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Figure 1: Impulse response functions (Version A3a)



Figure 2: Impulse response functions (Version A3b)



Figure 3: Structural decomposition of real stock returns, real interest rate and inflation
(Time series plots)



Figure 4: Real stock returns, real interest rate and components of inflation
(Scatter plots)



Figure 5: Impulse response functions (1979Q4-2003Q4)



c RSR(-1) RI (-1) INF(-1)

RSR(-2) RI (-2) INF(-2)

INF 0.35 -0.004 0.92 1.23
[ 1.22] [-1.00] [6.58] [ 9.18]

0.004 -0.82 -0.36
[ 1.05] [ -5.91] [ -2.66]

R2 = 0.69

The variables are inflation (INF), the real interest rate (RI) and real stock returns
(RSR). Values in brackets indicate t-statistics.

Table 1: Regression Equation for Inflation



c INF INFE INFU CHINFE

R1 RSR 17.12 -3.47
[4.93] [-4.99]

R2 = 0.11

R2 RSR 12.52 -2.32 -5.85
[3.19] [-2.79] [-4.67]

R2 = 0.13

R3 RSR 3.27 -5.54
[1.43] [-3.26]

R2 = 0.05

R4 RI 2.94 -0.40
[12.92] [-8.69]

R2 = 0.28

R5 RI 2.21 -0.20 -0.86
[9.70] [-4.18] [-11.77]

R2 = 0.45

R6 RI 1.54 -0.23
[8.36] [-1.8]

R2 = 0.02

The variables are inflation (INF), expected inflation (INFE), unexpected inflation (INFU),
changes in expected inflation (CHINFE), the real interest rate (RI), and real stock returns
(RSR). Values in brackets indicate t-statistics.

Table 2: Real Stock Returns, Real Interest Rate and Inflation Components



AS RD MM AS RD MM AS RD MM
Panel A: Version A3a
RSR/INF -0.72 -0.34 0.35 -0.81 0.09 0.41 -0.90 0.37 0.62

[-0.89 / -0.61] [-0.76 / 0.08] [-0.40 / 0.65] [-0.95 / -0.71] [-0.73 / 0.19] [-0.61 / 0.69] [-0.97 / -0.84] [-0.89 / 0.51] [-0.77 / 0.81]

RSR/INFU -0.62 0.00 0.57 -0.75 0.28 0.62 -0.86 0.50 0.74
[-0.85 / -0.47] [0.00 / 0.00] [-0.62 / 0.82] [-0.95 / -0.61] [-0.73 / 0.44] [-0.66 / 0.82] [-0.96 / -0.76] [-0.87 / 0.62] [-0.82 / 0.88]

RSR/INFE -0.67 -0.89 -0.80 -0.58 -0.81 -0.75 -0.44 -0.59 -0.54
[-0.83 / -0.04] [-0.96 / 0.24] [-0.81 / -0.05] [-0.74 / 0.08] [-0.93 / 0.57] [-0.81 / -0.02] [-0.59 / -0.13] [-0.83 / 0.41] [-0.62 / -0.05]

RSR/CHINFE -0.18 0.38 -0.12 -0.76 -0.29 -0.45 -0.80 -0.63 -0.76
[-0.39 / 0.17] [-0.49 / 0.69] [-0.45 / 0.40] [-0.86 / 0.53] [-0.59 / 0.47] [-0.81 / 0.67] [-0.90 / 0.89] [-0.78 / 0.73] [-0.90 / 0.73]

RI/INF -0.86 0.52 -0.72 -0.88 0.86 -0.74 -0.92 0.93 -0.82
[-0.97 / -0.55] [-0.16 / 0.71] [-0.95 / -0.52] [-0.98 / -0.62] [0.22 / 0.87] [-0.96 / -0.56] [-0.99 / -0.72] [0.42 / 0.94] [-0.97 / -0.68]

