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ABSTRACT

In this paper we investigate the sources of the important shifts in the volatility of U.S.

macroeconomic variables in the postwar period. To this end, we propose the estimation of DSGE

models allowing for time variation in the volatility of the structural innovations. We apply our

estimation strategy to a large-scale model of the business cycle and find that investment specific

technology shocks account for most of the sharp decline in volatility of the last two decades.
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Figure 1: Stochastic Volatility of the DSGE Model Shocks
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Figure 2: Variance Decomposition for Output Growth 1/

1/  For variance decompositions, medians need not add up to exactly one, but means do 
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Figure 3: Selected Variance Decomposition for Other Series 
( Series , Shock ) 
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Figure 4: DSGE Spectral Variance Decomposition for Output  1/

1/  For variance decompositions, medians need not add up to exactly one, but means do 

Spectrum decomposition for (log) output, in deviations from the model's common stochastic trend, for periodicities between 
8 and 32 quarters
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Figure 6: Actual and counterfactual standard deviation (std) for output growth 

Counterfactual std obtained by fixing for the remainder of the sample the std of each shock, one at a time, to the average 
level of the time variying standard deviations in 1980
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Note: Consistent with the data used to estimate the DSGE model,
Consumption corresponds to Non-Durables and Services, while

Investment is the sum of Private Investment and Durables
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Figure 9: Mortgage Spreads
Levels and Time Varying Standard Deviations

Median standard deviation from an AR(4) with stochastic volatility



Figure 10:  Actual and counterfactual standard deviation (std) for output growth exlcuding stocks

Counterfactual std obtained by fixing for the remainder of the sample the std of each shock, one at a time, to the average level of the time variying 
standard deviations in 1980
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