
Macroeconomic Shocks and Cross-Sectional Stock Returns

Andrew J. Fieldhouse Hagen Kim Arvind Mahajan
Mays Business School Mays Business School Mays Business School

Texas A&M University Texas A&M University Texas A&M University

Midwest Finance Association Annual Meeting

March 12, 2026



Motivation

Fundamental equity valuation ties share prices to expected future cash flows and
the stochastic discount factor

Exogenous macroeconomic shocks offer clean identifying variation in investor
expectations

Share prices should respond through cash flow news and/or discount rate news

Recently: tariff news shocks, oil supply news shocks, defense spending news

Heterogeneous firm/industry exposure ⇒ cross-sectional return effects

Macro shocks ⇒ natural laboratory to quantify any differential responses of
well-known anomaly portfolios (value, momentum, investment, profitability)

Research Questions: Do exogenous macro shocks cause differential returns across
well-known anomaly portfolios? Do they carry a risk premium, i.e., are they
missing pricing factors?
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Contributions and Punchlines
Contributions:

Bridging literatures: Exploit 12 established exogenous shocks from empirical
macro to identify causal dynamic effects on cross-sectional stock returns

Methodological: Study risk-premia by estimating dynamic Fama-MacBeth
regressions in the impulse response space

Data: New (soon to be publicly available) database of macro news shocks
(monthly frequency) and estimated impulse responses for portfolio returns

Punchlines:

Nearly every macro shock significantly affects numerous cross-sectional return
measures (6+ consecutive months, all significant at 95% level), vice versa

Macro shocks carry risk premia, find distinct term structure with different
shocks become dominant pricing factors at different horizons

Collectively, shocks explain ∼10% of residual variance on average in portfolios
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Data and Macroeconomic Shocks



Data Sources
Cross-sectional stock return measures (1968m1–2024m12):

Extensions of Campbell and Vuolteenaho (2004) cash flow vs. discount rate
news decomposition, Stambaugh and Yuan (2016) mispricing factors

Ken French data library: Fama and French (2015) research factors, major
anomaly long/short portfolios, 12 industry portfolio returns

Macroeconomic shocks: compile a monthly dataset of 12 frontier structural shocks

Monetary: Bauer and Swanson (2023), Aruoba and Drechsel (forthcoming)

Credit: Gilchrist and Zakrajsek (2012) excess bond premium (EBP),
Fieldhouse and Mertens (2017) agency mortgage purchase shocks

Oil: Kanzig (2021) oil supply news shocks

Fiscal: Mertens and Ravn (2012) anticipated/unanticipated tax shocks,
Mertens and Ravn (2013) corporate/personal income tax shocks, Ramey
(2016) defense news shocks, Fieldhouse and Mertens (2023)
defense/nondefense R&D news shocks Cross-Correlations
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Benchmark Regression Framework



Jordà (2005) Local Projections Framework

Direct forecasting regression for each horizon h = 0, 1, ..., 47 over 1968–2024:

∆ ln(yi,t+h) = αi,h + βi,k,hzk,t +

p∑
j=1

γjh ln(yi,t−j) +

p∑
j=1

ϕj
hzk,t−j +

p∑
j=1

ζj′h x t−j + ϵi,t+h

where ∆ ln(yi,t+h) is cumulative portfolio return measure i over horizon h,
zk,t is macro shock k, x t−j are lagged cyclical controls (p = 12)

Baseline: x t−j = {ln(IP), UR, ∆ ln(CPI), 3-month T-bill, BAA-AAA}
Simple: No lagged macro controls, only keep lags of yi,t−j , zk,t−j

Inference: 95% HAR confidence intervals (Lazarus et al. 2018); impulse responses
identified up to scale factor following original papers



Dynamic Causal Effects on Market Returns:

Cash Flow News vs. Discount Rate News



Decomposition of Market Returns: BS2023 Monetary Surpirses

Notes: Shaded areas and finer bands are Lazarus et al. (2018) 95% HAR confidence intervals

Excess Bond Premium Agency Purchase Shock



Decomposition of Market Returns: R16 Defense News Shock

Notes: Shaded areas and finer bands are Lazarus et al. (2018) 95% HAR confidence intervals

Unanticipated Tax Anticipated Tax



Summarizing Results: “Significant Streaks”

Challenge: Cannot display impulse responses for 12 shocks × 35 portfolio return
measures × 48 months × various control sets

Solution: Only report “significant streaks’’ — 6+ consecutive months of
statistically significant responses (all 95% level), robust to redefining as 4+ or 8+

Report average coefficient over streak and the corresponding horizon

Focus on first streak; flag subsequent streaks (‘†’ same sign, ‘#’ opposite sign)

Eventually publish full dataset of all impulse responses and confidence intervals



Notes: The ‘†’ (‘#’) symbol denotes a subsequent streak of the same (opposite) sign.



