows that firms’ performance are
associated to their previous year GDP forecasts, and that
larger and more cyclical firms make forecasts closer to
professionals forecasters.

A corollary result is that market participants are rational: their
reaction to macroeconomic news is effectively related to their
effects on corporate outcomes.
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Macro Consequences of Firm-level Reactions

Our second set of results is based IRFs from the following local
projections, as in Ramey (2016):

Ygrh — Yg—1 = Qp + Braniq +yppniq + opmpsg + ) 241 + gy,

Where:

» « is the constant.

» Z,—1 contains and y; — Yg—1, anig—1, pnig—1 and mpse_1,
the lagged growth rates of IP, PPI, CPI, and the lagged
levels of the unemployment rate, and 1-year Gov. bond
yields.

» [ and 7}, are the average cumulative (log-)change over
horizon h due to a one standard deviation change in our
indexes.
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Capacity Utilization
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Industrial Production
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Real Investment

Activity Shock Price Schock
, ; \/\
20 ” /\ AN
0 \ g
2
-0.5
15
-1
1
-1.5
0.5
-2
0
\\ 25
0.5 3
- 35
1.5 -4
5 10 15 5 10 15
horizons horizons

43/48



Unemployment Rate
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Real GDP
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Third Finding

To summarize: Firm-level outcomes have macroeconomic
consequences.

A sequence of positive activity (price) news over a quarter is followed by

» changes in aggregate temporary production factors and, therefore,
production.
Hours worked, capacity utilization, and industrial production 1 ({).

» but also changes in aggregate indicators that capture more enduring

changes of the economy.
Investment 1 ({), unemployment | (1) .

> an expansion (reduction) of the summary measure of the health of the
economy, the real GDP.
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Conclusions

We construct two indexes of macroeconomic news: an activity
news index and a price news index.

> We aggregate all the universe of macroeconomic news.
— No omitted variables bias

» The weights are based on a measure of market attention to macro
releases.

These indexes capture the cash flow effect of macroeconomic
fundamentals on stock prices.

» They are unpredictable by past stock returns and macro information.

— No endogeneity problem

» The activity index is positively related to stock prices while the price
index is negatively related.

» Together the indexes explain 34% of the variance of quarterly stock
returns.
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Conclusions

The relation between our indexes and the equity market is
rationalized by their propagation into the real economy.

» Firms react to our macroeconomic indexes.
A stream of favorable news is followed by mechanical firm-level
responses, but also by discretionary responses like financing and
investment.

» Firm-level reactions have significant macroeconomic

consequences.

The aggregate economy responds by increasing the utilization of
existing production factors, but also by expanding them with lower
unemployment and higher investment, resulting in higher real GDP.
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