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Which economic indicators
are investors watching?

=» Investors are inundated with data Comparing economic indicators
to assess the economy and forecast to the US price-dividend ratio,
returns, but little is known about what 1964-2011

they focus on. Many economists believe R-squared

that investors look at consumption growth 0% 20%
alone, but investors focus on a wider set of v v

information, according to Chicago Booth’s
George M. Constantinides and
McGill University’s Anisha Ghosh.
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Price levels

=» The researchers find that price-level
variables, such as the Consumer Price
Index, and labor-market variables, such

as average hourly earnings, are highly
correlated with the market price—-dividend
ratio, an indicator of investors’
expectations about future dividend growth
and discount rates. By contrast, they find
negligible correlation between the price-
dividend ratio and consumption growth.
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Labor markets

Money and credit

Housing

Consumption,

=» The researchers incorporate this inventories, and orders

observation into a model that explains
several features of stock market data and
performs well in predicting future returns, Output and income
which a model based on learning from -

consumption alone cannot. 104 economic indicators
grouped into six categories
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