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5. Concluding Remarks

We examine stock returns as a function of expected cash flows and discount rates using 21 developed countries and
19 developing countries in a panel data setup at quarterly frequency from January 1999 to December 2013. We test our
hypothesis first using fixed effects models as this has been a popular model in the literature. Subsequently, we proceed with
a dynamic panel approach, which can be implemented in a variety of ways depending on how reverse causation is modeled.
We here report SGMM results when allowing for stock returns to have an impact on the goods and services market (RGDP
growth), the so-called “wealth channel”.

The fixed effects models identify very small interest rate effects on stock returns, varying from −0.010 to −0.012 in
developed countries and from −0.014 to −0.019 in developing countries. While negative as expected, the estimated value
of the change in interest rate coefficients look surprisingly similar across panels in the fixed effects models. We confirm the
presumption of reverse causality by regressing RGDP growth as a function of stock returns and control variables. To address
the reverse causality between stock returns and RGDP growth found in our sample and documented in the literature, we
employ SGMM models. Our results indicate that RGDP growth and MSCI returns remain virtually with the same coefficients
as in the fixed-effects models.
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