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The main article is available at https://errikos-melissinos.com/pdfs/High_

Volatility_is_the_Key_A_Joint_Treatment_of_Asset_Pricing_Puzzles.pdf.

This Internet Appendix consists of three parts. Section IA.A provides a review

of the literature on the bond premium puzzle. Section IA.B presents a self-

contained mathematical framework for the model variations analyzed in this

appendix. Section IA.C documents yield and term-premium results for all 37

model variations, together with a model index table. This appendix is adapted

from an earlier working-paper version of this article and is included here because

the main text makes reference to it. Its model variations and calibrations predate

the baseline calibration of the main text and share no parameter values with it. The

appendix documents qualitative conclusions, in particular that standard models do

not generate positive real term premia across a wide range of specifications, and

its numbers should not be compared with those of the main text.

IA.A Literature on the Bond Premium Puzzle

This section reviews available explanations of the bond premium puzzle.1 One of

the first papers to address this was Backus, Gregory and Zin 1989. Utilizing a

consumption-based asset-pricing model of an endowment economy, they discovered

the model’s inability to yield significant positive term premia. Subsequent studies

1Rudebusch and Swanson 2008 provides a good summary of this extensive literature.
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by Donaldson, Johnsen and Mehra 1990 and Den Haan 1995 further indicated that

standard real business cycle models also could not resolve the puzzle. Rudebusch

and Swanson 2008 incorporated an external habit into DSGE models but found

that the bond premium puzzle remains. Duffee 2013 showed that basic properties

of nominal yields cannot be explained macroeconomically. Also, Duffee 2002 shed

light on the challenges of fitting both interest rate and term premium dynamics

within affine models.

Next, a series of papers provided explanations focused on nominal term premia.

Notably, Piazzesi and Schneider 2006 showed that parameter uncertainty in a model

where inflation brings bad news about future consumption growth can produce

positive nominal term premia.2 Gabaix 2012 and Tsai 2015, following Rietz 1988

and Barro 2006, showed that positive nominal term premia can be explained if

inflation is on average high during consumption disasters. Bansal and Shaliastovich

2013, following Bansal and Yaron 2004, demonstrated that the risk premium of a

nominal bond can be positive when inflation is correlated with consumption trend.

Rudebusch and Swanson 2012 used a similar model within a DSGE framework

that generates positive nominal term premia, but real term premia are negative.

Gomez-Cram and Yaron 2021 also used a long-run risk model focused on nominal

term premia.

Alternatively, some articles consider real term premia. Katagiri 2022 explored

a model with monetary policy in which consumption changes can be negatively

correlated with consumption trends and risk aversion is very high. Ellison and

Tischbirek 2021 used a beauty-contest mechanism as in Angeletos, Collard and

Dellas 2018, in which agents anticipate others’ expectations, generating positive

term premia.

Using an approach similar to the main article, some papers deviate from

2Collin-Dufresne, Johannes and Lochstoer 2016 introduced a model with Bayesian learning
of parameters that generates negative term premia.
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the representative agent model. Vayanos and Vila 2021 suggested that term

premia are generated by arbitrageurs interacting with preferred-habitat investors.

Kekre, Lenel and Mainardi 2024 built on Vayanos and Vila 2021 and showed

that arbitrageur portfolio characteristics have important implications for the sign

of term premia. Jappelli, Pelizzon and Subrahmanyam 2024 extended this by

integrating the repo market. Schneider 2022 showed that positive term premia can

arise in models with heterogeneous agents exhibiting different risk attitudes and

intertemporal substitution preferences.3 Finally, returning to representative-agent

models, Wachter 2006 showed that term premia can be positive and time-varying

in a model with external habit following Campbell and Cochrane 1999. Kliem

and Meyer-Gohde 2022 and Hsu, Li and Palomino 2021 used the same mechanism

within DSGE models. Campbell, Pflueger and Viceira 2020 also used a habit model

to explain the time-variability of term premia. More generally, Lettau and Wachter

2011 and Bekaert, Engstrom and Grenadier 2010 showed that positive and time-

varying term premia can be obtained within the class of models with time-varying

effective risk aversion. To the authors’ knowledge, time-varying risk aversion is

the only mechanism in the literature that achieves positive and time-varying term

premia within a rational representative agent model.

