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special questions on the Michigan Survey of Consumer Attitudes over several years are used to analyze stock market beliefs and portfolio choices of
household investors. Consistent with other survey results, expected future returns appear to be extrapolated from past realized returns. The data
also indicate that expected risk and return are strongly influenced by economic prospects. When investors believe macroeconomic conditions are
more expansionary, they tend to expect both higher returns and lower volatility, which implies that household Sharpe ratios are procyclical.
Separately, perceived risk in equity returns is found to be strongly influenced by household investor characteristics, consistent with documented
behavioral biases. These expectations reported by respondents are given credence by the finding that the proportion of equity holdings in
respondent portfolios tends to be higher for those who report higher expected returns and lower uncertainty. Finally, the finding of procyclical
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contrast with the inferences from studies based on actual returns.
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