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Analysis of the dynamics of influence networks among stock indexes by using
Transfer Entropy

/IR T

S AR

PN LI S

Kazuki Komura®, Fujio Toriumi!, and Hirotada Ohashi*

VRO R LR e R
1School of Engineering, The University of Tokyo

Abstract:

Recent research has explored the proper method to analyse the relationships in financial

markets for risk management. In this paper, we applied and expanded the method of transfer entropy to
construct a stationary network which represents the information propagation between stocks. This
network can differ significantly from other static networks, such as correlations network and minimal
spanning tree network, because it can include the direction information. We demonstrate that this method
reveals meaningful hidden relations of cause and effect between stocks, and show that it is more useful
than other methods, such as correlation coefficient network and partial correlation coefficient network.
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