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Abstract

This paper utilizes Vector Auto Regression (VAR) models to analyze the interdependence among exchange
rates of twelve AsianPacific nations, Australia, China, Indonesia, Japan, Maaysia, New Zealand, Philippines,
South Korea, Singapore, Taiwan, Thailand, and Vietham. The daily data span from 1995 to 2004. It finds
strong regiona foreign exchange dependency, varying from 32 to 73 percent. This network of marketsis highly
correlated, with shocks to one reverberating throughout the region. Despite the linkages of the Chinese
exchange rate to the United States dollar, the Chinese foreign exchange is not as independent with respect to its
SouthAsian neighbors as previously thought.
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In the Same Boat: Exchange Rate I nterdependencein the Asia-Pacific Region

I ntroduction

This paper investigates the dynamic linkages among the exchange rate returns of the following Asian
Pacific countries. Australia, China, Indonesia, Japan, Malaysia, New Zealand, Philippines, South Korea,
Singapore, Taiwan, Thailand, and Vietnam. The daily data spans from May 1995 until the end of 2004. Vector
Auto Regression (VAR) models are used to study the dynamic interrelations among these rates of returns in
foreign exchanges. These markets are becoming more and more important as the region takes its appropriate
position in the world economy.

The countries studied are reshaping world trade, world finances, global manufacturing and the entire
East-West relationship. As the countries in this region are opening to the world, they are merging their
relatively low costs and manpower reserves with the financial and technological strengths of the wealthier
countries of Australia, Japan, New Zealand, South Korea, and Singapore. Table 1 presents some economic data

as well as population figures and government types for the countries in this study.



Tablel Australia China Indonesia Japan Malaysia New Zealand
GDP (Purch.
Power Parity)
(2004) $611.7 billion | $7.262trillion | $827.4 billion | $3.745trillion | $229.3 billion | $92.51 billion
GDP/Capita
(Purch Power
Parity) (2004) $30,700 $5,600 $3,500 $29,400 $9,700 $23,200
Population
(July 2005 est.)| 20,090,437 1,306,313,812 | 241,973,879 | 127,417,244 23,953,136 4,035,461
democratic,
federal-state
system constit.
recognizing the monarchy with
British monarch aparliamentary | constitutional | parliamentary
Govern. Type | assovereign | Communist state republic govern. monarchy democracy
Investment
(grossfixed) %
of GDP (2004) 25.30% 46% 16.60% 24% 21.70% 22.40%
Inflation rate
(cons. prices)
(2004) 2.30% 4.10% 6.10% -0.10% 1.30% 2.40%
Unemploy rate
(2004) 5.10% 9.8% (1) 9.20% 4.70% 3% 4.20%
Public Debt %
of GDP
(2004) 17.40% 31.40% 56.20% 164.30% 45.40% 22.10%
Exports
(Billion) (2004)]  $86.89 $583.10 $69.86 $538.80 $123.50 $19.85
Imports
(Billion) (2004) $98.10 $552.40 $45.07 $401.80 $99.30 $19.77
Reserves of
foreign
exchange and
gold (Billion)
(2004) $35.14 $609.90 $35.82 $664.60 $55.27 $4.805 billion
Debt-exter nal
(Billion) (2004) $308.70 $233.30 $141.50 N/A $53.36 $47.34
Australian Indonesian New Zealand
Currency [ dollar (AUD) Yuan (CNY) | rupiah (IDR) Yen(JPY) |Ringgit(MYR)| dollar (NZD)




Tablel Phillippines South Korea | Singapore Taiwan Thailand Vietnam
GDP (Purch.
Power Parity)
(2004) $430.6 billion | $925.1 billion| $120.9 billion | $576.2 billion | $524.8 billion| $227.2 billion
GDP/Capita
(Purch Power
Parity) (2004) $5,000 $19,200 $27,800 $25,300 $8,100 $2,700
Population
(July 2005 est.) 87,857,473 48,422,644 4,425,720 22,894,384 65,444,371 83,535,576
multiparty
democratic
regime headed
by popularly -
parliamentary elected constitutional Communist
Govern. Type republic republic republic president monarchy state
I nvestment
(grossfixed) %
of GDP (2004) 17% 28.70% 27.40% 18% 22.50% 36.60%
Inflation rate
(cons. prices)
(2004) 5.50% 3.60% 1.70% 1.70% 2.80% 9.50%
Unemploy rate
(2004) 11.70% 3.60% 3.40% 4.50% 1.50% 1.90%
Public Debt %
of GDP
(2004) 74.20% 21.30% 102.50% 32.40% 47.60% 65.90%
Exports
(Billion) (2004) $38.63 $250.60 $174 $170.50 $87.91 $23.72
Imports
(Billion) (2004) $37.50 $214.20 $155.20 $165.40 $80.84 $26.31
Reserves of
foreign
exchange and
gold (Billion)
(2004) $16.05billion | $199.1 billion | $112.8 billion | $246.5billion | $48.3 billion | $6.51 hillion
Debt-exter nal
(Billion) (2004) $16.05 $160 $19.40 $55.50 $50.59 $16.55
Philippine peso | South Korean [Singaporedollar] New Taiwan
Currency (PHP) won (KRW) (SGD) dollar (TWD) Baht (THB) Dong (VND)

Source: CIA’s The World Fact Book, http://www.cia.gov/cia/publications/factbook/docs/profileguide.html



The remainder of the paper is organized as follows. Section Il gives a brief review of the literature. Section 111
presents the Vector Auto-Regression Model. Section IV describes the data. Sections V through Section VI
present the empirical results. Section V presents some diagnostic statistics for the lag structure and residuals
tests. Section VI reports the result of the impulse response functions, and Section VI discusses the variance

decomposition analysis. Section V111 provides abrief conclusion.

. A Brief Literature Review

Foreign exchange markets have been thoroughly researched by Einzig (1966), Beenstock (1978),
Krueger (1983), Weisweiller (1984, 1990), Dornbush (1988), and Wamsey (1992). More recently Manzur
(2002), Sarno and Taylor (2002), and Shamah (2003) also delved into this subject.

Gandolfo (2004) discusses the foreign exchange market, exchange-rate regimes and the international
monetary system using the basic models of international finance and open-economy macroeconomics. Semmler
(2004) presents theories, dynamic models, and empirical evidence on the interrelation of the global financial
market, economic activity, and the macroeconomy. He incorporates the foreign exchange market and
international borrowing and lending into the analysis of the financial market and economic activity. In addition,
he discusses exchange-rate volatility and financia crisis.

Gallagher and Taylor (2002) assemble forty-five previously published papers which are selected as
important contributions in the study of speculation and financial markets, including foreign exchange market
efficiency. Using VAR modeling, Kim, Kim, and Wang (2004) study the macroeconomic effects of capital
account liberalization in South Korea. The current paper is the first to study the simultaneous dynamic

interrelations among the exchange rates of twelve exchange rates in the Asian-Pacific region.