IA.B Mathematical Framework

A consumption-based framework in continuous time accommodates a range of

model variations. The framework is built upon three components: (1) an exogenous

consumption process, (2) a utility specification, and (3) a process for the state

variable. The state variable determines the state of the economy, and is connected

to either the consumption drift (CD), the consumption volatility (CV), or the

external habit. Utility is either time-separable (TSU) or recursive (RU), the latter

3Schneider 2022 also uses effective time-varying risk aversion.
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following Duffie and Epstein 1992.

IA.B.1 Consumption process

Consumption (Ct) follows the stochastic process:

d log(Ct) = dct = µct dt+ σct dWct (IA.1)

where µct denotes the consumption drift at time t and σct is the consumption

volatility, multiplying the standard Wiener process dWct.

IA.B.2 Utility

Lifetime utility takes the following form depending on the specification:

U0 = E0

∫ ∞

0

e−ρtu(Ct, St) dt︸ ︷︷ ︸
TSU

, V0 = E0

∫ ∞

0

F (Ct, Vt) dt︸ ︷︷ ︸
RU

(IA.2)

where ρ is the time preference parameter. In the TSU case, flow utility u depends

on consumption and potentially on the surplus consumption ratio St (relevant only

in the habit model; set to 1 otherwise). In the RU case, F is the Duffie–Epstein

aggregator depending on consumption and the current value function Vt. The

functional forms are:

u(Ct, St) =
(CtSt)

1−γ − 1

1− γ
(TSU)

F (Ct, Vt) =
ρ (1− γ)Vt
1− 1/ψ

( Ct

((1− γ)Vt)
−1/(1−γ)

)1−1/ψ

− 1

 (RU) (IA.3)

Here γ is risk aversion (equal to the inverse of the IES in TSU), and ψ is the IES

in the RU case.
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IA.B.3 State variable

The state variable xt follows a mean-reverting process:

dxt = − log(ϕ)(µx0 − xt) dt+ σxt dWxt (IA.4)

where µx0 is the steady state and ϕ ∈ (0, 1) governs mean reversion. The Wiener

process dWxt has correlation ρcx with dWct. Table IA.1 shows how each model

variation maps the state variable into the consumption and state processes.

Table IA.1: State variable dependence for each model variation
Model variation
TSU-CD: µct = µc0 + xt σxt = σx0 µx0 = 0
TSU-CV: σct = σc1xt σxt = σx1

√
xt µx0 = 1

TSU-Habit:* St = S̄ext σxt = σctλ(xt) µx0 = 0
RU-CD: µct = µc0 + xt σxt = σx0 µx0 = 0
RU-CV: σct = σc1

√
xt σxt = σx1

√
xt µx0 = 1

TSU-HCV: σct = σc1xt σxt = σx1
√
xt µx0 = 1

Arb-IN: µct = µc1x
1/4
t , σct = σc1

√
xt σxt = σx1

√
xt µx0 = 1

Arb-DP: µct = µc1x
3/2
t , σct = σc1x

2/3
t σxt = σx1

√
xt µx0 = 1

* Following Campbell and Cochrane 1999 and Wachter 2006:

σxt = σctλ(xt) =


σct

(√
1− 2xt
S̄

− 1

)
if xt <

1− S̄2

2

0 if xt ≥
1− S̄2

2

, S̄ =

√
γ

− log(ϕ)− b/γ

In variations where consumption volatility σct is proportional to the state

variable, the steady state is set at xt = 1 (with xt > 0 almost surely), ensuring

positivity of σct.

IA.B.4 Stochastic discount factor

Time-separable utility. The SDF is the derivative of flow utility with respect

to consumption:

Λt = e−ρt(CtSt)
−γ (IA.5)
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Applying Itô’s Lemma yields the SDE:

dΛt
Λt

=
(
− ρ− γµct +

γ2

2
σ2
ct

)
dt− γσct dWct

+
(
− γ log(ϕ)xt + 2ρcxσctσxt + σ2

xt

)
dt− γσxt dWxt︸ ︷︷ ︸

habit model only

(IA.6)

Recursive utility. Following Tsai and Wachter 2018, the value function takes

the form:

Vt =
C1−γ
t e(1−γ)K(xt)

1− γ
(IA.7)

where K(xt) captures the full dependence of the value function on the state variable

(see Section IA.B.8 for the perturbation method to solve for K). The SDF is derived

from the aggregator F as:

dΛt
Λt

=

(ρ((1− γψ)e
(1−ψ)K[xt]

ψ + γψ − ψ

)
1− ψ

− γµct +
γ2σ2ct
2

+
γ(γψ − 1)ρcxσxtσctK

′(xt)

ψ

+
(γψ − 1)

(
2ψ(µx0 − xt) log(ϕ)K

′(xt) + σ2xt
(
(γψ − 1)K ′(xt)

2 − ψK ′′(xt)
))

2ψ2

)
dt

− (γψ − 1)σxtK
′(xt)

ψ
dWxt − γσct dWct (IA.8)

When γ = 1/ψ this reduces to the TSU formula.

