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The Relationship Between International Capital Flows

and Foreign Exchange Volatility
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Variables mean std.dev. max. min., skewness kurtosis
InFDI 7.151 0.666 8.193 5.952 -0.170 -0.846
InFPI 8.796 0.748 9.883 7.425 -0.181 -0.111
InTFI 8.990 0.700 10.038 7.673 -0.226 -0.113

Dollar Volatility 8.053 12.467 25,029 2.368 1.797 3.410
Yen Volatility 8.738 14.846 19.776 2.946 1.170 1,085
Euro Volatility 12,759 12,388 30.596 4.471 0.894 0.886

(IRF: Impulse Response

4>

HA VAR(Vector AutoRegressive) W82 7|HFO 2 Z=ZAHESSh
Function) 59| AAIE &42 3817] ik NEH] oA (stationary)o] 2Hi
wlojof shEE el A (unit root tes)S ASYEITE Wl AAE flelAle thF

St o] ZAstA Rl E Aqtof A= dukd oz o] AREsl= Augmented Dicky-Fuller

(013} ADF) test®} Phillips-Perron(©]5} P-P) tests ARE-0}HTE (3E 3)-2 7|H o] ¢
it 1Y Aus Hojer

(% 3) 7HE Heo| chel2 AHY ZAy)

Dollar Yen Euro
InFDl InFP InTF Volatility Volatility Volatilty

ADF -1.253 -1.509 -1.253 -6.291 -5.341 -3.370
(prob.) 0.651) (0.527) (0.651) (0.000) (0,000) (0.013)
P-P -7.910 -4.102 -3.610 -6.495 -7.077 -7.956
(prob.) (0.000) (0.001) (0.006) (0.000) (0,000) (0.000)
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Null_hypothesis Lag(1) Lag(?) Lag(3) Lag(4) Lag(5) Lag(6)
InFDI #) Dollar 0.001 0.003 0.642 0.521 1.176 0.933
Dollar #) InFDI 0.013 0.034 0.564 0.497 0.328 0.628
Dollar InFPI #) Dollar 1.480 2.560% 1.659 1,222 1.300 1.654
Volatility Dollar #) InFPI 0.008 0.748 1.172 1.352 2.255* 1.995*
InTFI #) Dollar 1.122 2.441* 1.550 1.151 1.376 1.663
Dollar #) InTFI 0.041 0.929 1.619 1.561 2,231* 2.096*
InFDI #) Yen 0.683 0.387 0.675 0.965 0.767 0.716
Yen #) InFDI 0.346 0.295 0.443 0.330 0.304 0.324
Yen InFPI #) Yen 5.180** 2.208 1.721 1.174 0.897 0.813
Volatility Yen #) InFPI 0.037 0.116 1.539 1.316 1.501 1.668
InTFI #) Yen 4,848 2.070 1.617 1.146 0.899 0.816
Yen #) InTFI 0.033 0.217 2.128* 1.774 1.752 2.026*
InFDI #) Euro 0.119 0.120 0.244 0.544 0.466 0.635
Euro #) InFDI 1.635 1.942 1.721 1.621 1.488 1.640
Euro InFPI #) Euro 3.240* 1.097 0.942 2.015* 1.839 1.431
Volatility Euro #) InFPI 1.282 0.507 2,229* 1,984* 1.922* 1.697
InTFI #) Euro 2.815* 0.956 0.809 1.920 1.694 1.293
Euro #) InTFI 0.387 0.270 2,497 2.193* 1.926* 1.687
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Null_hypothesis Lag(1) Lag(2) Lag(3) Lag(4) Lag() Lag(6)
InFDI #) Dollar 1.465 0.773 0.591 0.766 0.838 0.728
Dollar #) InFDI 1.031 0.240 1.308 0.728 0.578 0.611
Dollar InFPI #) Dollar 0.863 2.538* 1.651 1.095 1.497 1.530
Volatility Dollar #) InFPI 0.300 0.002 0.420 0.218 1.699 1.772
InTFI #) Dollar 1.419 3.339% 2.183* 1.573 2.096* 1,762
Dollar #) InTFI 0.414 0.007 0.680 0.244 1.360 1.613
InFDI #) Yen 0.493 0.449 0.420 1.670 1.514 1.417
Yen #) InFDI 1.289 0.914 0.594 0.697 0.759 0.590
Yen InFPI #) Yen 0.907 1.833 1.699 1.534 1.438 1.153
Volatility Yen #) InFPI 0.159 0.610 0.644 0.442 0.762 0.387
InTFI #) Yen 0.887 1.579 1.563 1.627 1.630 1.297
Yen #) InTFI 0.538 0.720 0.817 0.587 0.797 0.403
InFDI #) Euro 0.030 0.887 0.498 0.727 0.712 0.810
Euro #) InFDI 4,512% 1.664 0.839 0.683 0.725 1.113
Euro InFPI #) Euro 0.215 1.301 0.833 0.951 0.803 0.840
Volatility Euro #) InFPI 0.133 0.433 0.986 0.471 0.635 0.372
InTFI #) Euro 0.155 0.885 0.594 0.860 0.863 0.810
Euro #) InTFI 0.004 0.220 0.820 0.424 0.489 0.290
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Null_hypothesis Lag(1) Lag(2) Lag(3) Lag(4) Lag() Lag(6)