[Il.  TheVector-Auto-Regression M odel

As is currently well-known, economic theory by itself is not often able to provide a dynamic
specification that identifies all these dynamic interrelationships between exchange rates. This issue is further
complicated due to the fact that endogenous variables appear on both sides of the estimated equation, hindering
appropriate statistical inferences. These problems lead to inferences based on the non-structural approach to
modeling the co-movements among several time series. See, for example, Pindyck and Rubinfeld (1998) and
Sims (1972, 1980, and 1986).

The Vector Autoregression (VAR) is used for analyzing the dynamic impact of random disturbances on
the system of variables. The VAR model treats every endogenous variable in the system as a function of the
lagged value of all the endogenous variables in the system of equations.

The mathematical representation of a VAR is:

D Y=Awya+...+Ayp+Bx+a,

where y; isak vector of endogenous variables, % isad vector of exogenous variables,

Ai, ..., Ay and B are matrices of coefficients to be estimated, and g is a vector of innovations that may be
contemporaneously correlated but is uncorrelated with both its own lagged values along with al of the right-
hand side variables.

Since only lagged values of the endogenous variables appear on the right- hand side of the equations,
problems of simultaneity are avoided. In this case, Ordinary Least- Squares (OLYS) yields consistent estimates.
Moreover, even though the innovations may be contemporaneously correlated, OLS is efficient and equivalent
to Generalized Least Squares (GLS) because all of the estimated equations in the system have the same righ-
hand side variables.

The determinant of the residual covariance (degree of freedom adjusted) is computed as:

(2 O =det{[U(T —p)] S e}
t



where p is the number of parameters per equation in the VAR. The unadjusted calculation ignores p. The log
likelihood value is computed assuming a multivariate normal (Gaussian) distribution as:
(3 £=-(T/2){k(1 + log2p) + logO"[}

The two information criteria are computed as:

4 AlIC=-28T+2nT
and

(5) SC=-2£/T+nlogT/T,

where n = k(d + pk) is the total number of estimated parameters in the VAR. These information criteria are
used for model selection such as determining the lag length of the VAR, with smaller values of the information
criterion being preferred (see Akaike, 1973 and Schwarz, 1968). It is worth noting that some reference sources
may define the AIC/SC differently, either omitting the “inessential” constant terms from the likelihood, or not

dividing by T (see Grasa, 1989 and L ttkepohl, 1991).

V. Description of the Data

The database includes daily exchange rates of the following twelve countries to the U.S. dollar: Australia,
China, Indonesia, Japan, Malaysia, New Zealand, Philippines, South Korea, Singapore, Taiwan, Thailand, and
Vietnam. The data is compiled from DataStream (except for Vietham where the data comes from the central
Bank of Vietnam). Table 2 presents the codes for the data from DataStream. The data spans from May 1995
until the December 31, 2004. For each exchange rate, daily returns, r;, are computed as the first differences of the

natural logarithms of P, , the daily close values of the indices, r; = (InP; - InPy.1)* 100.



Table2: Source of Data and Codesin DataStream

AUSTRALIAN $ TO US $(BBI) - EXCHANGE RATE Code BBAUDSP
CHINESE YUAN TO US$(WMR) - EXCHANGE RATE Code CHIYUA$
INDONESIAN RUPIAH TO US $ (GTIS) - EXCHANGE RATE Code USINDON
JAPANESE YEN TO US $(BBI) - EXCHANGE RATE Code BBJPYSP
MALAYSIAN RINGGIT TOUS $ (BBI) - EXCHANGE RATE Code BBMYRSP
NEW ZEALAND $ TO US $ (BBI) - EXCHANGE RATE Code BBNZDSP
PHILIPPINE PESO TO US $ (PH) - EXCHANGE RATE Code PHUSDSP
SINGAPORE $ TO US $ (BBI) - EXCHANGE RATE Code BBSGDSP
SOUTH KOREAN WON TO US $ (GTIS) - EXCHANGE RATE Code USSKORW
TAIWAN NEW $ TO US $(WMR) - EXCHANGE RATE Code TAIWDO$
THAI BAHT TO US $ (GTIS) - EXCHANGE RATE Code USTHAIB
VIETNAMESE DONG TO US $ EXCHNAGE RATE Code

V. Empirical Results
Diagnostic Statistics
A few tests to check the suitability of the estimated VAR are performed. It is assumed that the constants are the
only exogenous variables in the system of equations. The results on the lag structure of the estimated VAR are
reported in Section V.l. Sub-section V.2 reports the test statistics of the Residual Test.
V.1 LagStructure
A few tests of the lag structures were conducted.
V.1.1. Lag Exclusion Tests

For each lag in the VAR, the 7Z Wald — statistics for the joint significance of all exogenous variables at
that lag are calculated for each equation both separately and jointly.
V.1.2. Autoregression (AR) Roots

The inverse roots of the characteristic AR polynomia are calculated. The estimated VAR is stable, or
stationary, if all roots have modulus less than one and lie inside the unit circle. If the VAR is not stable, certain
results, including the impulse response standard errors, are not valid. The examination of all roots reveas that
no root lies outside the unit circle. Thus, the VAR satisfies the stability condition. These results are available

upon request from the author.



V.13. LagLength Criteria

Various tests for selecting the lag order of the unrestricted VAR are performed. All these criteria are
discussed in Lutkepohl, 1991, Section 4.3. The sequential modified likelihood ratio (LR) test is carried out by
starting from the maximum lag, and testing the hypothesis that the coefficients on lag ? are jointly zero using
the 7 statistics:

6  LR=(T—m)loglOs1|- loglOs [} ~ P(K),

where m is the number of parameters per equation under the aternative. Sims (1980) small sample
modification uses (T — m) rather than T. Based on the different tests, the lag length chosen for this study is 108
lags. Each equation consists of 108 lagged values of all 12 foreign exchanges plus a constant, i.e., 108*12 + 1 =
1297 parameters to be estimated.

Experiments with lower number of lags show that some results are sensitive to the number of lags
chosen. It appears that when studying foreign exchange daily data versus stock markets data, the number of
lags required to capture the dynamic of the interrelationships is enormous. For example, studying different
stock markets, Friedman and Shachmurove (1996, 1997) and Shachmurove (1996, 2005) found that 25 lags are
sufficient to represent the dynamic character of the data. Some Portmanteau Autocorrelation tests performed
based on the computation of multivariate Box-Pierce/ Ljung-Box Q Statistics for residua serial correlation
show that lags up to 519 may be necessary. Thisissue is left for further research.

