Figure 1: Probability of Being in State 0

Using Equation 2 - Switching in means only

1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 0.0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

Figure 2: Probability of Being in State 0

Using Equation 4 - Switching in variances only

1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 0.0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

Figure 3: Expected Excess Returns

Using Equation 6 - Symmetric effects of lagged price-dividend ratio

1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985

-0.005

0.000

0.005

0.010

0.015

0.020

Expected Excess Returns Per Month

Figure 4: Expected Excess Returns

Using Equation 7 - Assymmetric effects of lagged price-dividend ratio

1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985

-0.06

-0.04

-0.02

0.00

0.02

0.04

0.06

0.08

0.10

State 0 State 1

Expected Excess Returns Per Month

Figure 5: Probability of Remaining in States 0 and 1

Using Equations 8-10 (Unrestricted Switching Regression)

1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 0.5

0.6

0.7

0.8

0.9

Probability of Remaining in State 0 (q) Probability of Remaining in State 1 (p)

Figure 6: Probability of Transition from State 0 into State 1

Using Equations 8-10 (Unrestricted Switching Regression)

1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985

0.000

0.005

0.010

0.015

0.020

0.025

0.030

0.035