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Abstract This study examines exchange rate volatility spillovers that affect the exchange rate volatility of Korean
currency. For this study, the Japanese yen, British pound, Euro, and Canadian dollar are used as the currencies of
developed countries, and the Thai baht, Indonesian rupiah, Singapore dollar, and Australian dollar are used as the
currencies of the areas near Korea. The GARCH(1.1) model is employed for weekly data covering the period from
January 2009 to December 2017. This study finds that the volatility spillovers from the Canadian dollar, Singapore
dollar, and Australian dollar to the Korean won are significant, while the volatility spillovers from the Japanese yen,
British pound, Euro, Thai baht, and Indonesian rupiah to the Korean won are insignificant. In terms of the economic
system and structure, Japan, Britain, and European countries are at a higher level than Korea, while Thailand and
Indonesia are at a lower level than Korea. Canada, Singapore, and Australia are almost at the same level as Korea.
Therefore, these results appear to be derived from the phenomenon of exchange rate spillovers among countries with
a similar economic system and structures, and contradict the literature, which has argued that exchange rates volatility
spillovers occur among countries that are in the same area geographically.
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Table 1. Summary statistics for exchange rate returns

CU Mean Std. Dev. Skewness Kurtosis
KO -0.0478 0.9293 0.3561 4.9940
JP 0.0185 1.2780 -0.3396 3.4264
EU -0.0843 1.3161 0.2076 3.3320
GB -0.0474 1.1362 0.2123 3.3889
CA -0.0949 1.0006 0.4447 4.7922
TH -0.0509 0.9646 0.8222 9.3370
IN 0.0663 1.6364 -0.1255 11.8583
SG -0.0326 0.5718 0.1692 3.4383
AU -0.0701 1.5263 0.7161 4.4686
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Table 2. Augmented Dickey-Fuller unit root test for
exchange rate returns

CU No Trend Trend
KO -10.0551 -10.0593
Jp -8.9321 -8.9610
EU -8.8197 -8.8168
GB -10.4455 -10.4421
CA -10.2354 -10.3158
TH -8.0469 -8.0584
IN -9.1159 -9.1961
SG -9.5498 -9.6423
AU -9.5891 -9.6888
Note: MacKinnon critical value
No Trend: -2.8683, Trend: -3.4218
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Table 3. The exchange rate volatility spillover results
R,=o;+¢R, +e, e, 2, 1~ NOh,,)
h,,—a-‘rbe” 1 tehy 1+k“], 1
CU a b c k
» 0.0696" | 016697 | 0.7758"" 0.0200
(2.00) (5.24) (20.99) 1.21)
- 0.0742” | 016107 | 0.7748"" 0.0274
(2.40) (5.02) (19.96) (1.49)
B 0.0921"" | 0.1686"" | 0.7821"" 0.0005
(2.94) (5.26) (20.94) (0.04)
A 0.0558" | 0.1601"" | 0.7607"" | 0.0615"
(1.96) (5.11) (20.33) (2.40)
- 0.0924™ | 0.1689"" | 0.7823"" 0.0000
(2.97) (5.32) (21.20) (0.00)
N 0.0915"" | 0.1723™ | 0.7695"" 0.0203
(2.81) (5.30) (18.72) (0.84)
G 007777 | 01653 | 07569 | 0.11237
(2.59) (4.57) (19.99) (2.15)
AU 0.0672" | 01567 | 07668 | 0.0299"
(2.21) (4.50) (20.69) 2.11)
Note: t-value in parenthesis. ** p<0.05. *** p<0.01
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Table 4. Economic level of each country

Country GDP Tr.ad.e Volume

(thounsand dollar) (billion dollar)
Korea 27.73 900.98
Japan 38.88 1,250.94
German 42.18 2,390.00
United Kingdom 40.05 998.55
Canada 4222 806.40
Thailand 59 409.35
Indonesia 3.6 279.84
Singapore 52.96 629.88
Australia 51.74 388.15
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