InFDI #) Dollar 0.955 1,622 1.057 0.935 1.462 1.914

Dollar #) InFDI | 4.099* 1,910 1.860 1.834 1.446 0.644

Dollar InFPI #) Dollar 0.597 3.007* 1.134 1.823 1.494 0.974
Volatility Dollar #) InFPI | 9.280"* 2,979 0.586 1.400 1.095 0.858
InTFI #) Dollar 0.401 2.602% 1.134 1.631 1.505 0,706

Dollar #) InTFI 8,842%* 3.557** 0.586 1,397 1.018 0.910

InFDI #) Yen 1.456 1.202 0.749 0.415 0.157 0.244

Yen #) InFDI 1,927 0.932 1.366 0,987 0,651 0,324

Yen InFPI #) Yen 0.891 0.071 0.072 0.055 0.140 0.193
Volatility Yen #) InFPI 5.855™ 1.549 0,146 0.641 0.528 0.883
InTFI #) Yen 0.597 0.024 0.038 0.030 0.133 0.207

Yen #) InTFI 6,250 2.322 0.253 0.784 0.624 1.108

InFDI #) Euro 0.368 0,786 0.237 0.420 0,462 0.347

Euro #) InFDI 7.373" 3.277* 5.983"* 4,367 3776 2.885*

Euro InFPI #) Euro 5.177% 0.798 0.430 1.663 1.273 1.480
Volatility Euro #) InFPI 11,382 4,493* 0.855 0.698 0.186 0.195
InTFI #) Euro 4,938 0.495 0.320 1,684 1.107 1.345

Euro #) InTFI 9.515%* 4,812% 0,767 0.873 0.375 0.444
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Response to Generalized One S.D. Innovations + 2 S.E. Response to Generalized One S.D. Innovations + 2 S.E.

Response of LNFDI to LNFDI Response of LNFDI to DOLLAR Response of LNFPI to LNFPI Response of LNFPI to DOLLAR

-1 P — -1 -1
1 2 3 4 5 & 7 & & 10 2 3 4 5 & 1 & &5 1o 2 3 4 5 & 71 & 5 1 1 2 3 4 5 & 7 & 9 1o

Response of DOLLAR to LNFDI Response of DOLLAR to DOLLAR Response of DOLLAR to LNFPI Response of DOLLAR to DOLLAR
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Response to Generalized One S.D. Innovations + 2 S.E.

Response of LNFDI to LNFDI Response of LNFDI to YEN

ZuKz}l: FDI, : FPI)

Response to Generalized One S.D. Innovations + 2 S.E.

Response of LNFPI to LNFPI Response of LNFPI to YEN

Response of YEN to LNFDI Response of YEN to YEN

Response of YEN to LNFPI Response of YEN to YEN

© H/F= ES ez

st

ZuKxt: FDI,

O
-

Response to Generalized One S.D. Innovations + 2 S.E.

Response of LNFDI to LNFDI Response of LNFDI to EURO

FPI)

Response to Generalized One S.D. Innovations + 2 S.E

Response of LNFPI to LNFPI Response of LNFPI to EURO

Response of EURO to LNFDI Response of EURO to EURO

Response of EURO to LNFPI Response of EURO to EURO

(32 6) Utst SASE

ZaK =}

FDI, 2

N R 2897 o)
FPI)

Response to Generalized One S.D. Innovations + 2 S.E.

Response of LNFDI to LNFDI Response of LNFDI to DOLLAR

Response to Generalized One S.D. Innovations + 2 S.E.

Response of LNFPI to LNFPI Response of LNFPI o DOLLAR

Response of DOLLAR o LNFDI Response of DOLLAR to DOLLAR

Response of DOLLAR to LNFPI Response of DOLLAR to DOLLAR

_13_




HOBAE 5428 B4R

@ f/ 2HES oz BEMSH HAolzk FDI, 2 FPI)

Response to Generalized One S.D. Innovations + 2 S.E.

