

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    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
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	A Fractionally Cointegrated VAR Model with Deterministic Trends and Application to Commodity Futures Markets

	
    
        
            
            







    
    










    
    
    
    











			
                    Journal of Empirical Finance, Vol. 38, No. 623-639, 2016
 
        

    
	

	
	
		
		
			23 Pages
		
		

		Posted: 29 Sep 2017
		
		
		
	

	
		
			
			




	See all articles by Sepideh DolatabadiSepideh Dolatabadi
Queen's University
Morten Ørregaard Nielsen
Aarhus University - Department of Economics and Business Economics
Ke Xu
University of Victoria


		

	
	
	
	
	



	
	
	
	
		
	
	
		
			Date Written: November 19, 2015

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We apply the fractionally cointegrated vector autoregressive (FCVAR) model to analyze the relationship between spot and futures prices in five commodity markets (aluminium, copper, lead, nickel, and zinc). To this end, we first extend the FCVAR model to accommodate deterministic trends in the levels of the processes. The methodological contribution is to provide a representation theory for the FCVAR model with deterministic trends, where we show that the presence of the deterministic trend in the process induces both restricted and unrestricted constant terms in the vector error correction model. The consequences for the cointegration rank test are also briefly discussed. In our empirical application we use the data from Figuerola-Ferretti and Gonzalo (2010), who conduct a similar analysis using the usual (non-fractional) cointegrated VAR model. The main conclusion from the empirical analysis is that, when using the FCVAR model, there is more support for the cointegration vector (1, − 1)' in the long-run equilibrium relationship between spot and futures prices, and hence less evidence of long-run backwardation, compared to the results from the non-fractional model. Specifically, we reject the hypothesis that the cointegration vector is (1, − 1)' using standard likelihood ratio tests only for the lead and nickel markets. 
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