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order to isolate the economic effects of persistent expected growth rates from 
those of fluctuating economic uncertainty, we report our results first for Case 
I, where fluctuating economic uncertainty has been shut off (,w is set to zero), 
and then consider the model specification where both channels are operational. 

A. Persistent Expected Growth 

In Table I we display the time-series properties of the model given in (4). The 
specific parameters are given below the table. In spite of a persistent growth 
component, the model's implied time-series properties are largely consistent 
with the data. 

Barsky and DeLong (1993) rely on a persistence parameter p equal to 1. 
We calibrate p at 0.979; this ensures that expected consumption growth rates 
are stationary and permits the possibility of large dividend elasticity of equity 
prices and equity risk premia. Our choice of Ce and a is motivated to ensure that 
we match the unconditional variance and the autocorrelation function of annual 
consumption growth. The standard deviation of the one-step ahead innovation 
in consumption, that is a, equals 0.0078. This parameter configuration implies 
that the predictable variation in monthly consumption growth, that is, the R2, is 

Table I 

Annualized Time-Averaged Growth Rates 
The model parameters are based on the process given in equation (4). The parameters are 
i = Ad = 0.0015, p = 0.979, a = 0.0078,0 = 3, pe = 0.044, and Pd = 4.5. The statistics for the data 
are based on annual observations from 1929 to 1998. Consumption is real nondurables and ser- 
vices (BEA); dividends are from the CRSP value-weighted return. The expression AC(j) is the jth 
autocorrelation, VR(j) is the jh variance ratio, and corr denotes the correlation. Standard errors 
are Newey and West (1987) corrected using 1l lags. The statistics for the model are based on 1,000 
simulations each with 840 monthly observations that are time-aggregated to an annual frequency. 
The mean displays the mean across the simulations. The 95% and 5% columns display the esti- 
mated percentiles of the simulated distribution. The p-val column denotes the number of times in 
the simulation the parameter of interest was larger than the corresponding estimate in the data. 
The Pop column refers to population value. 

Data Model 

Variable Estimate SE Mean 95% 5% p-Val Pop 

a(g) 2.93 (0.69) 2.72 3.80 2.01 0.37 2.88 
AC(1) 0.49 (0.14) 0.48 0.65 0.21 0.53 0.53 
AC(2) 0.15 (0.22) 0.23 0.50 -0.17 0.70 0.27 
AC(5) -0.08 (0.10) 0.13 0.46 -0.13 0.93 0.09 
AC(10) 0.05 (0.09) 0.01 0.32 -0.24 0.80 0.01 

VR(2) 1.61 (0.34) 1.47 1.69 1.22 0.17 1.53 
VR(5) 2.01 (1.23) 2.26 3.78 0.79 0.63 2.36 
VR(10) 1.57 (2.07) 3.00 6.51 0.76 0.77 2.96 

U(gd) 11.49 (1.98) 10.96 15.47 7.79 0.43 11.27 
AC(1) 0.21 (0.13) 0.33 0.57 0.09 0.53 0.39 
corr(g,gd) 0.55 (0.34) 0.31 0.60 -0.03 0.07 0.35 