V.1.4. Pairwise Granger Causality Tests

This section reports the test statistics for pairwise causality tests and tests whether an endogenous
variable can be treated as exogenous. For each equation of the 108-lag VAR, the output displays 7 Wald —
statistics for the joint significance of each of the other lagged endogenous variables in that equation. The
statistics in the last raw (ALL) is the # Wald statistic for joint significance of all other lagged endogenous
variables in the equation. The tests indicate whether a variable, for example, the return in the Australian foreign

exchange market vis a Vs the U.S. dollar, can help forecast the foreign exchange return of the Indonesian
8



currency one step ahead. It is worth noting that the Australian return can till affect, for example, the
Indonesian return through other equations in the system. An important advantage of this test is that it is
insengitive to the order of the equationsin the VAR system.

Table 3 presents the results for the VAR Granger Causality/Block Exogeneity Wald Tests. The statistics
in the last raw (ALL) presents the ? Wald statistic that tests for joint significance of all other lagged
endogenous variables in the equation. Only China shows no joint significance of al other lagged variables in
the Chinese equation. All other countries' exchange rates show that, jointly, the effects of other exchange rates
are significant. It is clear from the table that China has pursued a different foreign exchange policy as compared
with its Asian — Pacific neighbors.

Table 3: VAR Granger Causality/Block Exogeneity Wald Tests, Rates of Returns

AUS [ CHI IND | JAP | MAL | NWZ PHP SKOR | SPR| TAI THA VIE

AUS N/A | 065 019 | 0.17| 0.02 | 0.04 0.41 0.19 | 0.02| 0.12 0.56 0.05
CHI 054 [ NJ/A'| 0.97 | 0.85 1 0.92 1 1 0.76 | 0.98 1 1
IND 0.87 1 N/A 0.09 0 0.43 0 0 0 0 0.05 0

JAP 0.15 [ 045] 0.03 | N/A 0 0.21 0 0.03 | 0.02| 0.01 0.06 0.01
MAL 0.86 | 0.96 0 0.02 [ N/A [ 0.86 0 0 0 0 0 0
NwWZ 085 [ 096] 023 | 0.39| 0.09 [ N/A 0.11 0.02 | 0.17 [ 0.04 0.96 0
PHP 0.93 1 0 0.39 0 0.84 N/A 0 0.2 0.03 0.03 0
SKOR | 0.63 | 0.91 0 0.93 0 0.97 0 N/A 0.13 0 0 0
SPR 034 ] 0.02] 0.05 | 0.64 0 0.22 0.08 0.21 | N/A 0.7 0.3 0
TAI 0.69 1 0 0.59 0 0.61 0 0 031 N/A 0.3 0
THA 0.52 | 0.97 0 0.68 0 0.79 0 0 0 0 N/A 0

VIE 0.28 1 0 0 0 0.32 0 0 0 0 0 N/A
All 0 1 0 0 0 0 0 0 0 0 0 0

Sample: 5/04/1995 12/31/2004, Included observations. 2413, Chi-sq df =108

Table 3 also shows that Australiais not affected significantly by any other specific exchange rate
market. The Indonesian market is affected by all other foreign exchanges except China and New Zealand.
Japan is significantly affected only by Malaysia, Vietham and Indonesia (with probability of about 9 percent).

The Maaysian foreign exchange is affected by all markets except China and New Zealand (probability of 9



percent for the latter). The New Zealander foreign exchange is affected only by the Australian exchange rate.
The Philippines, South Korean, and Taiwanese markets are affected by all markets except the Australian,
Chinese and Singaporean ones. The Singaporean market is affected by the Australian, Indonesian, Japanese,

Maaysian, Thailand and Vietnamese markets. The Thai market is affected by all except the Australian,

Chinese, New Zedland, Singaporean and Taiwanese markets. The Vietnamese market is affected by all markets

except the Chinese foreign exchange.

V.2 Residual Tests- Correlograms

Table 4 displays the pairwise cross-correlograms, or sample autocorrelations, for the estimated residuals

in the VAR for lag zero. The VAR Residua Cross-Correlations shows that, in general, the pairwise cross

correlograms are small. Exceptions to this finding include the results for Australia and New Zeeland (0.76).

Again, China stands out as the country with relatively very low cross correlations. This is true for Vietnam as

well. The Singaporean foreign exchange shows pairwise correlations which seem to be high. For example,

correlations include: 0.47 with the Japanese currency, about 0.32 with the Australian and New Zealand, and just

above 0.2 with Indonesia, Maaysia, South Korea, Taiwan and Thailand.

Table 4: VAR Residual Cross-Correlations, Pairwise Cross-Correlograms, Ratesof Returns

AUS [ CHI [ IND | JAP | MAL | NWZ | PHP | SKOR | SPR | TAI [ THA | VIE
AUS 1.00 0.0]-. 0.07 ] 0.19 ] 0.00 | 0.76 [ 0.02 0.09] 032 ] 012 ] 0.11 0.05-
CHI 1.00 | 0.04 0.0é 0.04; -0.02 | 0.00 0.02 0.0{; 0.05; 0.0]-. 0.02
IND 1.00 [ 0.07 | 0.24 [ 0.04 | 0.05 0.08 | 0.21 | 0.08 | 0.20 0.04;
AP 1.00 | 0.05| 0.22 0.02- 0.19 | 0.47 | 0.19 | 0.16 0.0é
MAL 1.00 | 0.00 | 0.06 0.11 | 0.24 | 0.06 | 0.16 | 0.00
NWZ 1.00 0.0]-. 0.09] 0.33] 010 ] 0.11 0.02-
PHP 1.00 -0.02 [ 0.01 | 0.07 0.0?: 0.00
SKOR 1.00 | 0.20 | 0.17 | 0.12 | 0.00
SPR 1.00 | 0.23 | 0.26 0.0i
TAI 1.00 | 0.13 0.03;
THA 1.00 0.041
VIE 1.00
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V1.  Impulse Responses

For example, a shock to the Australian exchange rate not only directly affects the Australian exchange
rate, but is also transmitted to all of the other endogenous exchange rates of the different countries through the
dynamic lagged structure of the VAR. The impulse response function traces the effect of a one-time shock to
one of the innovations on current and future values of the endogenous exchange rates.

