Table 1

Estimates of the GARCH Process for Inflation
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h, 0.0083 3.98 0.000
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Table 2

Real and Nominal Term Structure Parameter Estimates
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Parameter | No GARCH | h, GARCH | hy; GARCH | h,GARCH | h,, hs, h, GARCH
T 0.0258™" 0.0241™" 0.0416" 0.0258™" 0.0322""
a 0.6929 0.5625 0.4949" 0.6928" 0.4916
ar -2.762" -2.7236" -2.3683" -2.762" 242247
B 0.7405" 0.8285 0.8323" 0.7415" 1.0669"
by -1.8036 -1.4668" -1.2476 -1.8027" -1.2543"
b, 2.7787 2.2795 1.848" 27773 1.8482"

7 -0.1311 -0.597" -0.6659"" -0.131 -0.9093™"
7 -0.9822"" -1.3765" -1.0281"" -0.9826"" -1.0295™"

7 0.0126" 0.0119" 0.0252"" 0.0127" 0.0157"
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o) -0.0427 -0.0188 0.1372" -0.0418 01975
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o -0.0752"" -0.073™ -0.1408™" -0.0759"" -0.1586"
h, 0.02494™" 0.02504"" 0.024576"" |  0.02494"" 0.02508""
dn -1.9082""" -1.9891""
dap 0.001388"" 0.001419™
dys -25.48"" 0.08

h 0.02571"" 0.026851"" | 0.016703"" | 0.02571"" 0.017029™"
da -6.033"" -6.0448™"
ds 0.001331"" 0.001386
dss 33.337 3261

h, 0.010536" | 0.011916 | 0.010296 | 0.010488"" | 0.009849""
du -11.9984 -2.28417
di 0.000022 0.000031""
dus -0.51 -179.51

& 60.06" 58.2"" -16.00"" 59.96" -19.937

b -39.54"" -39.35" -4.06" -39.49" 6.88"

A -7.41 -13.177 50.18"" -7.44 50.25"

& 19.27" 13.25™ 27.54" 18.40™" 36.27"




0.0038 0.0037 0.0035 0.0038 0.0035

v 0.0039 0.0038 0.0040 0.0039 0.0039

u 0.0027 0.0026 0.0027 0.0027 0.0027
Ln Likelihood | 32443.314 32515.500 32632.206 | 32443.314 32686.266
Reject No GARCH? Yes Yes No Yes

Note: *** ** and * denotes statistical significance at the 1%, 5%, and 10% level. w, v, and u are
the standard deviations of the measurement errors for nominal Treasury yields, survey inflation
rate forecasts, and inflation swap rates, respectively. For each set of estimates, the parameters of
the GARCH process for inflation (%) are fixed at the point estimates reported in Table 1.




Estimated Steady State Standard Deviations and Correlations

Table 3

IN(lesaf 1) T+ At It at Ol st
In(le /1) 0.0083
Ths st 0.333 0.0266
Mot -0.237 -0.844 0.0318
Ctea it 0.158 0.131 -0.244 0.0104

Note: The diagonal elements are annualized, one-month standard deviations while the off-
diagonal elements are one-month correlations. These standard deviations and correlations assume

that the GARCH processes are at their steady-state levels: h it = ﬁl ,J=1,...,4. Parameter

estimates are from the full model.
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Standard Deviations of Actual and Expected Inflation
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Figure2

Expected Inflation and Its Central Tendency
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Figure3

Expected Paths of Inflation, Real Rate, and Central Tendency
Following One Standerd Deviation Jump in Expected Inflation
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Figure4

Expected Paths of Inflation, Real Rate, and Central Tendency
Following One Standard Deviation Jump in Expected Inflation
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Yields

Figure5

Real & Nominal Yield Curves with Inflation Expectations
(All State Variables Equal Their Steady States)
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Yields

Figure6

Real & Nominal Yield Curves with Inflation Expectations
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Figure7

Nominal, Real, and Inflation Risk Premia

All Variables Initialized at Steady

States
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Figure8

Ten-Year Expected Inflation and
Real and Nominal Risk Premia
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