

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	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
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	International Risk Cycles

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. w17277
 
        

    
	

	
	
		
		
			50 Pages
		
		

		Posted: 8 Aug 2011
		
			Last revised: 18 Mar 2023
		
		
	

	
		
			
			




	See all articles by Francois GourioFrancois Gourio
Federal Reserve Bank of Chicago
Michael Siemer
Board of Governors of the Federal Reserve System
Adrien Verdelhan
National Bureau of Economic Research (NBER); Massachusetts Institute of Technology (MIT) - Sloan School of Management


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: August 2011

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Recent work in international finance suggests that the forward premium puzzle can be accounted for if (1) aggregate uncertainty is time-varying, and (2) countries have heterogeneous exposures to a world aggregate shock. We embed these features in a standard two-country real business cycle framework, and calibrate the model to match the differences between low and high interest rates countries. Unlike traditional real business cycle models, our model generates volatile exchange rates, a large currency forward premium, "excess comovement'' of asset prices relative to quantities, and an imperfect correlation between relative consumption growth and exchange rates. Our model implies, however, that high interest rate countries have smoother quantities, equity returns and interest rates than low interest rate countries, contrary to the data. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Gourio,  Francois and Siemer,  Michael and Verdelhan,  Adrien and Verdelhan,  Adrien, International Risk Cycles (August 2011). NBER Working Paper No. w17277,  Available at SSRN: https://ssrn.com/abstract=1906211
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Francois Gourio (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Federal Reserve Bank of Chicago  ( email )

			

			
			
				
				
				
					230 South LaSalle Street
Chicago, IL  60604
United States

				

				
			

			
				
				
					HOME PAGE: http://sites.google.com/site/fgourio
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Michael Siemer

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Board of Governors of the Federal Reserve System]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Board of Governors of the Federal Reserve System  ( email )

			

			
			
				
				
				
					20th Street and Constitution Avenue NW
Washington, DC  20551
United States

				

				
			

			
				
				
					HOME PAGE: http://www.michael-siemer.com
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Adrien Verdelhan

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[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

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				       40

			

		
		
		
			Abstract Views

			      901

		

		
		
	


	
		
            
            	       29 Citations
		

	

	
		
			
				       62 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

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

                                
                                    
                                        FOLLOWERS

                                           12,244

                                    

                                    
                                        PAPERS

                                           32,680

                                    

                                

                                
                            

                        

                    

                
	
                    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

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    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

                                           15,231

                                    

                                

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

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

                                
                                    
                                        FOLLOWERS

                                              984

                                    

                                    
                                        PAPERS

                                           24,637

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            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   0.121 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