If the innovations @ are contemporaneously uncorrelated, interpretation of the impulse response is as
follows: The i-th innovation e ; is simply a shock to the i-th endogenous variable y; ;. However, innovations are
generaly correlated, and may be viewed as having a common component which cannot be associated with a
specific variable. In order to interpret the impulses, it is common to apply a transformation P to the innovations

so that they become uncorrelated, i.e.,

(7)  w=Pe&a~(o,D),
where D is adiagonal covariance matrix.
The results are presented in Figures 1-3. Figure 1 and Figure 2 show the impul se responses, 100-period
ahead. Figure 1 presents the multiple graphs, using Monte Carlo simulations with 100 repetitions. Figure 2
plots the impulse responses with combined graphs. For stationary VARS, the impulse responses should die out

to zero. Figures1 and Figure 2 confirm that thisisindeed the case for the VAR studied in this paper.
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Figure 1: Impulse Responses M ultiple Graphs, M onte Carlo with 100 Repetitions, 100 Periods
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Figure 2: Impulse Responses Combined Graphs 100 Periods
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Figure 3 presents the accumulated impulses responses with multiple graphs using Monte Carlo
simulations with 100 repetitions. The figure dso contains the plusminus two standard error bands about the
impulse responses. For stationary VARS, the accumulated impulse responses should asymptote to some non

zero constant. These are the casesin al the displays of Figure 3.
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Figure 3: Accumulated Impulse response, M ultiple Graphs, 100 periods 100 repetitions Monte Carlo

Accumulated Response to Cholesky One $.D. Innovations 2 S E

Accumulated Resmnse Respare of Respnse of Rspone Resinse of RRALS o RRMALIAed Rspone 0 RRAS{o ARIRated Response of RALS 16SMIA 0 Rsponse of FRAUS (0 RRSIRated Resporse of RAAUS o ABSARIated Rsponse of FRAS o RTuated Resionse of RRAUS o RRTHUed Respoise of FRAUS 10 RRVE
— - ——] =

f . . - o] navae] - o o . __
P e O P o gz - - B
~ &‘ﬁ'"_ﬂu v ] é"'-'ﬂ...,.....-._, — #ﬁ R ‘h“"-""’wh
. e 4 — L o TNT . . ]

a a. o » e Tendy .

TCTIIT TS TICITICET TITTIITLT TITICITI T E TTTIITIIT TICIIITET TITICITIT TITTIICIIT r 5 S LA R Y]

Azumulged Rspons d RRCH to RAUSUlated Response of RRGH to RiEHimulatel Rsponss d RRCHIto ABHDUIated Resporse of RRCH to REMMulatal Resporse of RRCH to RBMIhulated Resonse of RRCH to RBMIAUated Resparse of RRCH to/RRPHated Resyprse of RRCH to ARSKERated Response of RRCH to ARBRuIed Resparse of RRCH to RRBinulaed Rsporse of MCH to Re#hulated Reponse of RRCH to RVIE

o o . . o o . . ; o .

o 'yl . a = = @ @ 2
%&”’, I T — o ) ' ey caran—e = I
; iaa: I it W vfmﬂ L’ﬁ;ﬁ”* r_ﬁm mﬁ . m..h, : i BN it
b CITCIIIGITL TITVITTLY CITTVITTY LEELLELLLY L LT ) L L L L L TTLVITITITS

Azunulded Rspone d RRIDI0 RRABUIated Rsponse of RRID to REHlatal Rspone: d RRVDIo ARNDulated Respnse of RRIND10 REIMulatal Resporse of RRIND o RBMLlated Resionse of RRIND o RBMUALated Respanse of RRIND 0 RRBHRIted Resionse of RRID o ARSKGRIated Regponse of RRID [0 ABBRIuIded Resparse of RRINDIo RRBInulded Rsporse of FRNDI0 ReBulated Regonse of RRINDI0 RV
E g . . - A - - .
= ara, -] o -
4 pe—— 4 RPN W E s 4 4 I o et I = A LY
= 7w ) (i) 1 e P . ) Jge—r— ] EE- AR
_ﬁ el T — "l\m A
—r - >3 =, . 1 e 4 .
. - L . ~ A . o] g ~ru] "
TCTTITITITL " ITOTITITL TITTIITTT] “TIIToITTT TITTTITTT, TITTITTITE T ITVIIToIT TITTIITLT TITICIITY, TITTITLITT TITTIITTIT TICTIITTT

Accumiated Resparse of RRIAP to RBALIatal Response d RAP 1o RRGHulded Resporse of MIAP o/RRMBated Risponse of RRAP 1o RRMMulded Respmse of RRAP to REAMuIatal Rsponse d RAAP o REMWIlated Response of RRJAP (ABSEHRatal Response of FRIAP to REKGRIatal Response d FRAP 1o RESBRulated Response of RRIP o/ ated Resonse of RRIAP to RE#ulatal Respons: of RRIAP 0 FRIE

o . 2 - o o o B v - -
] R ~
R [ WE o [ Mt [ L i M [ WO [ et ettt Lazezt L oo
it ) a T - o] T T g, ~—- T a Ay o Rl T e ==
] = T =
ITLTITVITE TTTVEITLY TLITTLITr T Tl TTr T TVEITVTY LEERELERT) TTTTTITIT CrTTTTTIIT CrTTTTITTT LR EEEEL)

Accunulated Response of RRVAL (o/RRAUSUated Response of RRYAL 10RROHulated Reponse of RAAL to/BIhDuatal Resporse of RRMA. 10RRUMRaled Reponse d FRMAL oRRMALIIAed Respaise of RRMAL (o/RRMIRated Response d ARMAL I6RRMUated Response of RRVAL to ARSIORed Respmise of RRVA. toABSARulated Risponseof RRMAL 10RRLAIated Response of RAAAL 1o RETHhuIded Respaise of RRIRL 10 RRVIE

