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An Empirical Study of Foreign Exchange
Markets for the Floating Rate

Abstract

The aim of this study is to investigate efficiency of foreign exchange markets for 8 currencies for

the floating rate regime 1974~1982 by comparison of various foreign exchange rate forecasting

models’ performances. The author presents evidences showing that efficient market hypothesis was

not supported.
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(& 2) Mean Error

Lagged Interest Box-Jenkins Econometric Wharton Henley
Canada
1 0. 00225** 0. 00133*+* 0. 00041%* 0.00123** —0. 00095
3 0. 00727+ 0. 00524** 0. 00165%* 0. 00504** 0. 00527** 0. 00822**
6 0. 01565** 0. 01305** 0. 00444** 0. 01347** 0. 00712
12 0. 03223** 0. 02791** 0. 00916* 0. 03476** 0. 01840** 0. 04371%*
Japan
1 —0. 59769 —0. 27904 —0. 06552 —0.80341 1.79530
3 —0.92544 0.19512 0.70324 —4, 23310 2.93700 3. 12390
6 —1.51190 1. 15370 1. 79640 — 12, 95700** 6. 28860
12 —~5. 29770 —0. 09646 1. 37500 — 37, 77900** 9, 24730 —2.74030
France
1 0. 01519** 0. 00231 0. 00087 0. 06382** 0. 04397**
3 0. 06016** 0. 02606™** 0. 01726** 0, 17235** 0. 17812%* 0. 10887*
6 0. 12445%* 0. 06546 0.03871 0. 29908** 0. 43584 %*
12 0. 22800** 0. 12087 0. 05661 0. 53958** 0. 97899** 0. 25100*
Germany
1 —0.50378 0. 00215 0. 00230 0.02328** 0. 02802*
3 —0. 00515%* 0. 01388%* 0. 01396** 0. 03532%* 0. 10299%* 0. 02863**
6 —0. 00580%* 0. 03220** 0. 03307** 0. 00827** 0. 15124**
12 —0.01787%* 0. 04574** 0. 06062%* —0. 10186* 0. 33367** 0. 03313
Ttaly
1 6. 62950* 0.90779 —0. 16715 7.37020 1, 03820
3 22. 36200%* 6. 76400 2, 25100 9, 11430 12, 82600 7.63170
6 45. 39601%* 18. 15200* 5. 49090 —4.54940 40. 85700**
12 88. 55901** 39, 19900*+* 9. 19670 -58, 71600** 118, 00000** 45, 33800*
Netherland
1 —0.00265 0.00125 0. 00181 0. 02478%* 0. 02880*
3 —0.00227 0.01075%* 0.01115%* 0. 05087** 0. 07802** 0. 01609**
6 0. 00069 0. 02662** 0. 02822%* 0. 05748** 0. 18062**
12 0. 00069 0. 03863%* 0. 05651%* 0. 04710 0. 35779** 0. 02287
Switzerland
1 —-0.01210 ~0. 00234 0.00120 0. 00365** 0. 01436
3 —0.02918** —0. 00084 0.01132%* 0. 02449** 0. 00478 0. 00837%#
6 —0. 05464** —0.00224 0. 027Q7** 0. 06834** 0. 08450**
12 —0. 11360** —0.01983 0. 05074** 0. 16240** 0. 17382+* —-(0.01623
Great Britain
1 0.00168 1. 00070 0. 00004 —0. 00261 0.01372
3 0. 00521 0. 00254 0. 00010 —(.01180 0. 03638** —1.35450%*
6 0. 01026 0. 00541 0. 00006 —0.02096* 0.02941*
12 0.01892* 0. 00925 —0. 00154 —0.05216%* 0. 03575** —1, 31500%*

* : Not Significantly Different From Zero At 5% Level
** : Not Significantly Different From Zero At 1% Level
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{Z 3> Mean Squared Error

Lagged Interest Box-Jenkins Econometric Wharton Henley
Canada
1 0. 00027 0. 00028 0. 00025 0. 00027 0. 00087
3 0. 00061 0. 00062 0. 00055 0. 00062 0. 00096 0. 00082
6 0.00127 0.00118 0. 00100 0. 00158 0. 00147
12 0. 00281 0. 00228 0. 00182 0. 00533 0. 00130 0. 00265
Japan :
1 65. 48700 70. 93401 64. 79601 123. 45000 149. 77000
3. 190. 19000 218. 15000 189. 52000 535. 37000 338. 65000 300. 46000
6 444. 98000 514. 02000 444, 21000 1407. 10000 637. 77000
12 1023. 30000 1243. 20000 994. 06000 3899, 50000 1161. 30000 1748. 90000
France
1 0. 02450 0. 02543 0. 02429 0. 07887 0. 03954
3. 0.07621 - 0.07868 0. 07285 0. 32090 0.14984 0. 15673
6 0. 19905 0. 20837 0. 18499 0. 61260 0. 36693
12- 0. 49989 0. 53922 0. 45100 1. 03100 1. 15400 1. 07380
Germany
1 0. 00495 0. 00505 0. 00496 0. 01257 0. 00647
3 0.01618 0.01671 0. 01633 0. 05173 0. 05927 0. 02374
6 0.03143 0. 03340 0. 03271 0. 09900 0. 04548
12 0. 06678 0.07212 0. 07005 0. 16263 0. 14768 0. 13830
Italy
1 751. 67000 743. 23000 700. 91000 1937. 20000 1541. 60000
3- 2828. 30000 2516. 00000 2278. 40000 8562. 30000 - 4532. 70000 4426. 40000
6 7734. 30100 6111. 80100 5625. 50000 17914. 00000 8675. 50000 .

