

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	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
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Term Structures of Coentropy in International Financial Markets

	
    
        
            
            







    
    










    
    
    
    











			
                    Fisher College of Business Working Paper No. 2013-03-17
 
                    Charles A. Dice Center Working Paper No. 2013-17
 
        

    
	

	
	
		
		
			54 Pages
		
		

		Posted: 24 Oct 2013
		
			Last revised: 22 Sep 2017
		
		
	

	
		
			
			




	See all articles by Fousseni Chabi-YoFousseni Chabi-Yo
University of Massachusetts Amherst - Isenberg School of Management
Ric Colacito
University of North Carolina Kenan-Flagler Business School; NBER


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: September 21, 2017

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We propose a new entropy-based correlation measure (coentropy) to evaluate the performance of international asset pricing models. Coentropy captures the codependence of two random variables beyond normality. We document that the coentropy of international stochastic discount factors (SDFs) can be decomposed into a series of entropy-based correlations of permanent and transitory components of the SDFs. We employ the cross section of G-10 countries to obtain model-free estimates of all the components of coentropy at various horizons and show that a model featuring two predictable components of consumption growth rates, global disasters, and recursive preferences is needed to account for the composition of codependence at all horizons. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
		JEL Classification: C62, F31, G12

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chabi-Yo,  Fousseni and Colacito,  Riccardo, The Term Structures of Coentropy in International Financial Markets (September 21, 2017). Fisher College of Business Working Paper No. 2013-03-17, Charles A. Dice Center Working Paper No. 2013-17,  Available at SSRN: https://ssrn.com/abstract=2341772 or http://dx.doi.org/10.2139/ssrn.2341772 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Fousseni Chabi-Yo (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Massachusetts Amherst - Isenberg School of Management  ( email )

			

			
			
				
				
				
					Amherst, MA  01003-4910
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Riccardo Colacito

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of North Carolina Kenan-Flagler Business School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of North Carolina Kenan-Flagler Business School  ( email )

			

			
			
				
				
				
					Kenan-Flagler Business School
Chapel Hill, NC  27599-3490
United States

				

				
			

			
				
				
					HOME PAGE: http://drric.web.unc.edu/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				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

				      604

			

		
		
		
			Abstract Views

			    3,692

		

		
		 
		
			Rank

			   82,541

		

		
	


	
		
            
            	       14 Citations
		

	

	
		
			
				       34 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Ohio State University, Fisher College of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Ohio State University, Fisher College of Business Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            6,942

                                    

                                    
                                        PAPERS

                                              597

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Darren T. Roulstone at Ohio State University (OSU) - Fisher College of Business, Kewei Hou at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Kenan Institute of Private Enterprise Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Kenan Institute of Private Enterprise Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            5,249

                                    

                                    
                                        PAPERS

                                              866

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ashley Wolf at University of North Carolina (UNC) at Chapel Hill - Frank Hawkins Kenan Institute of Private Enterprise, Paige Ouimet at University of North Carolina (UNC) at Chapel Hill - Kenan-Flagler Business School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    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

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,409

                                    

                                

                                
                            

                        

                    

                
	
                    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

                                           10,147

                                    

                                

                                
                            

                        

                    

                
	
                    Econometric Modeling: International Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Econometric Modeling: International Economics eJournal

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

                                
                                    
                                        FOLLOWERS

                                              634

                                    

                                    
                                        PAPERS

                                            6,419

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            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-l100 in   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