IA.B.5 Short-term interest rate

The short rate is r(xt) = −Et[dΛt/Λt]/dt. For TSU:

r(xt) = ρ+ γµct − γ2

2
σ2
ct−γ log(ϕ)xt + 2ρcxσctσxt + σ2

xt︸ ︷︷ ︸
habit model only

(IA.9)
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For RU:

r(xt) =

ρ

(
(1− γψ)e

(1−ψ)K[xt]
ψ + γψ − ψ

)
1− ψ

+ γµct −
γ2σ2ct
2

− γ(γψ − 1)ρcxσxtσctK
′(xt)

ψ

−
(γψ − 1)

(
2ψ(µx0 − xt) log(ϕ)K

′(xt) + σ2xt
(
(γψ − 1)K ′(xt)

2 − ψK ′′(xt)
))

2ψ2

(IA.10)

IA.B.6 Bond pricing

The price Q(xt,m) of a zero-coupon bond with remaining maturity m satisfies the

PDE:

−Qm − r(xt)Q+
(
− log(ϕ)(µx0 − xt) + A(xt)

)
Qx +

σ2
xt

2
Qxx = 0 (IA.11)

where subscripts denote partial derivatives and A(xt) dt ≡ (dΛt/Λt)(dQ) is the

covariance between the SDF and the bond price (i.e., the source of the term

premium). The terminal condition is Q(xt, 0) = 1.

The solution is given by the Feynman–Kac formula:

Q(m,xt) = Et

[
exp

{
−
∫ m

0

r(x̃t+s) ds

}]
(IA.12)

where x̃ follows the risk-adjusted process:

dx̃t =
(
− log(ϕ)(µx0 − x̃t) + A(x̃t)

)
dt+ σxt(x̃t) dWxt (IA.13)

This expectation is computed via Monte Carlo simulation.
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IA.B.7 Risk-neutral yield and term premium

Setting A ≡ 0 gives the risk-neutral bond price:

H(m,xt) = Et

[
exp

{
−
∫ m

0

r(xt+s) ds

}]
(IA.14)

The term premium of maturity m is:

TP (xt,m) =
− logQ(xt,m)− (− logH(xt,m))

m
(IA.15)

IA.B.8 Perturbation approximation for K (recursive util-

ity)

In the RU case, K(xt) is the solution of the following ordinary differential equation

(ODE), obtained by substituting the value function into the Hamilton–Jacobi–

Bellman equation with ψ = 1/(1− ϵ):

− 1
2
γσ2

ct +
1
2
σ2
xt

(
K ′′(xt)− (γ − 1)K ′(xt)

2
)
− log(ϕ)(µx0 − xt)K

′(xt)

+
ρ(e−ϵK(xt) − 1)

ϵ
+ µct = 0 (IA.16)

For ψ = 1 (i.e. ϵ = 0) this ODE has an analytic solution K0(xt). Expanding K

in powers of ϵ:

K(xt; ϵ) = K0(xt) + ϵK1(xt) + ϵ2K2(xt) + · · · (IA.17)
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and substituting into (IA.16), each Kn is a polynomial in xt of degree n+ 1:

K0(xt) = a0,0 + a0,1xt

K1(xt) = a1,0 + a1,1xt + a1,2x
2
t

K2(xt) = a2,0 + a2,1xt + a2,2x
2
t + a2,3x

3
t

... (IA.18)

The coefficients am,n are determined by matching powers of xmt ϵ
n to zero, yielding

a sequence of linear equations that can be solved successively. This provides a

global approximation in the state variable for a wide range of IES values. The

approach extends Tsai and Wachter 2018, who derived only the zeroth-order term

K0; higher-order terms enable accurate approximations well away from ψ = 1.4

IA.C Model Variations: Yields and Term Premia

This section presents yield and term premium results for all 37 model variations.

