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Theme
The paper

A general equilibrium model with long-run productivity risk
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Theme
My discussion

A perfect R&R:
Addressing an important question with a promising framework
Lacking focus and clarity (temporary, however)
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Review
The Model
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Review
Innovation: Long-run productivity risk
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Document some empirical support
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Review
Quantitative results

Table 3

Production Economy: Benchmark Calibration

Panel A: Calibration

µ σ σx ρ δk α τ δ12 γ Ψ

.165% .60% 5.5%σ .98 .5% .33 .98 .98 30 2

Panel B: General Statistics

Mean St. Dev. ACF1

Model Data Model Data Model Data

Ct+1/Ct 2.0 2.0 1.4 1.4 .35 .32

It+1/It 2.0 2.4 1.8 7.0 .30 .5

It/Yt 25 20 0.5 2.0 .98 .97

rd
t+1 − rf

t 4.8 6.0 4.0 16.0 .05 .01

rf
t 1.2 1.1 .34 1.5 .97 .90

pt − dt 3.25 3.2 .11 .35 .98 .96

Panel C: Cross-Correlations

DATA MODEL

∆Yt ∆It ∆Ct ∆Yt ∆It ∆Ct

∆It .85 ∆It .75

∆Ct .83 .43 ∆Ct .94 .51

rd
t .12 .02 .18 rd

t .50 .76 .29

Panel A shows the benchmark monthly calibration. In panels B and C, all the statistics are

annualized and multiplied by 100. The entries for the models are based on 500 simulations

each with 600 monthly observations that are time-aggregated to a quarterly frequency.

Data are quarterly (1947:Q1–2003:Q2); more details can be found in Appendix A. In this

table l = .82.
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Refocus
IID TFP growth, AR[1] TFP, or ARMA[1,1] TFP growth?

Asset pricing dynamics under traditional TFP processes:
Kaltenbrunner and Lochstoer (2006): IID TFP growth, AR[1] TFP
Campanale, Castro, and Clementi (2006): AR[1] TFP
Kuehn (2008): IID TFP growth

How does the ARMA[1,1] specification change asset pricing dynamics?
Can the Bansal and Yaron (2004) insight survive the GE extension?
Does consumption smoothing hurt or help?
What production-side frictions are necessary?

Lu Zhang (Michigan) Discussion Whistler 10 / 12



Specifics
Focus on the news! (Margin notes on my copy provide more details)

1 News: Long-run risk decreases the level of adjustment costs required
for generating a reasonable equity premium

2 News: A high equity premium with a moderate correlation between
consumption growth and excess returns

3 News: Less-than-perfect correlations between consumption growth,
investment growth, and output growth

4 Predictability: Can long-run risk decrease the required level of
investment commitment?

5 Start the Introduction with the third paragraph on p. 4
6 Shorten the discussion on adjustment costs, IES, and RRA

Items 1–4 need documentation on comparisons with RW and AR[1] TFP
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