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This report was generated autonomously by an AI replication pipeline for the “Does Empirical Finance
Replicate?” project. It documents one attempt to reproduce the paper’s main analysis from the data and
methods described below. Individual replications may contain mistakes. Treat the numbers as estimates
to be checked, not as a verdict on the original paper. Original article: doi:10.1093/rfs/hhj038.

1 Summary

1.1 The Paper

High consumer confidence forecasts a lower small stock premium after 1977, and no such relation
appears before 1977. Lemmon and Portniaguina establish this in their Table 3. They use quarterly
data from 1956 through 2002 and regress the return on the smallest CRSP size decile minus the
largest on lagged confidence and macroeconomic controls, over holding periods of one, two, and
four quarters.

1.2 Replication Findings

The replication reproduces that pattern. The post 1977 Michigan confidence coefficient is negative
and significant at every horizon, at −0.2969 with t = −3.07, −0.4167 with t = −3.03, and −0.8581
with t = −3.81 at three, six, and twelve months. The paper reports −0.35 with t = −4.77, −0.49
with t = −4.05, and −1.12 with t = −6.41. Confidence remains insignificant before 1977. Out
of sample, all three coefficients become positive and fail to reach five percent significance. The in
sample horizon pattern replicates, but it does not survive after 2002.

2 Data

The confidence measure is the University of Michigan Index of Consumer Sentiment, FRED series
UMCSENT. It appears in months 2, 5, 8, and 11 before 1978 and monthly thereafter. Its replicated
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means are 88.80 before 1977 and 87.83 after 1977, against 88.64 and 87.81 in the paper. The Confer-
ence Board series and the Michigan component indices are unavailable, so the report covers the
Michigan ICS rows.

M110 comes from CRSP monthly stock returns, prices, shares outstanding, name histories, and
delisting returns, all linked on PERMNO. Common stocks on NYSE, AMEX, and Nasdaq enter
the universe. NYSE market capitalization breakpoints form quarterly size deciles, and formation
capitalization supplies the value weights. Each horizon compounds the small and large portfolio
legs before taking their difference.

Macroeconomic controls come from the Goyal and Welch quarterly predictor file. DEF equals
BAA minus AAA, YLD3 is the three month Treasury yield, and CAY is the Lettau Ludvigson
consumption to wealth ratio. DIV uses the S&P 500 D12 to Index yield as a narrower proxy for
the paper’s CRSP value weighted dividend yield. The post 1977 regressions contain 100, 99, and
97 forecast origins at three, six, and twelve months.

3 Methodology

For horizon h, the dependent variable is

M110h,q =
h−1

∏
j=0

(1 + Rsmall,q+j)−
h−1

∏
j=0

(1 + Rlarge,q+j),

where h is measured in quarters and the result is reported in percentage points. The forecast
regression is

M110h,q = a + b ICSq−1 + c LAGDEPh,q + d DIVq−1 + e DEFq−1 + f YLD3q−1 + g CAYq−1 + εq.

ICS is observed in the second month of the prior quarter, and the controls are observed at the prior
quarter end. LAGDEP is the nonoverlapping same horizon M110 return that ends immediately
before the forecast origin. OLS is estimated separately for 1956 through 1977 and 1978 through
2002. Newey West standard errors use 4, 4, and 16 lags for the three horizons, as stated in the
paper’s Table 3 note. No fixed effects enter these time series regressions.

Key differences from the paper. Three differences separate the replication from the paper. It
reports Michigan ICS but not the proprietary Conference Board or the unavailable Michigan com-
ponent rows. It reconstructs current vintage CRSP deciles because the paper does not state the
exact portfolio formation convention. It substitutes an S&P 500 dividend yield for the CRSP value
weighted yield. These substitutions retain the same economic objects and reproduce the decisive
confidence pattern, but they reduce precision and shift several control coefficients.

4 Results

4.1 Table 3

Table 1 reports the confidence coefficient at each horizon. The post 1977 coefficient grows in ab-
solute magnitude with the holding period and remains significant. The replication therefore pre-
serves the paper’s claim that the confidence signal persists beyond one quarter. Before 1977, none
of the confidence estimates reaches conventional significance. The six month pre 1977 lagged
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dependent variable coefficient equals 0.10 in both the paper and the replication, which indepen-
dently supports the same horizon lag convention.

Table 1: Michigan ICS coefficient in Table 3

Period Horizon Replication coefficient and t Paper coefficient and t Replication N

1956–1977 3 months 0.1325 (0.76) 0.06 (0.36) 82
1956–1977 6 months 0.3835 (1.57) 0.26 (1.14) 81
1956–1977 12 months −0.2191 (−0.63) −0.05 (−0.18) 79
1978–2002 3 months −0.2969 (−3.07) −0.35 (−4.77) 100
1978–2002 6 months −0.4167 (−3.03) −0.49 (−4.05) 99
1978–2002 12 months −0.8581 (−3.81) −1.12 (−6.41) 97

OLS time series regressions with no fixed effects. Newey West standard errors use 4, 4, and 16 lags at the three
horizons. The paper does not print regression N.

4.2 Out of sample analysis

The out of sample specifications use forecast origins from 2003Q1 through 2024Q1, and the twelve
month outcomes extend through 2024Q4. Table 2 shows positive coefficients at every horizon,
none of them significant at five percent. This uniform sign reversal rejects an extension of the
paper’s negative confidence relation into the later period.

Table 2: Out of sample Michigan ICS coefficients

Horizon Coefficient and t N

3 months 0.1194 (1.80) 85
6 months 0.2211 (1.85) 85
12 months 0.5076 (1.70) 85

OLS time series regressions with no fixed effects. Newey West standard errors use 4, 4, and 16 lags at the three
horizons.
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