Each figure has four panels, with the respective state variable on the x-axis. The

top-left panel shows the instantaneous rate, the five-year yield, and the five-year

risk-neutral yield. The top-right panel shows the decomposition of the five-to-ten-

year forward rate into the full yield, the risk-neutral yield, and the term premium.

The bottom-left panel shows the instantaneous, five-year, and ten-year yields. The

bottom-right panel shows the term premia for three-, five-, and ten-year bonds.

The solid vertical line marks the ergodic median; dashed vertical lines show the

10th-percentile minimum and 90th-percentile maximum over 12-year simulations,

so that 90% of simulated paths lie within the boundaries.

4One limitation is that σ2
xt and σ2

ct must be at most linear in xt, so unlike in the TSU
case where σct ∝ xt, the RU case requires σct ∝

√
xt, somewhat restricting the variability of

consumption volatility.
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IA.C.1 Model index

Abbreviations used: time-varying (TV), consumption drift (CD), consumption

volatility (CV), time-separable utility (TSU), recursive utility (RU), intertemporal

elasticity of substitution (IES).
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Model Variation Description Abbreviation Reference

Time-separable utility (TSU)

TV CD with TSU. TSU-CD Figure IA.1

TV CD with TSU and high risk aversion. TSU-CD-HRA Figure IA.2

TV CD with TSU and low persistence. TSU-CD-LP Figure IA.3

TV CD with TSU and high correlation ρcx. TSU-CD-HCor Figure IA.4

TV CD with TSU and high impatience. TSU-CD-HImp Figure IA.5

TV and high CD with TSU. TSU-HCD Figure IA.6

TV CD with TSU and high CV. TSU-CD-HCV Figure IA.7

TV CV with TSU. TSU-CV Figure IA.8

TV CV with TSU and high risk aversion. TSU-CV-HRA Figure IA.9

TV CV with TSU and high CD. TSU-CV-HCD Figure IA.10

TV and HCV with TSU and positive ρcx. TSU-HCV Figure IA.11

TV and HCV with TSU and negative ρcx. TSU-HCV-NCor Figure IA.12

Both TV CD and CV, rate decreasing in CV and

ρcx positive.

TSU-Arb-DP Figure IA.13

Both TV CD and CV, rate increasing in CV and

ρcx negative.

TSU-Arb-IN Figure IA.14

Both TV CD and CV, rate decreasing in CV and

ρcx negative.

TSU-Arb-DN Figure IA.15

Both TV CD and CV, rate increasing in CV and

ρcx positive.

TSU-Arb-IP Figure IA.16

TV external habit with TSU. TSU-Habit Figure IA.17

TV external habit with TSU and low b. TSU-Habit-Low.b Figure IA.18

TV external habit with TSU and b < 0. TSU-Habit-Neg.b Figure IA.19

TV external habit with TSU and constant state

volatility.

TSU-Habit-CSV Figure IA.20

Table IA.2: Index of model variations (Part I: time-separable utility).
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Model Variation Description Abbreviation Reference

Recursive utility (RU)

TV CD with RU. RU-CD Figure IA.21

TV CD with RU and high risk aversion. RU-CD-HRA Figure IA.22

TV CD with RU and high IES. RU-CD-HIES Figure IA.23

TV CD with RU and low IES. RU-CD-LIES Figure IA.24

TV CD with RU and high ρcx. RU-CD-HCor Figure IA.25

TV CD with RU and negative ρcx. RU-CD-NCor Figure IA.26

TV and high CD with RU. RU-HCD Figure IA.27

TV CD with RU and high CV. RU-CD-HCV Figure IA.28

TV and heteroskedastic CD with RU and ρcx

positive.

RU-CD-Heterosk-

PCor

Figure IA.29

TV and heteroskedastic CD with RU and ρcx

negative.

RU-CD-Heterosk-

NCor

Figure IA.30

TV CV with RU. RU-CV Figure IA.31

TV CV with RU and high risk aversion. RU-CV-HRA Figure IA.32

TV CV with RU and high persistence. RU-CV-HP Figure IA.33

TV CV with RU and high IES. RU-CV-HIES Figure IA.34

TV CV with RU and low IES. RU-CV-LIES Figure IA.35

TV and HCV with RU and ρcx positive. RU-HCV-PCor Figure IA.36

TV and HCV with RU and ρcx negative. RU-HCV-NCor Figure IA.37

Table IA.3: Index of model variations (Part II: recursive utility).