RI/INFU -0.67 -0.67 -0.82 -0.85 0.46 -0.87 -0.96 0.74 -0.95
[-0.77 / -0.49] [-0.80 / 0.80] [-0.92 / -0.67] [-0.93 / -0.72] [0.33 / 0.61] [-0.94 / -0.75] [-0.98 / -0.88] [0.60 / 0.85] [-0.98 / -0.88]

RI/INFE -0.57 0.52 -0.31 -0.35 0.72 -0.24 -0.13 0.57 -0.03
[-0.78 / -0.24] [-0.16 / 0.71] [-0.53 / -0.11] [-0.58 / 0.05] [-0.13 / 0.77] [-0.46 / -0.03] [-0.35 / 0.13] [-0.34 / 0.65] [-0.21 / 0.16]

RI/CHINFE -0.46 0.54 -0.58 -0.79 0.63 -0.80 -0.89 0.75 -0.91
[-0.61 / 0.03] [0.38 / 0.76] [-0.76 / 0.20] [-0.89 / -0.62] [0.48 / 0.81] [-0.89 / -0.59] [-0.92 / -0.80] [0.62 / 0.89] [-0.94 / -0.84]

Panel B: Version A3b
RSR/INF -0.72 -0.38 0.33 -0.81 0.06 0.40 -0.90 0.34 0.62

[-0.89 / -0.60] [-0.85 / -0.06] [-0.10 / 0.54] [-0.95 / -0.72] [-0.87 / 0.19] [-0.22 / 0.62] [-0.97 / -0.84] [-0.93 / 0.49] [-0.44 / 0.76]

RSR/INFU -0.61 -0.03 0.56 -0.75 0.25 0.62 -0.86 0.47 0.74
[-0.85 / -0.46] [-0.71 / 0.15] [0.30 / 0.76] [-0.94 / -0.61] [-0.83 / 0.47] [0.22 / 0.79] [-0.96 / -0.75] [-0.91 / 0.61] [-0.39 / 0.84]

RSR/INFE -0.66 -0.88 -0.80 -0.58 -0.81 -0.75 -0.44 -0.59 -0.54
[-0.82 / -0.06] [-0.92 / 0.08] [-0.82 / -0.22] [-0.74 / 0.08] [-0.87 / 0.51] [-0.83 / -0.31] [-0.59 / -0.14] [-0.85 / 0.30] [-0.68 / -0.15]

RSR/CHINFE -0.18 0.41 -0.13 -0.76 -0.28 -0.45 -0.80 -0.61 -0.76
[-0.39 / 0.15] [-0.49 / 0.71] [-0.40 / 0.24] [-0.86 / 0.54] [-0.68 / 0.71] [-0.80 / 0.54] [-0.91 / 0.88] [-0.81 / 0.75] [-0.89 / -0.24]

RI/INF -0.86 0.47 -0.70 -0.88 0.84 -0.72 -0.92 0.93 -0.81
[-0.97 / -0.56] [-0.36 / 0.61] [-0.92 / -0.44] [-0.98 / -0.63] [-0.29 / 0.88] [-0.94 / -0.51] [-0.99 / -0.74] [-0.31 / 0.94] [-0.95 / -0.60]

RI/INFU -0.66 -0.68 -0.81 -0.85 0.45 -0.86 -0.96 0.74 -0.95
[-0.77 / -0.51] [-0.85 / 0.73] [-0.91 / -0.69] [-0.93 / -0.71] [-0.74 / 0.55] [-0.94 / -0.77] [-0.98 / -0.89] [-0.68 / 0.82] [-0.98 / -0.90]

RI/INFE -0.56 0.50 -0.29 -0.35 0.71 -0.23 -0.13 0.55 -0.01
[-0.76 / -0.24] [-0.08 / 0.61] [-0.54 / -0.04] [-0.58 / 0.04] [0.10 / 0.79] [-0.44 / 0.00] [-0.36 / 0.13] [-0.13 / 0.71] [-0.19 / 0.18]

RI/CHINFE -0.46 0.54 -0.60 -0.79 0.65 -0.81 -0.89 0.77 -0.91
[-0.6 / 0.00] [0.32 / 0.70] [-0.76 / -0.06] [-0.89 / -0.60] [0.21 / 0.89] [-0.90 / -0.68] [-0.92 / -0.80] [0.31 / 0.92] [-0.94 / -0.86]

This table reports conditional correlations and their 90% bootstrap confidence intervals. Variables are real stock returns (RSR), inflation (INF), expected 
inflation (INFE), unexpected inflation (INFU), changes in expected inflation (CHINFE), and the real interest rate (RI).

