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		Abstract

		In order to develop a model that its both business cycles and asset pricing facts, this paper introduces a small, time-varying risk of economic disaster in an otherwise standard real business cycle model. This simple feature can generate large and volatile risk premia. The paper establishes two simple theoretical results: first, under some conditions, when the probability of disaster is constant, the risk of disaster does not affect the path of macroeconomic aggregates - a "separation theorem" between quantities and asset prices in the spirit of Tallarini (2000). Second, shocks to the probability of disaster, which generate variation in risk premia over time, are observationaly equivalent to preference shocks, and thus have a significant effect on macroeconomic aggregates: an increase in the perceived probability of disaster can lead to a collapse of investment and a recession, with no current or future change in productivity. This model thus allows to analyze the effect of a shock to "risk aversion" or a shock to beliefs on the macroeconomy (e.g. Fall 2008). Interestingly, this model is, at least qualitatively, consistent with the well-known facts that the stock market, the yield curve, and the short rate predict GDP growth, facts which are difficult to replicate in a standard model. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: business cycles, equity premium, term premium, return predictability, disasters, rare events, jumps

	
	

	
    

    
	

	
	
		JEL Classification: E32, E44, G12

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Gourio,  Francois, Time-Varying Risk of Disaster, Time-Varying Risk Premia, and Macroeconomic Dynamics (March 18, 2009).  Available at SSRN: https://ssrn.com/abstract=1362331 or http://dx.doi.org/10.2139/ssrn.1362331 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Francois Gourio (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Federal Reserve Bank of Chicago  ( email )

			

			
			
				
				
				
					230 South LaSalle Street
Chicago, IL  60604
United States

				

				
			

			
				
				
					HOME PAGE: http://sites.google.com/site/fgourio
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      126

			

		
		
		
			Abstract Views

			      948

		

		
		 
		
			Rank

			  406,810

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       70 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,411

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,524

                                    

                                    
                                        PAPERS

                                           15,238

                                    

                                

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              984

                                    

                                    
                                        PAPERS

                                           24,643

                                    

                                

                                
                            

                        

                    

                
	
                    Urban & Regional Resilience eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Urban & Regional Resilience eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              419

                                    

                                    
                                        PAPERS

                                            1,762

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        David S. Bieri at Virginia Polytechnic Institute & State University - School of Public and International Affairs (SPIA), Paul Knox at Virginia Polytechnic Institute & State University

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Long-Run Risk Through Consumption Smoothing

                        
                            By
                                
                                
                                    
                                    Georg Kaltenbrunner
                                     and 
                                
                                    
                                    Lars A. Lochstoer
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Asset Pricing in a Production Economy with Chew-Dekel Preferences

                        
                            By
                                
                                
                                    
                                    Claudio Campanale, 
                                    
                                
                                    
                                    Rui Castro, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Asset Pricing in a Production Economy with Chew-Dekel Preferences

                        
                            By
                                
                                
                                    
                                    Claudio Campanale, 
                                    
                                
                                    
                                    Rui Castro, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Disaster Risk and Business Cycles

                            
                                By
                                    
                                    
                                        
                                        Francois Gourio
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit Risk and Disaster Risk

                            
                                By
                                    
                                    
                                        
                                        Francois Gourio
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit Risk and Disaster Risk

                            
                                By
                                    
                                    
                                        
                                        Francois Gourio
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit Risk and Disaster Risk

                            
                                By
                                    
                                    
                                        
                                        Francois Gourio
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Bond Premium in a DSGE Model with Long-Run Real and Nominal Risks

                            
                                By
                                    
                                    
                                        
                                        Glenn D. Rudebusch
                                         and 
                                    
                                        
                                        Eric T. Swanson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Disasters Risk and Business Cycles

                            
                                By
                                    
                                    
                                        
                                        Francois Gourio
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Long-Run Productivity Risk: A New Hope for Production-Based Asset Pricing?

                            
                                By
                                    
                                    
                                        
                                        Mariano (max) Massimiliano Croce
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.085 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