Response to Generalized One S.D. Innovations + 2 S.E
Response of LNFDI to LNFDI Response of LNFDI to YEN

Response of LNFPI to LNFPI

Response of LNFPI to YEN

Response of YEN to LNFDI

Response of YEN to YEN Response of YEN o LNFPI Response of YEN to YEN
7 2 2
I3 o], 5 3
5 s4\\ s s
R A\ 4 4
W\ 3 3.
s R\ 2 :
A% .
2 2 k) 1 1.
1 R\
ol i 0 N
2 2
P T T S S A R T 5 42 5 & 7 & 5 1o T 7 3 3 5 & 7 8 5 10 T % 3 3 5 5 7 5 5 10
o_l o [ K=X=] ALO Sk Z4
H/i7=E 2 OF o
@ A SHES T y

S st ZuKZ}: FDI, 2 FPI)

Response to Generalized One S.D. Innovations + 2 S.E.

Response to Generalized One S.D. Innovations + 2 S.E.
Response of LNFDI to LNFDI

Response of LNFDI to EURO Response of LNFPI to LNFPI

Response of LNFPI to EURO

Response of EURO to LNFDI Response of EURO to EURO Response of EURO to LNFPI Response of EURO to EURO
s

ag 7) st SAHSE

O /2y 222 tde=z

Response to Generalized One S.D. Innovations + 2 S.E.

Response to Generalized One S.D. Innovations + 2 S.E
Response of LNFDI to LNFDI Response of LNFDI to DOLLAR Response of LNFPI to LNFPI Response of LNFPI to DOLLAR
s s

Response of DOLLAR to LNFDI Response of DOLLAR to DOLLAR Response of DOLLAR to LNFPI Response of DOLLAR to DOLLAR

— 14 -



A Aol sy g WEAo] 3k o Fo 3] Y3 LS FAoR

@ ¢/ &2 Moz EXMst Aulzt: FDI, $: FPI)

Response to Generalized One S.D. Innovations +2 S.E. Response to Generalized One S.D. Innovations +2 S.E.
nse of LNFDI to LNFDI Response of LNFDI to YEN Response of LNFPI to LNFPI Response of LNFPI to YEN
6 4 4
5
3 3
4
3 2
2
" 1
o. o
-1 -1
B o -1
1 2 53 4 5§ & 7 8 8§ 10 35 4 5 & 7 & 5 1o T3 4 5 & 7 & 5 1 1 2 3 42 5 & 7 8 8 10
Response of YEN to LNFDI Response of YEN to YEN Response of YEN to LNFPI Response of YEN to YEN
12 12
10.
8
5
a
Y - - *
1 2 5 & § & 7 8 5 1o T8 F 5 & 7 8§ 1o IR 1 2 3 4 5§ & 7 &8 & 10

Q H/RE 222 M= 5t ZulZt: FDI, £ FPI)

Response to Generalized One S.D. Innovations + 2 S.E. Response to Generalized One S.D. Innovations + 2 S.E
Response of LNFDI to LNFDI Response of LNFDI to EURO Response of LNFPI to LNFPI Response of LNFPI to EURO
6 4 4
s
3 3
4
3 2
2
N 1
N
,,,,,,,,, - o
1 RN
... S
-2 -2 - -1
1 2z 3 4 5 & 7 8 8 10 T 3 4 5 & 7 & & 1o T 3 4 5 & 7 & 9 u T 2 3 4 5 & 7 & 8 10
Response of EURO to LNFDI Response of EURO to EURO Response of EURO to LNFPI Response of EURO to EURO
10. 10 10. 10
3 s
6 6
4 4
Ns 2 N\
o o =
2 2 2
T2 5 4 5 & 7 & § 10 T3 a3 5 & 7 & 5§ 1 i 5 3 4 5 & 1 & 8 10

919] 7 Il B et £ Awhe] TRl ws Aele] FAURSH
A2 Moln U S AW A0 BA AHelEa o 89l WA
A UERE 9l A el ofstul R wge] fojujat B Ao EAfsx
op=ri a% o 4 k(a5 2. (AY O (1Y NG vas|Ey 2
TE9] AT S AR R RS Bolw ok 2EM 9] dels AHEA)

