Replication of “Consumption, Aggregate Wealth, and Expected Stock
Returns”

Martin Lettau and Sydney Ludvigson
Journal of Finance 56(3), 815-849, 2001

Replication Report
Does Empirical Finance Replicate? project

August 2026

This report was generated autonomously by an Al 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:10.1111/0022-1082.00347.

1 Summary

Rows 1-8 of Table III replicate qualitatively. Lettau and Ludvigson ask whether the consumption—
wealth trend deviation cay, forecasts one-quarter-ahead aggregate stock returns, and this report
reproduces their answer on the complete 1952:Q4-1998:Q3 predictor sample. Estimated from the
authors” own dated paper-period data, the headline coefficients match the paper in sign and in
conventional significance.

2 Data and Method

The core input is the authors” 16 September 1999 file, which reports the exact paper-period con-
sumption, beginning-of-period asset wealth, labor income, and cay observations. Over this sample
cay has a standard deviation of 0.0112 and a first-order autocorrelation of 0.812. Current-vintage
CRSP S&P and value-weighted index returns, Fama-French risk-free returns, and PCE inflation
complete the analysis sample.

Each regression places the return at t + 1 on the left and the predictors at t on the right, in-
cludes every regressor printed in rows 1-8, and reports Newey—West corrected f-statistics. Rows
4 and 8 accordingly carry the lagged CRSP return alongside cay,. Every in-sample row has 184
observations.



3 Results

Row Reported coefficient Paper coef. Papert Repl coef. Repl. ¢
1 S&P lag real return 0.136 222 0.110 1.64
2 S&P real: cay, 2.220 3.02 1.770 2.33
3 S&P real: cay, 2.109 2.81 1.685 2.23
4 CRSP-VW real: cay, 2.513 4.75 2.026 2.79
5 S&P lag excess return 0.119 1.98 0.101 1.58
6 S&P excess: cay, 2.165 3.23 1.737 243
7 S&P excess: cay, 2.089 2.99 1.668 2.34
8 CRSP-VW excess: cay, 2.528 4.58 2.005 293

Table 1: Table III rows 1-8. Rows 3, 4, 7, and 8 also include the lagged dependent return.

The two headline estimates are 1.737 (t = 2.43) for S&P excess returns and 2.005 (+ = 2.93) for
CRSP-VW excess returns. Both support the paper’s principal in-sample claim.

4 Out-of-Sample Test

The authors’ current file supports 84 non-overlapping post-paper predictor quarters from 1998:Q4
through 2019:Q3. The S&P coefficient is —0.948 (t = —1.63). The CRSP-VW coefficient, controlling
for its lagged excess return, is —0.745 (t = —1.31). Both signs reverse, so the out-of-sample result

is REVERSED.

5 Scope

Rows 9-13 fall outside the rows 1-8 target of this replication and require S&P dividend and quar-
terly earnings inputs. No specification was selected or changed in response to numerical distance

from the published estimates.



