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1. Abstract 3.1. The influence of the estimation channel on the survival of agents 5. The predictability of returns

We study a class of endowment economies with long-run risks in which agents have generalized « Borovicka (2019, JPE): Pohl. Schmedders and Wilms (2021, JFE): the risk-sharing channel is When we calibrate the heterogeneous-agents model with smooth ambiguity to the post-war con-
recursive smooth ambiguity preferences and heterogeneous beliefs. The expected growth C ’ o sumption growth and dividend growth data, we find

rate of aggregate consumption consists of a persistent component. Agents cannot observe the
component but learn about it via Bayes’ rule. Meanwhile, agents hold different beliefs about
persistence of the long-run component. By examining a two-agent model, we find that:

very important such that it can overturn the traditional market selection result.

= Qur result: Not really if learning about long-run risk is taken into account
1. The agent with correct beliefs tends to dominate in the long run via the estimation channel.

= the model produces simulated P/D highly correlated with actual P/D

2. Both short-run shocks and long-run shocks contribute to the estimation channel. = the simulated P/D can reproduce predictability of returns

> djthe consumpiion share of e aggnt with the correc;t belief dommates‘m ﬁhe ong run, = Therefore, in our model, the share of the agent with incorrect beliefs diminishes toward zero = either the heterogeneous-agent model with Epstein-Zin utility or the representative-agent

even when both agents have recursive preferences without smooth ambiguity. . . . . . . . o . .. L .

A . . . . : . even when both agents have Epstein-Zin recursive utility with EIS>1 (of course, also holds models (with Epstein-Zin utility or smooth ambiguity utility) cannot explain time variations in
= 7) smooth ambiguity, in conjunction with state uncertainty, generates uncertainty sharing L L "
. . with time-separable CRRA utility). P/D data.

motive that leads to long-run survival of both agents.
= 3) the time-varying weights of agents and posterior beliefs help explain the time variation

of price-dividend ratios in the data. 3.2. The effect of the uncertainty-sharing channel on the survival of Figure 3. Time series p — d: the Epstein-Zin model
= 4) in a model with an ambiguity-averse agent and an ambiguity-loving agent, both agents agents Price-dividend ratio: the EZ model

survive in the long run if they hold different beliefs. 6F T . | | . | | =

When can both agents survive in the long-run equilibrium?

5.5 .

2. Framework = Our finding: when both agents have the generalized recursive smooth ambiguity
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A?H tfjl , hed{2,...,H} = Our finding: when the ambiguity-averse agent believes in lower persistence (incorrect belief)
Zh 1 A ﬂt+1 of long-run consumption risk. Table 1. Asset Pricing Moments
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