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Figure 1

Joint distributions of yt and yt−1 in the fundamental and non-fundamental cases, for different distributions of the errors εt

Note: Each of the four panels displays contour plots associated with the joint distributions of yt and yt−1, where yt follows an MA(1)
process: yt =εt −θεt−1, where the εt are i.i.d. Whereas the black lines correspond to the case θ =−2 and V (εt )=1 (non-fundamental
process), the grey lines correspond to θ =−1/2 and V (εt )=θ2 (fundamental process with same spectral density). The titles of the panels
indicate the distribution types of the εt ’s. For Panel b (mixture of Gaussian distributions), εt is drawn from the Gaussian distribution
N (0,σ2

1 ) with probability p and from N (0,σ2
2 ) with probability 1−p; specifically, we set: µ1 =−0.7, µ2 =0.7, σ1 =0.32, σ2 =0.95,

p=0.5, which results in a zero-mean unit-variance distribution with order 3 and order 4 cumulants of 0.85 and 0, respectively.

the non-fundamental case, the shock εt is drawn from N (µ1,σ
2
1 ) with probability p and from

N (µ2,σ
2
2 ) with probability 1−p. We set: µ1 =−0.7, µ2 =0.7, σ1 =0.32, σ2 =0.95, p=0.5,

which results in a zero-mean unit-variance distribution with order 3 and order 4 cumulants of
0.85 and 0, respectively.29

For the ML approach (Subsections 4.1), and for each of the four distributions, we estimate
five parameters: θ , the variance of εt and three parameters specifying a mixture of Gaussian
distributions with zero mean and unit variance. As far as the Student distributions are concerned,

29. In their Monte Carlo experiment, Gospodinov and Ng (2015) also consider a distribution characterized by
κ3 =0.85 and κ4 =0.
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