

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
				
			
		
			
		
			
				
			
		
			
		
			
				
			
		
			
		
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Countercyclical Currency Risk Premia

	
    
        
            
            







    
    










    
    
    
    











			
                    Journal of Financial Economics (JFE), Forthcoming
 
                    AFA 2011 Denver Meetings Paper
 
                    Jacobs Levy Equity Management Center for Quantitative Financial Research Paper
 
        

    
	

	
	
		
		
			58 Pages
		
		

		Posted: 26 Jan 2010
		
			Last revised: 10 Sep 2020
		
		
	

	
		
			
			




	See all articles by Hanno N. LustigHanno N. Lustig
Stanford Graduate School of Business; National Bureau of Economic Research (NBER)
Nikolai L. Roussanov
University of Pennsylvania - The Wharton School; National Bureau of Economic Research (NBER)
Adrien Verdelhan
National Bureau of Economic Research (NBER); Massachusetts Institute of Technology (MIT) - Sloan School of Management


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Countercyclical Currency Risk Premia

								
							
							
							
								Journal of Financial Economics (JFE), Forthcoming, AFA 2011 Denver Meetings Paper, Jacobs Levy Equity Management Center for Quantitative Financial Research Paper
							

							
							
								
									Number of pages: 58
								
								
									Posted: 26 Jan 2010
								
								
									Last Revised: 10 Sep 2020
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							2,040
							
						

					

					
					

					
						
							
						

						
							
								
									Countercyclical Currency Risk Premia
									

								
							
							
							
								NBER Working Paper No. w16427
							

							
							
								
									Number of pages: 78
								
								
									Posted: 04 Oct 2010
								
								
									Last Revised: 22 May 2022
								
							

							
						

						
							
							Downloads
							   69
							
						

					

					
				

			

		

	

	


	
	
	
	
		
	
	
		
			Date Written: January 13, 2012

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We describe a novel currency investment strategy, the `dollar carry trade,' which delivers large excess returns, uncorrelated with the returns on well-known carry trade strategies. Using a no-arbitrage model of exchange rates we show that these excess returns compensate U.S. investors for taking on aggregate risk by shorting the dollar in bad times, when the price of risk is high. The counter-cyclical variation in risk premia leads to strong return predictability: the average forward discount and U.S. industrial production growth rates forecast up to 25% of the dollar return variation at the one-year horizon. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Exchange Rates, Forecasting, Risk Premia

	
	

	
    

    
	

	
	
		JEL Classification: G12, G15, F31

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Lustig,  Hanno N. and Roussanov,  Nikolai L. and Verdelhan,  Adrien and Verdelhan,  Adrien, Countercyclical Currency Risk Premia (January 13, 2012). Journal of Financial Economics (JFE), Forthcoming, AFA 2011 Denver Meetings Paper, Jacobs Levy Equity Management Center for Quantitative Financial Research Paper,  Available at SSRN: https://ssrn.com/abstract=1541230 or http://dx.doi.org/10.2139/ssrn.1541230 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Hanno N. Lustig

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Stanford Graduate School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Stanford Graduate School of Business  ( email )

			

			
			
				
				
				
					Stanford GSB
655 Knight Way
Stanford, CA California 94305-6072
United States
3108716532 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Nikolai L. Roussanov

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Pennsylvania - The Wharton School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Pennsylvania - The Wharton School  ( email )

			

			
			
				
				
				
					3641 Locust Walk
Philadelphia, PA  19104-6365
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Adrien Verdelhan (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Massachusetts Institute of Technology (MIT) - Sloan School of Management]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Massachusetts Institute of Technology (MIT) - Sloan School of Management  ( email )

			

			
			
				
				
				
					100 Main Street
E62-416
Cambridge, MA  02142
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    2,040

			

		
		
		
			Abstract Views

			   11,009

		

		
		 
		
			Rank

			   13,840

		

		
	


	
		
            
            	       30 Citations
		

	

	
		
			
				       49 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    The Wharton School, University of Pennsylvania Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                The Wharton School, University of Pennsylvania Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,891

                                    

                                    
                                        PAPERS

                                            3,138

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marcella Barnhart at University of Pennsylvania - The Wharton School, Mia Wells at University of Pennsylvania - The Wharton School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Capital Markets: Market Efficiency eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Efficiency eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,918

                                    

                                    
                                        PAPERS

                                           23,377

                                    

                                

                                
                            

                        

                    

                
	
                    Wharton Research Data Services (WRDS) Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Wharton Research Data Services (WRDS) Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,032

                                    

                                    
                                        PAPERS

                                            4,361

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robert Zarazowski at Wharton Research Data Services (WRDS), Rui Dai at Wharton Research Data Services (WRDS), Jun Wu at Wharton Research Data Services (WRDS)

                                    

                                
                            

                        

                    

                
	
                    Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,524

                                    

                                    
                                        PAPERS

                                           15,238

                                    

                                

                                
                            

                        

                    

                
	
                    Jacobs Levy Equity Management Center for Quantitative Financial Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Jacobs Levy Equity Management Center for Quantitative Financial Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,045

                                    

                                    
                                        PAPERS

                                              210

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Christopher Geczy at University of Pennsylvania - The Wharton School, Finance Department, A. Craig Mackinlay at University of Pennsylvania - The Wharton School, Finance Department

                                    

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              984

                                    

                                    
                                        PAPERS

                                           24,643

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Forward Discount Anomaly and the Risk Premium: A Survey of Recent   Evidence

                        
                            By
                                
                                
                                    
                                    Charles M. Engel
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Puzzles in International Financial Markets

                        
                            By
                                
                                
                                    
                                    Karen K. Lewis
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Cross-Section of Foreign Currency Risk Premia and Consumption Growth Risk

                        
                            By
                                
                                
                                    
                                    Hanno N. Lustig
                                     and 
                                
                                    
                                    Adrien Verdelhan
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Cross-Section of Foreign Currency Risk Premia and Consumption Growth Risk

                            
                                By
                                    
                                    
                                        
                                        Hanno N. Lustig
                                         and 
                                    
                                        
                                        Adrien Verdelhan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Returns to Currency Speculation

                            
                                By
                                    
                                    
                                        
                                        A. Craig Burnside, 
                                        
                                    
                                        
                                        Martin Eichenbaum, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Returns to Currency Speculation

                            
                                By
                                    
                                    
                                        
                                        A. Craig Burnside, 
                                        
                                    
                                        
                                        Martin Eichenbaum, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Cross-Section of Currency Risk Premia and Us Consumption Growth Risk

                            
                                By
                                    
                                    
                                        
                                        Hanno N. Lustig
                                         and 
                                    
                                        
                                        Adrien Verdelhan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Cross-Section of Foreign Currency Risk Premia and Consumption Growth Risk: A Reply

                            
                                By
                                    
                                    
                                        
                                        Hanno N. Lustig
                                         and 
                                    
                                        
                                        Adrien Verdelhan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Cross-Section of Foreign Currency Risk Premia and Consumption Growth Risk: A Reply

                            
                                By
                                    
                                    
                                        
                                        Hanno N. Lustig
                                         and 
                                    
                                        
                                        Adrien Verdelhan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Carry Trades and Currency Crashes

                            
                                By
                                    
                                    
                                        
                                        Markus K. Brunnermeier, 
                                        
                                    
                                        
                                        Stefan Nagel, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.157 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
