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Abstract: This paper proposes an affine term structure model in a stochastic
volatility setting. It provides a useful modeling tool to bridge the two strands
of macroeconomic and finance research: the DSGE-VAR with stochastic
volatility and the macro-finance model of term structure. In the model, the

"t‘ l:l % state vector follows a VAR; its innovations are conditional normal with a
time-varying variance-covariance following a Wishart Autoregression
process, which directly drives the risk price in the stochastic discount factor.
In this setting, the yield curve under no-arbitrage is determined both by the

8 l@j:jﬁ}\m state vector and its stochastic volatility-covolatility matrix. A DSGE-VAR with
: j\jlnﬁ'ﬁ o stochastic volatility can readily be cast into the state of this term structure

o Ak model. Simulation of the baseline model shows that: 1) two factors are

" Z”’j] S sufficient to fully reproduce all typical shapes of the yield curve; 2) Volatility

- B and Covolatility has sizable effect on medium to long maturity yields; 3)

« VOB e )

volatility is a curvature factor of the yield curve, and the net effect of a
" %EZ - multivariate variance-covariance matrix is also a curvature factor; 4)
. D'Affi'“% - expected excess returns are explicitly linked to the volatility-covolatility of

o WS ’; ) state innovations; 5) the model can well explain the bond yield "conundrum"
° Tﬁ'iﬁﬂgj”ﬁ in 2004-2005, where the long term interest rate remains low while short
o MLBRE ‘ term rate keeps rising continuously.

= 06Z¢ 1 17k

. 4 : . - . .

07 L?d:’:t Keywords: Term structure, Stochastic volatility, Wishart Autoregressive
« 08Z¢ M t/E
process
. 09ZL I 7k
. SN e
101 178 JEL classification: G12, E43

IR /1 R 7 AR

= OBZ Mt/
= 062 M /1
. O7ZH L
= 08ZM L/

= 092t I—%: ATypeof HOMBased - 4: Procuring Commoditie
« 1040w R
o ARBEXE AL
o WA
= 08 %/
REYIS A
%C—ET};(\)OSF ek PR
’ " ST 5 K2 3 R 2R B S5 225 HEA308
o 2009 Hlk 2k ,
i i: 361005
o 2010 Bl N
s RS Ik HL1%: 86-592-2188827
7 s fb  11:86-592-2187708
o ~Te )
 mEm L7 B wise@xmu.edu.cn

o BRI H
. UHERS

o AW H R L

o 1ZAYY B & G S R RE
o R
. 2009% 7%
« 2009% %
. 2008% 7



= 2008%F%=
. 2007HZ
0 AR R
. R
= 2009% ZF
. 2009% 7
= 2008%ZF
. 2008% 7
. 2007HZF
. 2007H 7
. 2006
. 2005
o HE¥H R
. R
= 2009% ZF
. 2009% 7
= 2008%ZF
. 20087
. 2007HZF
. 2007H 7
o B AR R
. 2011% %
. 2010%ZF
. 2010%# 7%
= 2009% ZF
. 2009% 7
= 2008%ZF
0 PAESEAR
5 SMU-MAF| i
. AR
= 2008%ZF
. 2008% 7
. SUUEE
o RPEE %S IR
o &I
. 2010
. 2009
. 2008
. 2007
= 2006
. 2005

o FHAERFERATH
o HFARBRM
o BEETE
o YHERET&
o HEEMTE
o BT &
o AP AFE
o WISEit iz
o WISEZ i W
o WISERE T
o EITROL
. BEAEEAE
o ASCHLER
o JHKROL
o RO
o WA
o RN OFJCSE. XL [ G D
o JEYNTE CIHLE D
o BRI

o A