oy
o= o= . s o . o B 2 - Ny o
e 1 2T —~ b
T o] T L] W | ed o] st L] ] 1P e
_— === ~ T ot sl T =~ TR S el
4 ey oA . o . e S | Ny q . ol . e
TUIISERERL  FRGRIIGENL TITLITTLY LITTVITTY CTTTTITIT! CCITIIITIIT TILTIT eI LR EEERY] T CTTTTITIIT TETTTITIIT R EELERLL
Acumulaed Rsponse of RRWZ toABRElated Reponse of RRNWE toARRMulatel Rsponse d RRWVZ bAdBINlated Regionse of RRWE to\BRIARIlatal Rspons d RNWZ toBEMlated Resmnse of RRNWZ to\BR(Eated Resporse of FRMWZ tABBRIRated Respnse of FRNWZ toARSKGRated Reponse of RRNWZ toABBSRRIated Respmse of RRNWZ totRfiRiulded Rspone d RRIWZ toABRTMAlated Response of RRIWZ to RVIE
T ; " 77 — = ‘ ; i
: - 1 o 1= -.-—"J 1 Pl B = ‘ et -
L = SN ] L1 — ST
LTS N = e T
i . ~] - e o S rian
LA TRLEELL] TICTITVITL TITVITTLY CITTLITI T LEELEEELLY TTTTITrY TTLTITLTY LTI TTY
Aocmiated Resnse of Resporseof Respnse of Rspons d Resnse of P o RRALIed Rspone d RAHP (o RRMLIatd Response of RRPIP (AGSEMAI af Rsponse of FRPHP 1o RRSORted Respose of RPHP 1o SRRt Rsponse of RRRP 1 RRTAUIted Resnse of FRPHP o RRTH bt Respmse of RRPLP 1o RRVE
. o . I “ . i A ) ..)'l
_ - I . Je—— [ e el ] errend A Yl
deqertie—r—] Tedi] Ay £ . o=, VU atiahie !
== h TN, o ) h M&: -
4 o] H"‘--h . = | =5 o L =] oA . b o
a ] o o e o o ke
LA EELLELEL TILTIT NI TITVITTLY LITTLVITTY LEEEERLLLY LLELELELLY TTLTIT T LR R R EERT] LITTLIITY TTITTILTIT IEREEERLL] ITLTIIT It
Acwmulated Respase of Resporse of Respmse of Respone d Response Response of RRSK® t&BRN@ated Reponse of RRSKORAoGRRHENed Response of RRSKOR IARRBNIRed Response of RRSIOR bAGBRAIatal Rsponse of RRICR taafBllated Respnse of MRSKOR tédtRndated Respaise of RSKORto RRVIE
] ] . . Pl B - . . v . 1 P ] e
- I T e i Il - d e m“‘"\... e q % < ] 1’_:___,_/ d o and
4 ey !‘M-_\_' v . !*'—-."'“ o] . N ar A e - E\--w o ™ AT B il E e g
o _ w . b o X 4, o o 2 -1
LA TRLERLL] TICTITLTY TITVITTLY CITTLITI T LEELLELLLE TTTTTT Ty TISTITLTY T ITTeY T TITITVIYY TTTITTIIT: TLITITITS
Aecunulsted Respnse of Resporseof Resprse of Rspons § Resnse of FRSR o RRUHLIted Rspane d RRFR (o ARMLIated Response of RRSR AGSHMAI af Rsponse of FRSPR o RRSIGRted Respose of REPR 1o ABSPRated Rsponse of RRSR0/RRTAUIted Resnse of FRSPR o RRTHRUbted Respmse of RRSPR 10 RRVE
] ane ] y P B
E s -~ s R =
3 - - 4 .~ > M 4 -
e A ; ] framne ey Jpn—m=m_ 4 S L
= A = Tya] I L . : ., I ] N
= = ] === [ pan, S
. B J . i I 3 ] =
1 TITIITLIrL “TITTITITeT T T TITIT I, TTLTITETY rTTTTTITTT LITTLIITY TITITVITY TLVITITIY

Acamulated Response of RFTAIto ARAUBIUIated Response of RRTA to RR@nulated Response of RRTA to RBIBNuIded Response of RRTA to RIARulated Rsponseof RRTAIto ABMImuIded Respaise of RRTAL oRRHulated Resipnse of RRTAI to RRSY@Rated Response of RRTA to FBRR1uatel Resporse of RRTAI o REBIulaed Rsporse of FRTAI 1o AT lated Resmnse of R to RRVIE

] ] ] ] . ] ] P
J | J - . e T r
e I 1 e U I I I | -*1_-,:-_.——"',. =]
- _5&%_ - S- &',___" B =
] == 1 == . i I 1 ] ] pany
TUITIT T, TILTIT LTI TITLIITLY LELLEEELLE TTTITITITS TTVTITLTT, LR LELELE] TITTUTITY TITITUITT L R LEEELE) TTUTTIT Y
fecmuaed espnse of esponeal j— p— Fosionse of T o il Rspor d R ARADatd Repors of T (R o Rsponse ofRTHA o RESIRAed Resporse of Ao RESAted Rsponse of IRHA 0t Fspnseof T4 lo Rt Fspaseof T o FVE
e e s 5 - - . B it = -4 -~
4(‘,
R ] : I e I 1 .. B I nIPT ool I
1 L - a ﬂ;":’_ 1 e e, - E WL : p—
S e i RS S e - . ' S i I O ——
= = v e —
. 4 e w | A o -] Ry—— N e oo . . i
TUTITITYTY TTCIITCTITL TITLIITLY ! TITTLITYY " LEELERELLY " T ITY TTUIITCTY TITTITTLY ‘\n’ll‘n‘l‘\n ' TITTITLTIT ! T TrY ITLTIITTY
Jcamlted Bsporse o A o At egors G o Ml s ponss ofFE 1 s espns of RV 1 APl s poncof RVt Bt e of RV Gl Respnse of RRE10 e Respnse of RRE 1o BRI Fpons.of A o ARl espoe o R o AEBmlad Rsposeof B o Bttt s of RV o FRIE
. ‘ 4] . . . . ] ]
. . i . . aayl . ] ‘.m




VI1I. Variance Decomposition

Whereas the impulse response functions trace the effect of a shock to one exchange rate to the other
exchange rates in the VAR model, the variance decomposition separates the variation in one exchange rate into
the component shocks to the VAR. In this way, the variance decomposition provides information about the
relative importance of each random innovation in affecting the exchange rats present in the VAR.

Table 5 displays a separate variance-decomposition for each exchange rate. The second column, labeled
“S.E.”, contains the forecast error of the variable at the given forecast horizon. The source of this forecast error
is the variation in the current and future values of the innovations to each exchange rate in the VAR. The
remaining columns give the percentage of the forecast variance due to each innovation, with each row adding
up to 100 percent. The impulse responses and the variance decomposition based on the Cholesky factor can
change dramatically if one alters the ordering of the variablesin the VAR.

Table 5 presents the results. To save space, the results are given only for 10, 20, 30 step ahead forecasts
up to 100 periods ahead. The table shows that Australia and Japan are affected after 100 periods by their
neighbors by about 40 percent. The relatively independent market of Chinais now being affected by 32 percent
by its neighbors. Japan is being affected by 41 percent of its neighbors; Other include: Thailand by 50 percent,
the Philippines, South Korea, and Taiwan, each by 60 percent, Vietnam by 63 percent, Indonesia by 65 percent,
New Zealand by 72 percent (with 39 percent being the effect of the Australian market alone), and Malaysia by
73 percent. The Singaporean exchange rate is being affected by almost 70 percent from innovations in other
exchange rates in the Asian -Pacific region. The main conclusion one can drew from Table 5 is the fact that the
Chinese foreign exchange is not as isolated as one may hypothesize given the presence of the Granger Causality

tests and the declared exchange rate policy of the Beijing Government.
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Table5: Variance Decomposition, Rates of Returns

Period | SE. | AUS | CHI IND JAP MAL | NWZ | PHP | SKOR | SPR | TAI | THA | VIE

AUS 51 0.67 | 96.32 0.05 | 0.20 1.25 042 058 | 0.10 0.15| 0.35 [ 0.23 | 0.32 | 0.04
10 [ 069 [ 92.83 | 0.37 | 0.78 171 0.67] 0.96 | 041 0.50] 0.99 | 0.74 ] 0.69 | 0.36