Table 3: Conditional Correlations

Quarterly horizon Half year horizon Yearly horizon



AS RD MM AS RD MM AS RD MM
Panel A: mod3Vb1
RSR/INF -0.72 -0.04 0.44 -0.81 0.25 0.45 -0.90 0.50 0.65

[-0.90 / -0.61] [-0.73 / 0.14] [0.01 / 0.66] [-0.95 / -0.72] [-0.78 / 0.41] [0.04 / 0.71] [-0.97 / -0.83] [-0.88 / 0.63] [0.27 / 0.81]

RSR/INFU -0.61 0.24 0.65 -0.75 0.46 0.66 -0.86 0.63 0.77
[-0.85 / -0.46] [-0.53 / 0.48] [0.39 / 0.85] [-0.94 / -0.61] [-0.77 / 0.64] [0.30 / 0.85] [-0.96 / -0.75] [-0.91 / 0.73] [0.46 / 0.88]

RSR/INFE -0.66 -0.91 -0.73 -0.58 -0.80 -0.72 -0.44 -0.57 -0.52
[-0.83 / -0.03] [-0.93 / -0.25] [-0.77 / -0.01] [-0.74 / 0.08] [-0.92 / 0.23] [-0.82 / 0.10] [-0.59 / -0.13] [-0.84 / 0.14] [-0.66 / -0.15]

RSR/CHINFE -0.18 0.07 0.09 -0.76 -0.39 -0.43 -0.80 -0.69 -0.78
[-0.40/ 0.17] [-0.30 / 0.30] [-0.51 / 0.42] [-0.88 / 0.53] [-0.73 / 0.32] [-0.81 / 0.75] [-0.91 / 0.87] [-0.86 / -0.11] [-0.92 / 0.75]

RI/INF -0.86 0.67 -0.85 -0.88 0.84 -0.86 -0.92 0.84 -0.90
[-0.97 / -0.50] [-0.21 / 0.79] [-0.97 / -0.69] [-0.98 / -0.62] [-0.16 / 0.92] [-0.98 / -0.71] [-0.99 / -0.73] [-0.32 / 0.95] [-0.99 / -0.77]

RI/INFU -0.66 0.43 -0.83 -0.85 0.30 -0.87 -0.96 0.47 -0.96
[-0.77 / -0.48] [-0.78 / 0.72] [-0.92 / -0.74] [-0.93 / -0.72] [-0.47 / 0.61] [-0.94 / -0.79] [-0.98 / -0.88] [-0.53 / 0.82] [-0.99 / -0.93]

RI/INFE -0.56 0.58 -0.41 -0.35 0.80 -0.37 -0.13 0.78 -0.15
[-0.76 / -0.19] [-0.18 / 0.73] [-0.55 / -0.22] [-0.58 / 0.04] [0.20 / 0.86] [-0.51 / -0.21] [-0.34 / 0.14] [0.16 / 0.88] [-0.26 / -0.01]

RI/CHINFE -0.46 0.37 -0.14 -0.79 0.31 -0.74 -0.89 0.45 -0.90
[-0.61 / 0.03] [-0.06 / 0.70] [-0.57 / 0.22] [-0.89 / -0.61] [-0.42 / 0.82] [-0.85 / -0.59] [-0.92 / -0.81] [-0.48 / 0.89] [-0.94 / -0.87]

Panel B: mod3Vb3
RSR/INF -0.72 -0.49 0.32 -0.81 -0.02 0.39 -0.90 0.26 0.61

[-0.89 / -0.60] [-0.88 / -0.07] [-0.25 / 0.53] [-0.95 / -0.72] [-0.89 / 0.10] [-0.21 / 0.62] [-0.96 / -0.83] [-0.94 / 0.41] [-0.56 / 0.75]

