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		Abstract

		For a long time the classical expectation hypothesis has been challenged from both empirical and theoretical perspective. Still no one could explain entirely the existent bias between expected future spot rates and forward rates, the so called puzzle in the expectation hypothesis.  

In this work we will address this issue through arbitrage theory, in particular, focusing our attention in a connection of the classical expectation hypothesis to a certain probability measures where the relation between expected future spot rates and forward rates holds. We will approach this applying certain instantaneous spot rate models, verifying in these models that through changes from "real world" probability measure to other probability measures, we will find adjustments that will able us to explain this bias in the expectation hypothesis. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			França,  Renato and Gaspar,  Raquel M., Expectation Hypothesis Bias: Risk Aversion versus Stochastic Adjustments (December 1, 2011). ADVANCE working paper Series, n. 1/2011,  Available at SSRN: https://ssrn.com/abstract=2417268 or http://dx.doi.org/10.2139/ssrn.2417268 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Renato França

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Willis Towers Watson]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Willis Towers Watson  ( email )

			

			
			
				
				
				
					875 Third Avenue
New York, NY  10022
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Raquel M. Gaspar (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				ISEG and Cemapre/REM, Universidade de Lisboa  ( email )

			

			
			
				
				
				
					Rua Miguel Lupi, 20
room 510
Lisbon, 1249-078
Portugal

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       54

			

		
		
		
			Abstract Views

			      915

		

		
		 
		
			Rank

			  679,268

		

		
	


	
		
            
            	        3 Citations
		

	

	
		
			
				       24 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    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

                                    

                                

                                
                            

                        

                    

                
	
                    Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

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

                                
                                    
                                        FOLLOWERS

                                              797

                                    

                                    
                                        PAPERS

                                            8,027

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Convexity Meets Replication: Hedging of Swap Derivatives and Annuity Options

                        
                            By
                                
                                
                                    
                                    Wendong Zheng
                                     and 
                                
                                    
                                    Yue Kuen Kwok
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        New No-Arbitrage Conditions and the Term Structure of Interest Rate Futures

                        
                            By
                                
                                
                                    
                                    Kristian R. Miltersen, 
                                    
                                
                                    
                                    J. Aase Nielsen, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Convexity Correction by a Finite Replication Portfolio

                        
                            By
                                
                                
                                    
                                    Manuel Wittke
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            In-Arrears Term Structure Products: No Arbitrage Pricing Bounds and the Convexity Adjustments

                            
                                By
                                    
                                    
                                        
                                        Klaus Sandmann
                                         and 
                                    
                                        
                                        An Chen
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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 © 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-l200 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