Dynamic Causal Effects on Cross-Sectional Returns:

Anomaly and Mispricing Factor Portfolio Returns



Notes: The ‘†’ (‘#’) symbol denotes a subsequent streak of the same (opposite) sign.
Robustness: Lagged Shocks Robustness: Drop Controls



Notes: The ‘†’ (‘#’) symbol denotes a subsequent streak of the same (opposite) sign.



Do Macroeconomic Shocks Carry a Risk Premium?



Fama-MacBeth Regressions in Impulse Response Space

First stage (baseline local projections):

∆ ln(yi,t+h) = αi,h + βi,k,hzk,t + ΓhXt−1 + ϵi,t+h

Second stage:

Ri,t→t+h = λ0,t,h + λk,t,hβ̂i,k,h + νi,t,h

where

Ri,t→t+h is a cross-sectional regression of the realized cumulative returns of
the anomaly portfolios for every month t

λ̄k,h is the time-series average of the λ̂k,t,h coefficients, which represents the
risk prices associated with macroeconomic shock k at horizon h





Marginal R2 Analysis:

How Much Variance Do Macro Shocks Explain?



Marginal R2 Analysis

1. Orthogonalize return measure k at horizon h to lagged controls w t:

∆ ln(yi,t+h)
⊥ = ∆ ln(yi,t+h)− Proj(∆ ln(yi,t+h) |αi,h,w t), h = 0, ..., 47

2. Regress on full vector of macro shocks z t; recover R
2 at each horizon h:

∆ ln(yi,t+h)
⊥ = β′

i,hz t + ϵ⊥i,t+h

Baseline: w t = {yi,t−j ,x t−j}



Investment Factor Net Issuance



Concluding Thoughts



Takeaways

Pervasive causal effects: Nearly every macro shock significantly affects a wide
range of cross-sectional return measures through both cash flow and discount
rate channels

Mispricing: Almost all FF5, anomaly, and SY mispricing portfolios respond
significantly; macro shocks can cause and exacerbate mispricing in equities
(Stambaugh and Yuan 2016)

Risk premia: Macro shocks carry significant risk premia with a distinct term
structure — different shocks become dominant pricing factors at different
horizons

Explanatory power: Shocks collectively explain 5–50% (∼10% on average) of
residual variance; results robust to streak length, control sets, and alternative
shocks



Appendix Slides



Notes: ‘BS23’ = Bauer and Swanson (2023); ‘GZ12’ = Gilchrist and Zakrajsek (2012) EBP; ‘FM17’ =
Fieldhouse and Mertens (2017); ‘K21’ = Kanzig (2021); ‘MR12a/b’ = Mertens and Ravn (2012); ‘R16’ =
Ramey (2016); ‘FM23a/b’ = Fieldhouse and Mertens (2023).

Correlation Coefficients Back



Notes: ‘BS23’ = Bauer and Swanson (2023); ‘GZ12’ = Gilchrist and Zakrajsek (2012) EBP; ‘FM17’ =
Fieldhouse and Mertens (2017); ‘K21’ = Kanzig (2021); ‘MR12a/b’ = Mertens and Ravn (2012); ‘R16’ =
Ramey (2016); ‘FM23a/b’ = Fieldhouse and Mertens (2023).
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Decomposition of Market Returns: GZ12 Excess Bond Premium

Notes: Shaded areas and finer bands are Lazarus et al. (2018) 95% HAR confidence intervals
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Decomposition of Market Returns: FM17 Agency Purchase Shock

Notes: Shaded areas and finer bands are Lazarus et al. (2018) 95% HAR confidence intervals
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Decomposition of Market Returns: MR12 Unanticipated Tax Shock

Notes: Shaded areas and finer bands are Lazarus et al. (2018) 95% HAR confidence intervals
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Decomposition of Market Returns: MR12 Anticipated Tax Shock

Notes: Shaded areas and finer bands are Lazarus et al. (2018) 95% HAR confidence intervals
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Notes: The ‘†’ (‘#’) symbol denotes a subsequent streak of the same (opposite) sign.
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Notes: The ‘†’ (‘#’) symbol denotes a subsequent streak of the same (opposite) sign.

Back



Marginal R2 for Portfolio Returns Sorted by Investment Factor
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Marginal R2 for Portfolio Returns Sorted by Net Issuance
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