RSR/INFU -0.61 -0.12 0.54 -0.75 0.15 0.61 -0.86 0.38 0.73
[-0.84 / -0.47] [-0.72 / 0.04] [0.26 / 0.75] [-0.94 / -0.61] [-0.84 / 0.40] [0.16 / 0.78] [-0.96 / -0.76] [-0.91 / 0.53] [-0.55 / 0.84]

RSR/INFE -0.66 -0.86 -0.81 -0.58 -0.81 -0.75 -0.44 -0.59 -0.54
[-0.81 / -0.05] [-0.92 / 0.18] [-0.83 / -0.22] [-0.74 / 0.08] [-0.85 / 0.53] [-0.85 / -0.31] [-0.59 / -0.12] [-0.86 / 0.35] [-0.67 / -0.15]

RSR/CHINFE -0.18 0.50 -0.16 -0.76 -0.23 -0.45 -0.80 -0.58 -0.76
[-0.40 / 0.16] [-0.53 / 0.76] [-0.39 / 0.22] [-0.87 / 0.48] [-0.66 / 0.74] [-0.79 / 0.39] [-0.9 / 0.9] [-0.80 / 0.82] [-0.89 / -0.44]

RI/INF -0.86 0.38 -0.66 -0.88 0.79 -0.69 -0.92 0.91 -0.78
[-0.97 / -0.54] [-0.44 / 0.55] [-0.92 / -0.36] [-0.98 / -0.62] [-0.48 / 0.87] [-0.92 / -0.40] [-0.99 / -0.74] [-0.51 / 0.93] [-0.95 / -0.58]

RI/INFU -0.66 -0.70 -0.80 -0.85 0.39 -0.86 -0.96 0.75 -0.95
[-0.76 / -0.49] [-0.86 / 0.72] [-0.90 / -0.67] [-0.93 / -0.73] [-0.76 / 0.54] [-0.94 / -0.75] [-0.98 / -0.88] [-0.79 / 0.81] [-0.98 / -0.88]

RI/INFE -0.56 0.47 -0.26 -0.35 0.69 -0.19 -0.13 0.52 0.01
[-0.78 / -0.23] [-0.13 / 0.57] [-0.53 / 0.01] [-0.58 / 0.04] [-0.07 / 0.76] [-0.42 / 0.06] [-0.35 / 0.15] [-0.25 / 0.68] [-0.17 / 0.22]

RI/CHINFE -0.46 0.54 -0.66 -0.79 0.69 -0.81 -0.89 0.79 -0.90
[-0.61 / 0.03] [0.34 / 0.70] [-0.77 / -0.14] [-0.89 / -0.63] [0.33 / 0.91] [-0.91 / -0.68] [-0.92 / -0.79] [0.43 / 0.93] [-0.94 / -0.85]

This table reports conditional correlations and their 90% bootstrap confidence intervals. Variables are real stock returns (RSR), inflation (INF), expected 
inflation (INFE), unexpected inflation (INFU), changes in expected inflation (CHINFE), and the real interest rate (RI).

Table 4: Conditional Correlations

Quarterly horizon Half year horizon Yearly horizon



AS RD MM AS RD MM
Panel A: Version A3a
RSR/INF -0.98 -0.11 -0.86 -0.85 -0.70 0.11

[-0.99 / -0.63] [-0.26 / -0.04] [-0.94 / 0.52] [-0.93 / 0.01] [-0.77 / 0.20] [-0.80 / 0.68]

RSR/INFU 0.11 0.00 -0.97 -0.84 0.00 0.90
[-0.46 / 0.17] [0.00 / 0.00] [-0.98 / 0.91] [-0.93 / 0.00] [0.00 / 0.00] [-0.96 / 0.95]