20 | 0.71 | 85.57 0.85| 094 | 243 126| 131 0.89 109 | 181 | 1.70 | 1.48 | 0.67

30 | 0.73 | 81.12 161 119 | 295 142 | 165( 1.71 133 | 1.86 | 2.07 | 2.08 | 1.00

40 | 0.76 | 77.37 1.95 132 | 3.13 159 | 2.33 | 2.10 149 | 248 [ 232 | 246 | 1.44

50| 0.77 | 7464 | 231 144 321 174 283 | 2.23 179 269 | 265 | 277 | 1.70

60| 0.79 | 7215 | 261 166 | 3.53 196 | 299 | 2.45 193 | 275 | 289 | 3.05 | 2.02

70| 0.81 ] 69.54 | 3.07 193 | 3.53 2.04) 353 | 2.99 212 ] 2.85 ] 3.02 ] 3.12 | 2.28

80| 0.82 | 67.58 | 3.08 199 | 3.68 2.17| 3.63| 3.18 245 3.20 | 3.20 | 3.40 | 2.42

90 | 0.84 | 65.57 329 | 212 386 232| 3.76 | 3.24 2.84| 324 | 342 3.73| 261
100 | 0.85 ]| 63.75| 3.70 | 224 | 3.92 2.38| 3.89 | 3.36 296 | 353 | 3.70 | 3.89 | 2.68
CHI 51010| 020 9764 | 0.09| 0.27 0.66| 0.16 | 0.11 0.16 | 0.27 | 0.15 | 0.21 | 0.07
10 010 | 057 | 9481 0.13]| 0.61 0.76 | 0.29 | 0.35 0.21]| 115 0.29 ] 0.33 | 051

201 010 | 0.86 | 88.83 | 0.84 1.60 1.39| 0.97 | 0.61 0.83 | 1.87 | 0.77 | 0.65 | 0.78

30| 0.11 1.13 | 84.22 109 | 2.26 137 | 145| 0.76 1741 249 | 093 | 1.49 | 1.07

40 | 0.11 1.34 | 80.70 133 | 3.07 146| 197 | 1.00 219 281|113 ] 168 | 1.33

50 | 0.11 182 | 77.71 140 | 3.25 147] 239 | 1.13 2491 3.70 | 1.34 ] 1.74 | 1.56

60 | 0.12 2.02 | 75.29 151 | 3.84 162 | 287 | 1.24 262 | 398 | 152 ] 1.94 | 1.56

70 | 0.12 2.36 | 73.48 161 | 4.18 1.70| 296 | 1.28 2.68 | 440 | 1.72 ] 1.99 | 1.64

80 | 0.12 2.57 | 71.05 1.78 | 4.40 193] 311 ] 137 3.00 | 497 [ 207|212 ] 161

90 | 0.12 2.78 | 69.69 186 | 4.77 2.04| 326 | 151 3.05| 514 | 2.07 | 220 | 1.63
100 | 0.12 3.24 |1 68.06 [ 2.00 | 4.70 2.13| 3.61| 150 3.22 | 533 | 229 | 227 | 1.64
IND 5] 1.23 153 | 0.21) 89.90 | 0.57 2.09| 0.31] 0.60 159 | 042 [ 0.17 [ 0.32 | 2.30
10 | 1.29 226 | 0.39 | 83.06 1.01 3.37| 055 1.40 213 | 097 | 1.33 ] 0.75 | 2.79

20 | 141 2.34 1.10 | 72.00 177 405| 1.26| 2.12 6.21 | 1.49 [ 274 | 1.20 | 3.69

30 | 151 2.24 1.42 | 64.75 1.69 525] 181 ] 249 7.37 ] 191 | 409 ] 245 | 454

40 | 1.62 2.26 180 | 57.80 | 2.43 547 | 2.09 | 4.05 9.29 | 228 | 420 | 3.56 | 4.77

50 | 1.73 2.19 1.72 | 51.67 | 2.65 7.03| 215| 423 | 10.05| 3.09 | 530 | 4.70 | 5.22

60 | 1.85 | 2.24 1.68 [ 46.97 | 251 9.39| 2.70 | 406 | 1048 | 3.45 | 6.08 [ 5.03 | 5.43

70 [ 1.95| 227 176 | 4269 | 250 | 1049 | 2.69 | 467 | 1202 | 349 | 6.30 | 581 | 5.33

80 | 2.06 2.37 1.75( 3923 | 266 | 12.11| 279 | 552 | 1143 | 3.74 | 6.62 | 6.18 | 5.61

90 | 2.13 2.57 193 (3721 ) 289 1226] 3.12 | 6.07 [ 11.21 | 3.81 | 6.92 | 6.48 | 5.54
100 | 220 | 2.78 196 | 35.87 | 3.17 | 12.40| 3.15| 597 | 11.34 | 416 | 6.78 | 6.87 | 5.55
JAP 5]1064| 400| 045| 0.76 | 92.84 0.04| 0.38 | 0.10 0.03 | 0.35 | 0.41 ] 0.40 | 0.24
10 [ 065 453 ] 0.60 1.43 | 89.48 0.26 | 0.79 | 0.54 0.41] 0.36 | 0.47 ] 0.63 | 0.52

20| 0.69 | 4.45 1.02 | 2.44) 8127 098| 165 149 101 | 109 | 1.10 | 222 | 1.28

30| 0.72 | 4.52 165( 294 76.18 153 | 2.08 | 2.66 123 | 143 | 1.65| 253 | 1.60

40 | 0.74 | 4.53 194 | 3.01) 73.19 180 | 2.77 | 2.89 150 | 195 | 1.86 | 2.76 [ 1.80

50| 0.75 | 4.79 210 | 3.48 | 70.22 2.02| 3.01]| 3.13 184 | 202 | 230 | 2.89 | 2.18

