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		Equities have exhibited high returns relative to bonds and cash (bills) historically. The equity risk premium is a reward for bearing losses during bad times, where the risks of bad times are defined by low consumption growth, disasters, or long-run risks. Other investor characteristics including income and beliefs may also affect the equity risk premium. Equities have historically been a surprisingly poor hedge against inflation. While theory suggests that equity risk premiums are predictable, theory also suggests that the predictability is hard to detect statistically and this is verified empirically. Equity volatility, on the other hand, is much more predictable than equity risk premiums. 
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