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Abstract

This paper introduces the Flexible Dynamic Conditional Correlation (FDCC) multivariate

GARCH model which generalizes the Dynamic Conditional Correlation (DCC)

multivariate GARCH model proposed by Engle (2002). The FDCC model relax the

assumption of common dynamics among all assets used in the DCC model. In fact, we

cannot impose that the correlation dynamics of, say, European sectorial stock indexes

are identical to the corresponding US ones. We thus extend the DCC model introducing

a block-diagonal structure; in the FDCC the dynamics are constrained to be equal

among groups of variables. We present an application to a sectorial asset allocation

problem.



 

https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/journals/rafl20
https://www.tandfonline.com/loi/rafl20
https://www.tandfonline.com/toc/rafl20/2/2
https://www.tandfonline.com/toc/rafl20/2/2
https://www.tandfonline.com/journals/rafl20
https://www.tandfonline.com/author/Billio%2C+Monica
https://www.tandfonline.com/author/Caporin%2C+Massimiliano
https://www.tandfonline.com/author/Gobbo%2C+Michele
https://doi.org/10.1080/17446540500428843
https://www.tandfonline.com/action/clickThrough?id=5931&url=%2Fr%2Fsubjectsample-efbi&loc=%2Fdoi%2Fabs%2F10.1080%2F17446540500428843&pubId=42888811&placeholderId=1074&productId=3092
https://www.tandfonline.com/doi/full/10.1080/17446540500428843?scroll=top&needAccess=true
https://www.tandfonline.com/doi/figure/10.1080/17446540500428843?scroll=top&needAccess=true
https://www.tandfonline.com/doi/ref/10.1080/17446540500428843?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/17446540500428843?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/17446540500428843?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/17446540500428843?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/17446540500428843
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.1080%2F17446540500428843&title=Flexible%20Dynamic%20Conditional%20Correlation%20multivariate%20GARCH%20models%20for%20asset%20allocation%3A%20Applied%20Financial%20Economics%20Letters%3A%20Vol%202%2C%20No%202
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1


Related Research Data

ARCH modeling in finance

Source: Journal of Econometrics

Portfolio diversification: a factor analysis approach

Source: Applied Financial Economics

Generalized Autoregressive Conditional Heteroskedasticity

Source: Unknown Repository

Chapter 49 Arch models

Source: Unknown Repository

Capital asset pricing model on UK securities using ARCH

Source: Applied Financial Economics

Asymmetric Dynamics in the Correlations of Global Equity and Bond Returns

Source: SSRN Electronic Journal

Options trading profits from correlation forecasts

Source: Applied Financial Economics

Interest rate-exchange rate dynamics in the Philippines: a DCC analysis

Acknowledgements

The first and second author acknowledge financial support from the Italian MIUR project

‘Econometric Models for the Analysis of Financial Markets: The Integration Process in

the Area of the Euro’. The authors wish to thank Michael McAleer, Domenico Sartore,

and the participant to the SCO2003 conference, the Forecasting Financial Market 2003

conference and the Second European Deloitte Conference in Risk Management for

helpful comments and suggestions.

Related research 

Recommended articles Cited by 

114

People also read

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-4076%252892%252990064-x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F09603100500187901&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Foso%252F9780198774310.003.0003&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fs1573-4412%252805%252980018-2&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F09603100110115174&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.376223&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F0960310042000281194&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F1350485022000040970&type=Scholix


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

   

Keep up to date

Register to receive personalised research and resources by email

Copyright © 2026 Informa UK Limited Privacy policy

Cookies Terms & conditions Accessibility

Registered in England & Wales No. 01072954 

5 Howick Place | London | SW1P 1WG

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
https://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

