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		We propose a new measure of time-varying tail risk that is directly estimable from the cross section of returns. We exploit firm-level price crashes every month to identify common fluctuations in tail risk across stocks. Our tail measure is significantly correlated with tail risk measures extracted from S&P 500 index options, but is available for a longer sample since it is calculated from equity data. We show that tail risk has strong predictive power for aggregate market returns: A one standard deviation increase in tail risk forecasts an increase in excess market returns of 4.5% over the following year. Cross-sectionally, stocks with high loadings on past tail risk earn an annual three-factor alpha 5.4% higher than stocks with low tail risk loadings. These findings are consistent with asset pricing theories that relate equity risk premia to rare disasters or other forms of tail risk. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: tail risk, time-varying risk, conditional expected returns, cross section of returns

	
	

	
    

    
	

	
	
		JEL Classification: G11, G12, G13, G17

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kelly,  Bryan T. and Jiang,  Hao, Tail Risk and Asset Prices (August 1, 2013). Chicago Booth Research Paper No. 13-67,  Available at SSRN: https://ssrn.com/abstract=2321243 or http://dx.doi.org/10.2139/ssrn.2321243 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Bryan T. Kelly (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Yale SOM]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Yale SOM  ( email )

			

			
			
				
				
				
					135 Prospect Street
P.O. Box 208200
New Haven, CT  06520-8200
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: AQR Capital Management, LLC]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				AQR Capital Management, LLC  ( email )

			

			
			
				
				
				
					Greenwich, CT
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Hao Jiang

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Erasmus University Rotterdam (EUR)  ( email )

			

			
			
				
				
				
					Burgemeester Oudlaan 50
3000 DR Rotterdam, Zuid-Holland 3062PA
Netherlands

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				    1,961

			

		
		
		
			Abstract Views

			   10,354

		

		
		 
		
			Rank

			   12,570

		

		
	


	
		
            
            	       33 Citations
		

	

	
		
			
				       63 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Chicago Booth: Fama-Miller Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Chicago Booth: Fama-Miller Working Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            8,017

                                    

                                    
                                        PAPERS

                                              449

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,021

                                    

                                    
                                        PAPERS

                                           32,407

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            2,569

                                    

                                    
                                        PAPERS

                                           40,902

                                    

                                

                                
                            

                        

                    

                
	
                    Research Methods & Methodology in Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Research Methods & Methodology in Accounting eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,604

                                    

                                    
                                        PAPERS

                                            1,687

                                    

                                

                                
                            

                        

                    

                
	
                    Econometric Modeling: Capital Markets - Asset Pricing eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Econometric Modeling: Capital Markets - Asset Pricing eJournal

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

                                
                                    
                                        FOLLOWERS

                                              637

                                    

                                    
                                        PAPERS

                                           10,145

                                    

                                

                                
                            

                        

                    

                
	
                    Econometric Modeling: Capital Markets - Forecasting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Econometric Modeling: Capital Markets - Forecasting eJournal

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

                                
                                    
                                        FOLLOWERS

                                              617

                                    

                                    
                                        PAPERS

                                            2,356

                                    

                                

                                
                            

                        

                    

                
	
                    Econometric Modeling: Capital Markets - Risk eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Econometric Modeling: Capital Markets - Risk eJournal

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

                                
                                    
                                        FOLLOWERS

                                              608

                                    

                                    
                                        PAPERS

                                            9,314

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Predictive Regressions

                        
                            By
                                
                                
                                    
                                    Robert F. Stambaugh
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Consumption, Aggregate Wealth and Expected Stock Returns

                        
                            By
                                
                                
                                    
                                    Martin Lettau
                                     and 
                                
                                    
                                    Sydney C. Ludvigson
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Risks for the Long Run: A Potential Resolution of Asset Pricing Puzzles

                        
                            By
                                
                                
                                    
                                    Ravi Bansal
                                     and 
                                
                                    
                                    Amir Yaron
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Dividend Yields and Expected Stock Returns:  Alternative Procedures for Interference and Measurement

                            
                                By
                                    
                                    
                                        
                                        Robert J. Hodrick
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Understanding Risk and Return

                            
                                By
                                    
                                    
                                        
                                        John Y. Campbell
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Resurrecting the (C)Capm: A Cross-Sectional Test When Risk Premia are Time-Varying

                            
                                By
                                    
                                    
                                        
                                        Martin Lettau
                                         and 
                                    
                                        
                                        Sydney C. Ludvigson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Stock Return Predictability: Is it There?

                            
                                By
                                    
                                    
                                        
                                        Geert Bekaert
                                         and 
                                    
                                        
                                        Andrew Ang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Stock Return Predictability: Is it There?

                            
                                By
                                    
                                    
                                        
                                        Geert Bekaert
                                         and 
                                    
                                        
                                        Andrew Ang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Resurrecting the (C)Capm: A Cross-Sectional Test When Risk Premia Wre Time-Varying

                            
                                By
                                    
                                    
                                        
                                        Martin Lettau
                                         and 
                                    
                                        
                                        Sydney C. Ludvigson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Consumption-Based Asset Pricing

                            
                                By
                                    
                                    
                                        
                                        John Y. Campbell
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
