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We developed a model that more accurately captures the hierarchical
volatility structure of asset returns, and analyzed the impact of investors® perceptions of
uncertainty and ambiguity avoidance on the relationship between returns and volatilities of
different assets and the effects on investment behavior. Specifically, we developed a quadratic
stochastic variance (QSV) model that more accurately represents the hierarchical volatility
structure of stock returns, and applied this model to improve the accuracy of credit risk analysis.
We also analyzed the dynamic relationship between the premia that investors demand for the
volatility of different assets. Furthermore, we empirically analyzed the impacts of investors®
ambiguity aversion on their investment behavior in markets of different countries and financial
instruments.
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