
TABLE V
CALIBRATED MODEL FOR RATES OF RETURN

(1) (2) (3) (4) (5) (6) (7)
Parameters

No
disasters Baseline

Low



High
p

Low
q

Low



Low
�


 (coeff. of relative risk
aversion) 4 4 3 4 4 4 4

� (s.d. of growth rate, no
disasters) 0.02 0.02 0.02 0.02 0.02 0.02 0.02

� (rate of time
preference) 0.03 0.03 0.03 0.03 0.03 0.03 0.02


 (growth rate,
deterministic part) 0.025 0.025 0.025 0.025 0.025 0.020 0.025

p (disaster probability) 0 0.017 0.017 0.025 0.017 0.017 0.017
q (bill default probability

in disaster) 0 0.4 0.4 0.4 0.3 0.4 0.4

Variables
Expected equity rate 0.128 0.071 0.076 0.044 0.071 0.051 0.061
Expected bill rate 0.127 0.035 0.061�0.007 0.029 0.015 0.025
Equity premium 0.0016 0.036 0.016 0.052 0.042 0.036 0.036
Expected equity rate,

conditional 0.128 0.076 0.081 0.052 0.076 0.056 0.066
Face bill rate 0.127 0.037 0.063�0.004 0.031 0.017 0.027
Equity premium,

conditional 0.0016 0.039 0.019 0.056 0.045 0.039 0.039
Price-earnings ratio 9.7 19.6 17.8 37.0 19.6 27.8 24.4
Expected growth rate 0.025 0.020 0.020 0.018 0.020 0.015 0.020
Expected growth rate,

conditional 0.025 0.025 0.025 0.025 0.025 0.020 0.025

Levered results (debt-equity ratio is � � 0.5)
Expected equity rate 0.129 0.089 0.084 0.071 0.092 0.069 0.079
Equity premium 0.0024 0.054 0.024 0.078 0.063 0.059 0.054
Expected equity rate,

conditional 0.129 0.096 0.091 0.080 0.099 0.076 0.086
Equity premium,

conditional 0.0024 0.059 0.028 0.084 0.068 0.059 0.059

Cells show the calibrated model’s rates of return and growth rates, based on the indicated parameter
values. The distribution of disaster sizes b comes from Table I (Figure I, panel A). The expected rate of return
on equity is in (9). The expected rate of return on bills is in (12). The equity premium is the difference between
these two rates. The expected rate of return on equity conditioned on no disasters is in (10). The face bill rate
is in (11). The equity premium conditioned on no disasters is the difference between these two rates. The
price-earnings ratio is in (17). The expected growth rate is in (18), and the expected growth rate conditioned
on no disasters is in (19). The levered expected rate of return on equity is in (22), and the levered equity
premium is in (23). Conditioning on no disasters raises the levered expected return on equity by p � Eb � (1 �
� � q�) and the levered equity premium by (1 � �) � p � (1 � q) � Eb.
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