60 | 0.77 5.01 244 | 3.61 | 67.83 232| 322 321 201 | 241 | 242 | 3.24 | 2.28

70 | 0.79 513 | 271 3.88 | 65.28 234) 334 ] 331 215] 265 | 2.87 ] 3.22 | 3.12

80| 080 | 516 275| 4.09 | 63.46 241| 350 3.79 227 292|314 ] 320 | 331

90 | 0.82 553 | 282 4.30| 60.92 250| 4.01]| 4.18 240 | 3.20 | 3.32 | 3.38 | 3.44
100 | 0.84 [ 551 346 | 4.29 | 59.00 246 | 418 | 442 251 | 333 [3.79[373] 333
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MAL 51025 011054 | 605 028 8569 | 0.12| 0.86 2.81 ] 0.38 | 0.90 0.15] 2.10
10 0.28 | 0.89 | 0.63 6.33 | 0.66 | 76.49 | 0.67 219 | 347|047 | 1.35 3.45 | 3.39
20 [ 0.32 163 | 087 | 852 | 0.88 | 62.98 1.08 257 | 439 | 2.87 | 2.30 6.59 | 5.32
30 | 0.36 166 | 1.36 | 11.39 | 1.81 | 53.12 1.09 | 3.87 6.73 | 2.93 | 2.66 8.31 | 5.07
40 | 0.39 180 ) 1.78 | 11.28 | 211 | 4594 | 128 | 4.14| 1041 | 3.29 | 3.43 9.41 | 5.13
50 [ 0.43 182 | 1.83 | 10.89 | 2.73 | 39.96 182 | 495) 1119 3.76 | 3.51 | 11.69 | 5.85
60 | 0.45 192 | 1.98 | 1042 | 2.86 | 35.98 193 | 514 | 1248 | 347 | 436 | 14.05| 542
70 050 | 242|176 | 889 259 | 31.60 | 2.00 6.62 | 13.53 | 3.29 | 4.79 | 17.14 | 5.36
80| 053 | 257 | 1.82| 8.96 | 2.66 [ 30.60 | 2.03 7.14 | 12.60 | 3.26 | 5.20 | 16.99 | 6.15
90| 057 | 246|183 | 897 | 280 | 2898 | 241 731) 1195| 341 | 6.00 | 1793 | 5.94

1001 0.60 | 268 | 1.80( 894 | 298| 2744 | 2.78 720 | 1196 | 3.31 | 6.24 | 18.69 | 5.98

NWZ 5(1069|5662]017] 037 098 | 0.21]4042]| 0.22] 0.19]| 0.36 | 0.25 0.16 | 0.06
10 0.71 | 5423 |1 039 | 065 1.69| 0.62 | 3866 | 0.70| 0.69 | 0.94 | 0.54 0.42 | 0.49
20| 0.74 | 50.64 | 0.64 | 0.76 | 2.64 1.33 | 36.63 118 | 095|132 | 1.35 1.90 | 0.67
30 [ 0.76 | 48.25 | 1.09 1.06 [ 3.03 1.66 | 34.62 1.98 155 ([ 147 157 2.86 | 0.87
40 | 0.78 | 46.43 | 1.47 147 | 3.51 1.76 | 33.27 2.24 178 | 1.87 | 1.87 3.10 | 1.23
50 | 0.80 | 45.20 | 1.82 171 359 2.05| 31.98 2.46 194 233 | 2.25 3.18 | 1.48
60 | 0.82 | 43.61 | 1.97 200 | 3.65| 2.35]| 30.76 | 3.01 214 | 2.53 | 2.57 3.67 | 1.73
70| 084 | 4220 | 214 | 238 | 359 248 | 3024 344 | 224 | 258 | 3.05 3.67 | 1.98
80 | 0.86 | 41.02 | 2.37 252 | 369 | 261| 2942 | 3.59 247 | 297 | 3.44 3.72 | 2.18
90 | 0.87 | 40.05 | 2.62 2.64 | 391 | 267 ]| 2887 | 3.67 2.67 | 3.03 | 3.56 3.82 | 2.47

100 | 0.89 | 38.96 | 3.09 273 398 | 266 | 28.13| 3.65 2.95 | 3.48 | 4.02 3.83 | 252

PHP 51047 053] 004 | 235| 1.48 189 | 0.30| 88.23 1.34 | 1.43 | 0.80 1.13 | 0.49
10 ] 050 | 0.74] 0.23 251 201 | 237 ] 0.93 [ 78.68 190 ] 161 | 1.27 6.84 | 0.90
20 | 0.56 157|063 | 413| 208 | 5381 1.57 | 66.38 2441 191 2.40 9.53 | 1.55
30| 059 221|145| 437 | 213 | 6.57| 238 | 59.97 285|219 | 295 | 10.22 | 2.70
401 061 | 3.04 (141 446) 281 | 658 3.18 | 56.03 | 3.57 | 2.36 | 299 | 10.78 | 2.78
50| 064 | 350|142 455| 3.09 | 6.62| 338 5212 | 452 | 240 | 3.85| 11.43| 3.12
60| 0.67 | 369|159 | 459 | 343 | 6.64| 3.63| 49.58 507 | 253 | 402 | 11.79 | 3.44
70069 370177 478 360 6.98 | 3.94 [ 46.45 530 | 249 | 439 | 13.19 | 3.42
80| 072 375|174 478 | 369 6.96| 397 | 43.97 6.21 | 2.73 | 4.66 | 14.07 | 3.47
90| 0.74| 386|170 | 491 | 401 6.67| 4.59 ( 41.96 6.07 | 2.87 | 5.35 | 1451 | 3.49

100 | 0.75 | 395|184 493 | 421 | 6.64| 5.13 ]| 40.27 6.13 | 3.39 | 5.32 | 14.33 | 3.85

SKOR 5] 0.61 1.65| 041 1.27 | 3.55 120 012| 0.33| 89.38 | 0.04| 051 1.11 ] 0.43
10 | 0.64 157 | 041 171 391 243 1.03 116 | 8251 | 0.39 | 1.27 246 | 1.15
20 [ 0.70 1.93 [ 0.86 240 | 3.76 | 4.98 1.58 213 ] 7391 | 0.89 | 2.16 2.79 | 2.62
30075 251|129 327 | 3.78| 6.90( 230 2.80 | 66.73 | 1.30 | 2.66 2.89 | 3.56
401080 | 291|136 471 410| 831 254 | 276 | 60.27 | 1.63 | 4.38 3.30 | 3.72
50 [ 086 292|168 431| 405( 891 ) 285 3.20) 5497 [ 225 [ 6.57 4.31 ] 3.98
60090 | 313|176 461 | 416 11.24| 291 4.19 )| 50.02 | 2.57 | 6.89 4.63 | 3.90
70094 | 356 | 1.78| 468 | 406 | 11.50| 3.01 | 4.87 | 47.87 | 3.09 | 6.79 4.87 | 3.92
80| 098 | 357)|189| 491 404 12.15| 3.10( 5.10 | 44.50 | 3.11 | 7.52 5.78 | 4.35
90 | 1.01 | 414|193 | 485 411 1284 | 319 5.06| 4219 | 3.21 | 7.45 6.68 | 4.35

