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		We show that the magnitude of the value premium is conditional on aggregate market-wide misvaluation. The monthly value premium is 2.69% following market-wide undervaluation, 1.29%
following market-wide overvaluation, and -0.69% following periods in which the market is neither
significantly over- or undervalued. Going from periods of normal valuation to market-wide overvaluation (undervaluation), the value premium is driven primarily by the poor (good) performance of growth (value) stocks. We show theoretically that these facts can be reconciled in a model in which extrapolation bias drives both the cross-sectional demand for stocks and asset-allocation decisions. 
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