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Implications for aggregate stock returns?
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Implications for aggregate stock returns

Given that:

e Enough Investors are averse to PU AND

e React to elevated levels of PU by reducing their investments in
the market THEN

e PU should predict aggregate stock returns negatively

We show that:

* Cpy predicts aggregate stock returns IS and OOS
 outperforms all other popular variables including S|

e stable predictor according to Welch & Goyal (2008, RFS)
o statistically and economically significant

 robust to a large variety of different specifications

This in turn confirms:

 |nvestors are averse to PU and react according to Garlappi et al.,
(2007)!

Sample:
 Exact replication of Rapach et al., (2016, JFE)
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