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Abstract

This paper applies the approach to calculate human wealth by Macklem (1997) to recompute
aggregate consumption-wealth ratio proposed by Lettau and Ludvigson (2001). The idea of
wealth disaggregation by Sousa (2010), i.e. incorporating housing wealth in the analysis is
also introduced to my forecast model. I introduce consumer durable goods as a component
of household asset and put it in the same category with housing wealth by defining their
sum as household capital. The empirical results shows that, cadh, the forecast variable
constructed in this paper has better forecast performance than the counterparts of Lettau and
Ludvigson (2001) as well as Sousa (2010) whether in in-sample or out-of-sample forecast
(especially in medium-long term). Moreover, both incorporation of household capital and
new proxy for human capital contribute to the superior performance of cadh. The superior
performance of cadh is robust to different sample ranges or different proxy for stock market
returns.

Key Words: Durable goods, Human wealth, Predictability of stock market returns
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