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Capital Market Expectations, Part 1: Framework and Macro Considerations

Learning Outcomes
1. Introduction & Framework for Developing Capital Market Expectations

1.1. Framework and Challenges
2. Challenges in Forecasting

2.1. Limitations of Economic Data
2.2. Data Measurement Errors and Biases
2.3. The Limitations of Historical Estimates
2.4. Ex Post Risk Can Be a Biased Measure of Ex Ante Risk
2.5. Biases in Analysts’ Methods
2.6. The Failure to Account for Conditioning Information
2.7. Misinterpretation of Correlations
2.8. Psychological Biases
2.9. Model Uncertainty

3. Economic and Market Analysis: The Role of Economic Analysis and
Analysis of Economic Growth: Exogenous Shocks to Growth

3.1. The Role of Economic Analysis
3.2. Analysis of Economic Growth

4. Applying Growth Analysis to Capital Market Expectations
4.1. A Decomposition of GDP Growth and Its Use in Forecasting
4.2. Anchoring Asset Returns to Trend Growth

5. Approaches to Economic Forecasting
5.1. Econometric Modeling
5.2. Economic Indicators
5.3. Checklist Approach



5.4. Economic Forecasting Approaches: Summary of Strengths and 
Weaknesses

6. Business Cycle Analysis, Phases of the Business Cycle and Market
Expectations and the Business Cycle

6.1. Phases of the Business Cycle
6.2. Market Expectations and the Business Cycle

7. Inflation and Deflation: Trends and Relations to the Business Cycle
8. Analysis of Monetary and Fiscal Policies

8.1. Monetary Policy
9. What Happens When Interest Rates Are Zero or Negative? And
Implications of Negative Rates for Capital Market Expectations

9.1. Implications of Negative Interest Rates for Capital Market 
Expectations

10. The Monetary and Fiscal Policy Mix and the Shape of the Yield Curve and 
the Business Cycle

10.1. The Shape of the Yield Curve and the Business Cycle
11. International Interactions

11.1. Macroeconomic Linkages
11.2. Interest Rate/Exchange Rate Linkages

12. Summary
References
Practice Problems
Solutions

Capital Market Expectations, Part 2: Forecasting Asset Class Returns
Learning Outcomes
1. Introduction
2. Overview of Tools and Approaches

2.1. The Nature of the Problem
2.2. Approaches to Forecasting

3. Forecasting Fixed Income Returns
3.1. Applying DCF to Fixed Income
3.2. The Building Block Approach to Fixed-Income Returns

4. Risks in Emerging Market Bonds
4.1. Economic Risks/Ability to Pay
4.2. Political and Legal Risks/Willingness to Pay

5. Forecasting Equity Returns
5.1. Historical Statistics Approach to Equity Returns
5.2. DCF Approach to Equity Returns
5.3. Risk Premium Approaches to Equity Returns