100 ] 1.05] 4.09 | 2.17 516 | 427 | 1267 | 331 | 541 | 39.22 | 3.73 ] 8.03 751 | 444
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SPR 5[ 0.28 | 1055|068 | 382 | 1538 | 3.79 | 1.07| 0.35| 0.82 | 61.12 | 0.41| 0.72 1.30
10| 0.29 | 1060 | 0.82 | 397 | 1518 | 458 | 145| 056 | 1.03 | 5855 | 049 0.81 1.96
20| 031 | 1002|166 | 487 | 13.70| 6.81| 1.56 | 140 2.11 | 51.11 117 275 | 2.85
30| 0.32 | 9.32 | 2.06 5751 1268 | 6.80 | 2.13 | 1.93 | 2.79 | 46.55 1.72 | 4.89 3.38
40| 0.34 | 9.16 | 2.18 595 | 1270 | 6.67 | 2.19 | 2.37 | 3.96 | 43.65 212 517 | 3.87
50| 035 9.07| 233 | 597 1220 | 6.85| 3.11 | 2.64 | 4.60 | 40.47 253 | 576 | 4.46
60| 036 | 8.93 | 2.26 578 |1 1163 | 753|321 | 297 | 524 38.64| 282 6.44 | 4.56
70| 0.38 | 8.60 | 2.28 5751|1148 | 7.74 | 3.36 | 3.62 | 561 | 36.35 | 3.47 6.49 5.26
80| 0.39 | 8.60 | 2.38 594 | 1153 | 7.96| 3.28 | 443 | 538 | 3457 | 3.96 6.62 5.33
90| 040 | 8.80 | 2.42 6.12 | 11.24 | 8.05]| 3.31 | 493 | 534 | 33.32 | 4.09 6.77 5.60

100 | 041 | 843 | 2.72 6.39 | 10.88 | 861 | 3.64 | 532 | 532 31.67 | 4.42 7.13 5.49

TAI 5022 295] 061 121 5.22 0.69 | 0.19 | 0.66 | 2.09 1.63| 8375 | 052 | 048
10| 0.23 | 3.33] 0.75 1.47 5.82 159139 126 236 | 236] 7818 054 | 0.93
20| 0.25| 3.70 | 1.12 2.42 6.00 | 356 (179 175 350 | 2.60 | 70.11 1.73 1.73
30| 0.26 | 3.78 | 1.60 | 3.11 593 | 407 (273 212 | 436 | 280 | 64.11| 3.50 1.87
40 027 | 4.00 | 2.02 | 3.87 640 | 477 ]1316) 209 | 464 | 3.14 ] 5987 381 2.23
50| 028 | 427|216 | 414| 6.65| 503|316 205 | 504 3.67| 5738 4.17 2.28
60| 029 | 4.49| 242 | 419 6.73| 546 | 3.23 | 226 | 557 | 3.67 | 55.06 | 4.49 2.43
70| 030 | 475)| 288 | 425| 695| 553|328 298 552 3.84] 5184 493 | 3.26
80| 032 | 445|281 | 4.26 6.44 | 512 (327 391 | 499 | 351 | 47.15| 10.77 3.33
90| 033 449|298 | 430| 630 (| 522|354 447 | 466 | 3.45| 4359 | 1352 3.46

100 0.34 | 4.48 [ 3.04( 4.36 6.41 5241401 ] 519 | 453 | 3.44| 4145|1430 | 3.53

THA 5068 | 226] 033| 3.61 2.08 180 | 0.57 | 1.09 | 0.73 196 | 0.44 | 83.95 1.18
10 071 | 242 050 | 3.76 2.01 3.15]085] 1.21| 0.90 | 2.09 1.08 | 80.44 1.59
200 0.75| 289063 | 375 271 493|124 218 2.26 | 252 1.50 | 73.36 2.03
30| 0.80 | 3.24| 0.86 5.28 2.81 585|166 | 250 | 3.90 | 2.77 1.87 | 66.51 2.75
40| 0.83 | 3.20 | 1.00 ( 545]| 3.61 6.43 | 237 | 3.21 | 428 | 273 2.27 | 62.62 2.83
50| 0.85 | 3.59 ] 1.15 545 | 3.59 646 | 254 [ 3.74 | 468 | 294 251 ) 6035| 298
60| 0.88 | 3.79 | 1.59 5.61 365| 692|258 | 394 | 525| 286 2.78 | 57.92 3.09
70| 091 | 4.02| 1.62 5.67 384 | 709|266 396 | 6.02| 287 2.84 | 56.27 3.14
80| 0.93| 3.96| 1.68 577 | 3.81 7291 270] 419 | 6.24 | 323 | 3.20| 54.46 | 3.47
90| 095 4.01|172| 575| 400| 729|272 439 6.31 | 347 | 3535340 | 341

100 097 | 424|171 6.18 | 434 | 750|296 | 451 | 6.45| 358 3.67| 5140 | 3.46

VIE 5]199] 031 0.35 121 033) 327[044 | 067 009| 061] 033 057] 9181
10( 209 | 058|043 | 324 | 0.71 3.26 | 0.95 | 1.75 | 0.47 1.26 1.45 1.29 | 84.61
20| 2.34 128 | 051 | 450 192 493|217 | 206 | 296 | 347 2.07 218 | 71.96
30| 2.54 1.38 | 0.62 6.16 210 | 733|204 | 220 | 3.63 | 3.36 234 | 2.17 | 66.66
40 | 2.77 138|079 1195| 228 775|265 | 232 433 | 327 | 375 2.00 | 57.53
50 | 2.98 142 | 0.79 | 13.53 249 | 1261 | 252 | 222 | 445 | 3.05| 3.56 2.22 | 51.15
60 [ 3.09 1.79 | 0.95 | 13.61 241 ] 1252 | 284 | 232 | 527 | 3.25| 4.25 2.40 | 48.40
70| 3.23 196 | 1.02 | 1285 | 245| 1352 | 3.09 | 274 | 6.10 | 3.46 | 451 2.69 | 45.62
80| 339 | 210 | 1.04 | 12.69 25411473 (301 3.20 | 6.88| 339 | 5.18 2.97 | 42.28
90| 352 | 229]|1.05)1355| 245) 1562|328 3.16 [ 723 3.80] 509 3.01] 39.48

100 | 3.65| 228 | 1.14 | 12.77 2,61 1598 | 3.26 | 3.27 | 794 | 383 | 562 | 3.85| 37.44
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VIII. Conclusion

This paper uses VAR modeling to study the dynamic interrelationships among exchange rates for twelve
countries in the Asian-Pacific region. The model uses daily observations spanning from May 1995 until the end
of 2004.

One interesting and surprising result is the number of lags required in order to capture the dynamics of
the data. There are 108 lags in this study. In addition, it is found that the Chinese foreign exchange is not as
isolated as one may hypothesize given both the results of the Granger Causality tests and the declared exchange
rate policy of the Chinese government. Moreover, all these markets shows high level of dependency, ranging
from 40 percent for the large economies of Australia and Japan to more than 70 percent for the smaller
economies in the region. In this respect, the paper presents the first step in studying the newly emerging

economies of the Asian Pacific region.
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