12



IA.C.2 TSU-CD (baseline calibration used in main article)

Figure IA.1: Time-varying CD with TSU. Top-left: instantaneous rate, 5-year yield,

and 5-year risk-neutral yield as functions of consumption drift (or the respective

state variable in other figures). Top-right: 5–10-year forward real yield decomposed

into full yield, risk-neutral yield, and term premium. Bottom-left: instantaneous,

5-year, and 10-year yields. Bottom-right: term premia for 3-, 5-, and 10-year bonds.

The solid vertical line marks the ergodic median; dashed vertical lines show the

10th-percentile minimum and 90th-percentile maximum over 12-year simulations.
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IA.C.3 TSU-CD-HRA, γ = 8

Term premia are slightly larger but remain negative and constant with respect to

the state variable.

Figure IA.2: Time-varying CD with TSU and higher risk aversion. See Figure IA.1

for plot details.
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IA.C.4 TSU-CD-LP, ϕ = 0.8

Term premia are unchanged. There is larger separation between yields, consistent

with the expectation mechanism.

Figure IA.3: Time-varying CD with TSU and low persistence. See Figure IA.1 for

plot details.
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IA.C.5 TSU-CD-HCor, ρcx = 1

Term premia are larger in absolute value.

Figure IA.4: Time-varying CD with TSU and high correlation ρcx. See Figure IA.1

for plot details.
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IA.C.6 TSU-CD-HImp, ρ = 0.05

Yields shift higher without any change in term premia.

Figure IA.5: Time-varying CD with TSU and high impatience. See Figure IA.1

for plot details.
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IA.C.7 TSU-HCD, µc0 = 0.06

Yields shift higher without any change in term premia.

Figure IA.6: Time-varying and high CD with TSU. See Figure IA.1 for plot details.
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IA.C.8 TSU-CD-HCV, σct = 0.16

Yields shift down and term premia increase in absolute value but remain approxi-

mately constant.

Figure IA.7: Time-varying CD with TSU and high CV. See Figure IA.1 for plot

details.
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IA.C.9 TSU-CV (baseline calibration used in main article)

Figure IA.8: Time-varying CV with TSU. See Figure IA.1 for plot details.
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IA.C.10 TSU-CV-HRA, γ = 8

Term premia increase in absolute value but not enough to turn positive, and yields

become very high.

Figure IA.9: Time-varying CV with TSU and high risk aversion. See Figure IA.1

for plot details.
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IA.C.11 TSU-CV-HCD, µc0 = 0.08

Term premia are unchanged but yields shift implausibly high.

Figure IA.10: Time-varying CV with TSU and high CD. See Figure IA.1 for plot

details.
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IA.C.12 TSU-HCV (baseline calibration used in main arti-

cle)

Figure IA.11: Time-varying and HCV with TSU and positive ρcx. See Figure IA.1

for plot details.
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IA.C.13 TSU-HCV-NCor, ρcx < 0

Figure IA.12: Time-varying HCV with TSU and negative ρcx. See Figure IA.1 for

plot details.
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IA.C.14 Arb-DP (baseline calibration used in main article)

Figure IA.13: Both time-varying CD and CV with TSU, short-term rate decreasing

in CV and positive ρcx. See Figure IA.1 for plot details.

25



IA.C.15 Arb-IN (baseline calibration used in main article)

Figure IA.14: Both time-varying CD and CV with TSU, short-term rate increasing

in CV and negative ρcx. See Figure IA.1 for plot details.
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IA.C.16 Arb-DN

Figure IA.15: Both time-varying CD and CV with TSU, short-term rate decreasing

in CV and negative ρcx. See Figure IA.1 for plot details.
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IA.C.17 Arb-IP

Figure IA.16: Both time-varying CD and CV with TSU, short-term rate increasing

in CV and positive ρcx. See Figure IA.1 for plot details.
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IA.C.18 TSU-Habit (baseline calibration used in main ar-

ticle)

Figure IA.17: Time-varying external habit with TSU. See Figure IA.1 for plot

details.
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IA.C.19 TSU-Habit-Low.b, b = 0.033

Term premia are unchanged but yields become flatter.

Figure IA.18: Time-varying external habit with TSU and low b. See Figure IA.1

for plot details.
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IA.C.20 TSU-Habit-Neg.b, b = −0.033

The short-term rate is now procyclical and term premia are negative.