12 22202. 00000 16325. 00000 14293. 00000 31764. 00000 - 24673. 00000 32679. 00000
Netherland

1 0.00721 0. 00750 0. 00671 0.01486 0. 00601
3 0. 02024 0. 02190 0. 00203 - 0. 05235 0. 02935 0. 03092
6 0. 04018 0. 04423 - 0. 04016 - 0. 10024 0. 08561
12 0. 08067 0. 08940 0. 08371 0.16733 0. 18215 0. 15837
Switzerland
1 0. 00669 0. 00673 0. 00648 0.01163 0. 00503
3 0. 02375 0. 02399 0. 02287 0. 04068 0. 04863 0. 02540
6 0. 05138 0. 05188 0. 04920 0. 07594 0. 04904
12 = 0. 10039 - 0.09913 0. 09032 0. 12425 0.09491 0. 11506
Great Britain
0. 00154 0. 00154 0.00128 0. 00102 0. 00276
3 = 0. 00238 0. 00240 0. 00216 0. 00558 0.01271 1. 99730
0. 00371 0. 00377 0. 00330 0.-00827 0. 00650
12 0. 00660 0. 00661 0. 060600 0.01825- 0.00271 1. 88100




{& 4> Best Correct Forecaster

Canada Japan France Germany Italy Nether Switz G.B.
MSE
1 B B B L B w W E
3 B B B L B B B B
B B B L B L w B
12 w B B L B L B W
MAPE
1 B L L B L w w L
3 B B L I L B L L
6 B B L B I B B L
12 w LW L B L B L w
MPE
1 B B I I 1 I 1 I
3 B I B L H H I 1
6 B I B L B L 1 1
12 B B B H B E I 1
ME
B B B I B 1 B B
B I B L E L 1 B
B I B L E L I B
12 B I B L B L H B
L : Lagged Spot
I : Interest Differential
B : Box-Jenkins
E : Econometric
W : Wharton
H : Henley
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{(E 5) Direction Accuracy Percentage

Lagged Interest Box-Jenkins Econometric Wharton Henley
Canada
1 0 40 57 52 45
3 0 45 64%* 50 61 50
6 0 47 69** 54 63
12 0 58* 76%* 57 71% 58
Japan
1 0 39 48 37 42
3 0 35 52 46 39 60*
0 33 55 35 48
12 0 39 52 38 52 45
France
1 0 46 51 42 58
3 0 39 50 32 61 31
6 0 44 55 32 T4¥*
12 0 41 51 42 76%* 28
Germany
1 0 50 52 37 55
3 0 52 50 36 55 51
6 0 62%* 63%* 31 52
12 0 57 60* 40 24 38
Italy
1 0 51 52 41 73%*
3 0 61+ 61+ 52 TTH* 51
0 64%* 65%* 52 96**
12 0 66+* 66%* 63%* g5** 39
Netherland
1 0 49 50 48 61
3 0 47 56 46 48 44
6 0 46 55 36 44
12 0 46 56 33 48 37
Switzerland
1 0 53 56 41 61
3 0 53 56 50 48 41
6 0 53 57 54 48
12 0 63** 66%* 60* 24 44
Great Britain
1 0 45 45 43 55
0 40 49 34 T1** 45
6 0 40 53 32 63
12 0 47 54 43 90** 41
Average
0.00 48.47 56. 31+* 43.41 58. 69%* 43.94

* : Significant (At 5% Level) Forecasting Expertise
** : Significant (At 1% Level) Forecasting Expertise



(& 6) Correct Hedging Advice Percentage

Lagged Interest Box-Jenkins Econometric Wharton Henley
Canada
1 63** 0 63** 53 52
3 60 0 63** 55 61 44
6 54 0 63%* 55 56
12 46 0 70%* 55 67* 46
Japan
1 63%* 0 65%* 41 52
67** 0 T1%* 43 58 60*
72%* 0 75%* 41 56
12 72%¥ 0 74¥* 50 67* 44
France
1 61%* 0 57 43 58
3 67** 0 65%* 39 58 40
6 66%* 0 70%* 46 52
12 61* 0 T4** 47 71 34
Germany
1 53 0 62%* 39 55
3 51 0 49 37 55 50
6 48 0 61* 31 59
12 51 0 5G* 40 62 38
Italy
1 60* 0 51 40 70%*
3 56 0 53 42 55 39
6 56 0 48 39 56
12 51 0 49 39 81%* 39
Netherland
1 53 ‘0 49 48 58
3 59*% 0 59% 43 61 46
6 58* 0 65%* 34 52
12 56 0 71+ 36 67* 38
Switzerland
1 54 0 59% 42 61
3 57 0 59* 45 TI%* 50
6 53 0 59* 49 67*
12 60* 0 49 43 81%* 44
Great Britain
1 63** 0 44 39 55
G2+* 0 50 35 65% 41
63** 0 46 33 67*
12 56 0 57 48 90** 35
Average
58. 50** 0.00 59. 66** 42. 81 62. 38** 43.31

* : Significant (At 5% Level) Forecasting Expertise
** : Significant (At 1% Level) Forecasting Expertise



{E 7 Best Useful Forecaster

Canada Japan France Germany Italy Nether Switz G.B.
DAP
B B w w w w W w
B H w w W B B w
B B w B w B B w
12 B BW w B w B B W
CHAP
1 LB B L B w w L
3 B B L w L w w w
6 B B B B LW B w w
12 B B B w w B W w
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