RSR/INFE -0.99 -0.66 0.08 -0.25 -0.76 -0.17
[-0.99 / -0.65] [-0.86 / -0.19] [-0.24 / 0.23] [-0.76 / 0.55] [-0.94 / 0.52] [-0.41 / 0.24]

RSR/CHINFE -0.03 0.55 -0.09 -0.26 0.62 -0.03
[-0.49 / 0.04] [0.03 / 0.64] [-0.51 / 0.73] [-0.54 / 0.75] [-0.53 / 0.79] [-0.47 / 0.58]

RI/INF -0.99 -0.78 -0.98 -0.41 0.29 -0.89
[-1.00 / -0.94] [-0.94 / -0.56] [-0.99 / -0.93] [-0.93 / 0.61] [-0.21 / 0.60] [-0.97 / -0.74]

RI/INFU -0.12 -0.56 -0.94 -0.49 -0.63 -0.89
[-0.57 / 0.01] [-0.61 / 0.60] [-0.98 / -0.89] [-0.78 / 0.43] [-0.75 / 0.76] [-0.95 / -0.81]

RI/INFE -0.99 -0.78 -0.28 0.00 0.29 -0.18
[-1.00 / -0.79] [-0.94 / -0.56] [-0.40 / -0.06] [-0.88 / 0.73] [-0.21 / 0.60] [-0.42 / 0.03]

RI/CHINFE -0.03 0.84 -0.29 0.16 0.55 -0.51
[-0.79 / 0.20] [0.34 / 0.89] [-0.54 / 0.48] [-0.11 / 0.85] [0.40 / 0.77] [-0.72 / 0.05]

Panel B: Version A3b
RSR/INF -0.98 0.66 -0.72 -0.85 -0.59 0.05

[-0.99 / -0.66] [-0.91 / 0.82] [-0.84 / 0.50] [-0.94 / 0.02] [-0.76 / 0.05] [-0.78 / 0.71]

RSR/INFU 0.11 0.97 -0.67 -0.84 0.18 0.92
[-0.46 / 0.16] [-0.98 / 0.96] [-0.82 / 0.68] [-0.93 / 0.03] [-0.37 / 0.21] [-0.97 / 0.96]

RSR/INFE -0.99 0.14 -0.33 -0.25 -0.73 -0.13
[-1.00 / -0.67] [-0.47 / 0.18] [-0.80 / -0.05] [-0.78 / 0.54] [-0.94 / 0.36] [-0.40 / 0.20]

RSR/CHINFE -0.03 -0.06 0.23 -0.26 0.49 0.05
[-0.59 / 0.04] [-0.53 / 0.77] [-0.20 / 0.56] [-0.53 / 0.75] [-0.36 / 0.67] [-0.50 / 0.62]

RI/INF -0.99 -0.97 -0.91 -0.41 0.39 -0.94
[-1.00 / -0.93] [-0.99 / -0.78] [-0.96 / -0.78] [-0.93 / 0.62] [-0.11 / 0.62] [-0.98 / -0.80]

RI/INFU -0.12 -0.96 -0.75 -0.49 0.53 -0.92
[-0.57 / 0.04] [-0.98 / -0.85] [-0.91 / -0.07] [-0.78 / 0.46] [-0.72 / 0.70] [-0.96 / -0.86]

RI/INFE -0.99 -0.19 -0.54 0.00 0.29 -0.22
[-1.00 / -0.79] [-0.40 / -0.04] [-0.91 / -0.34] [-0.90 / 0.75] [-0.21 / 0.58] [-0.40 / 0.00]

RI/CHINFE -0.03 0.16 -0.10 0.16 0.51 -0.46
[-0.83 / 0.24] [-0.45 / 0.65] [-0.39 / 0.80] [-0.08 / 0.87] [0.37 / 0.75] [-0.69 / 0.12]

Conditional correlations and their 90% confidence intervals. Variables are real stock returns (RSR), 
inflation (INF), expected inflation (INFE), unexpected inflation (INFU), changes in expected
inflation (CHINFE), and the real interest rate (RI).

Early Period Late Period

Table 5: Subperiod Analysis
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