Figure IA.19: Time-varying external habit with TSU and b < 0. See Figure IA.1

for plot details.
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IA.C.21 TSU-Habit-CSV, σxt = λ(0)σc0

Term premia become constant, since consumption volatility is constant in the habit

model and state-variable heteroskedasticity is the only remaining source of time

variation.

Figure IA.20: Time-varying external habit with TSU and constant state variable

volatility. See Figure IA.1 for plot details.
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IA.C.22 RU-CD (baseline calibration used in main article)

Figure IA.21: Time-varying CD with RU. See Figure IA.1 for plot details.
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IA.C.23 RU-CD-HRA, γ = 6

Term premia remain constant and negative but become significantly larger in

absolute value. This suggests that time-varying risk aversion would produce

time-varying term premia — a mechanism similar to the habit model.

Figure IA.22: Time-varying CD with RU and high risk aversion. See Figure IA.1

for plot details.
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IA.C.24 RU-CD-HIES, ψ = 1.43

Term premia do not change significantly. The range of the short rate increases.

Figure IA.23: Time-varying CD with RU and high IES. See Figure IA.1 for plot

details.
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IA.C.25 RU-CD-LIES, ψ = 0.83

Term premia do not change significantly. Curiously the range of the short rate

increases again.

Figure IA.24: Time-varying CD with RU and low IES. See Figure IA.1 for plot

details.
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IA.C.26 RU-CD-HCor, ρcx = 1

Term premia increase in absolute value but do not double in size as the correlation

parameter does.

Figure IA.25: Time-varying CD with RU and high ρcx. See Figure IA.1 for plot

details.
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IA.C.27 RU-CD-NCor, ρcx < 0

Term premia increase but remain negative, as the dominant term in A does not

involve ρcx.

Figure IA.26: Time-varying CD with RU and negative ρcx. See Figure IA.1 for

plot details.
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IA.C.28 RU-HCD, µx0 = 0.05

Term premia are unchanged; yields increase.

Figure IA.27: Time-varying and high CD with RU. See Figure IA.1 for plot details.
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IA.C.29 RU-CD-HCV, σct = 0.08

Term premia are unchanged; yields decrease.

Figure IA.28: Time-varying CD with RU and high CV. See Figure IA.1 for plot

details.
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IA.C.30 RU-CD-Heterosk-PCor

When the state variable is heteroskedastic, term premia become time-varying.

They remain negative here.

Figure IA.29: Time-varying and heteroskedastic CD with RU and positive ρcx. See

Figure IA.1 for plot details.
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IA.C.31 RU-CD-Heterosk-NCor

Despite the sign change in ρcx, term premia remain negative because the dominant

component of A does not contain ρcx.

Figure IA.30: Time-varying and heteroskedastic CD with RU and negative ρcx.

See Figure IA.1 for plot details.
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IA.C.32 RU-CV (baseline calibration used in main article)

Figure IA.31: Time-varying CV with RU. See Figure IA.1 for plot details.
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IA.C.33 RU-CV-HRA, γ = 6

Term premia have hardly moved.

Figure IA.32: Time-varying CV with RU and high risk aversion. See Figure IA.1

for plot details.
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IA.C.34 RU-CV-HP, ϕ = 0.96

Term premia have hardly moved; yields become slightly more variable.

Figure IA.33: Time-varying CV with RU and high persistence. See Figure IA.1 for

plot details.
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IA.C.35 RU-CV-HIES, ψ = 1.43

Term premia have hardly moved; yields become slightly more variable.

Figure IA.34: Time-varying CV with RU and high IES. See Figure IA.1 for plot

details.
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IA.C.36 RU-CV-LIES, ψ = 0.77

Term premia have hardly moved; yields become slightly more variable.

Figure IA.35: Time-varying CV with RU and low IES. See Figure IA.1 for plot

details.
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IA.C.37 RU-HCV-PCor, σc0 = 0.14, ρcx = 0.5

Term premia are positive: the first component of A (containing ρcx) dominates due

to the increase in consumption volatility. Nevertheless, term premia are smaller

than in the corresponding TSU case because the second component of A remains

negative.

Figure IA.36: Time-varying HCV with RU and positive ρcx. See Figure IA.1 for

plot details.
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IA.C.38 RU-HCV-NCor, σc0 = 0.14, ρcx = −0.5

Both components of A are negative, so term premia are negative and larger in

absolute value than in RU-CV.

Figure IA.37: Time-varying HCV with RU and negative ρcx. See Figure IA.1 for

plot details.
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