] %Xﬂ Aolsdt 8 2hEo] WEde MR HisiA 7o I mAA e

_JQ

a1 QARE 2R 2E9)L WASE o]E Slde] $hewt /el Phee] wsAule] B
Aoldis AR &0 Aake AT Qs AL Bpelst 4= k. ol 29| s

o] Wgsdo] SiEdE o, sl
ek TRy /AR gk HEdike] A

—1m

A7k 55wzl Ao Azt
Aclis UAIH 52

L



HORaE 425 BAR

o ofakg mlAE Ao ekt FAHOR AR B WEA Fo] WA 4
Fole ANHeR slelHEAT} S why, el EAe] B4 MK
fit Beo] WEAS SiAYIE 20w tehirt

shrl, (PARAL o) S Aol Fa 2hgo] wEAe] P o Ans
WOl 9lek, S 9 Abslam A AV O KA el B Aol
I Fa o] MEAS AR Fwo] GRS Z1AE AL o 4 Aok sy 2w
FE9] ool AR Weje] FA| ApRolFe] Aupet npbR Fofulet e
e Fohy] ofRARHCLY 63k, ofFe] TRl AR o] Ak Fan
g Hele 4 ol 7 ),

Slo] Anks AHelslnw Wi A ArolEo] Sxoln 2 28] WA Aol
ot AL QAR 9110] Gl A&Els YI7E Fellis S Aol
%) Aol Bo] WEAS SR 4 Qleks S ojnldiet e 2 289
ol $ho] WAl S| AEolse] glolels Al elukpAle] A4 Aukg 3
efalle u), ko] wisAo] ShfEuly A Aoll, 53 R Fele] S 4
Holigo] Hlglck vithao 2] s4o] wrt @A Holtt el Fo BHeo] vk
e Tleom Amun 897 7K BRF /29 2haah 2”1 e A Aol
ol thalla] Ak SIS Mol qlort WeE o] Aol e ok o
& W gl AG BT 4 ek ol W 88T} 4l ARE WES Guel
ol He Ari 9ATE vl YRR S thE lold Ams) 283 4 9]

V. =9 4 A&

i Ae fElURRE g A ARRolsi e sk Wed 7he FEfA
= Atk AR R HANsE SR e Wl WIS 46t
I QJATE H QdTlof| A SR A[EolEo|ak= oF4] W<quantitative variable)S ARE-3}
of eh& WsAdue] PAS EASkL Qlok ERE Huop AR EA4E flsl Al AR
FEE ARFARRE IRREARR Ahiste] Z42e] A =SSk

WA A ANE qofeld v A A, TIiA] Qlal Al A Al ofs)
A A FA7II A= A ARRolEe] sl AAAe® 2hgo] WHEdo] daks

e

_]6_



S 5 QA AL oPgel el 9dle] Bhee] o] A4 AHolEel 19l
o= Ageka o AL Sl 4 Agich BA, 53] olefet WAS I 59V
o

ﬁd
N,
2o
=2
e r
=

sho] Al dhaA] R B /A LS A
2 380 49 ThE GARS Mol glof W=e| Hite] Wasichu wekEr)

Slo] Aue EiE kot g AAES EashE 4 ok 3, 717k s
A UNPAR] AN A AiolEY R $E0) WEHS FANOR fojuat
AE Holx] 9 Qlovk FEM 91/ AR o) T WEHS 4| Aol
Foll folgh GFL vAT ek o)t PAYSo] TR WES FA] I A2
oL A PHHOE FASH: A=A FA/L B AT R SE Yok AR5
e AT Aveka g 4 gk wlebd ABAE 52 B oRhge ey

: J
& AP BAISH: Aol BHe] $AI Tie] S| ARolE xsks o vt
ol gagto] B 4 9l Aolct Eak AUPS Y| 0mE hHola Py
) RS Fo AN Qb shastels el )golok & lolth B4, F
£ SHe) AUk Beblo] el Lk WA BEE WEY Skl w3k o
o A ARolstel AN FAT AAE soln or Wi e 2

WA AGhE Holil YOBE o] uel AR thE e B HAlo] Basht
B AAEE ARl Qo R Beo] WES S

F

 aclol} 4w o 7
A1 Aol e uhal7] glafaz 271491 Bajo] HasiAAT 4 S22 (Eurozone)
ool A|oid Byl fejiiele] xd el Ajolw s e e Faal
e BHS 2 HoR 23R & )

Boolgi 2u AAH A2e AESIcs dold chel e gdel Efst
oh 3, WA ApolEa) Welsle] FAROIES] R Wisw ALgSlL AN o2
0 E5lE ok Aoz AuolEe] s 243 b

BAsHe Alo] o AR 4 qlok B4, B8] 24 Eo T4 AolFo
G U S U O AQES wredsha Foka gk webd wlAlE HiuhEe
Hekslo] Y5 S ARtk TA| Aol S TR WA o] mrt Wk 3
AZ E2H 4 9 Aol

_17_



HOBAE 5428 B4R

- =
x'I:‘l'-:i-'--"‘ll'_. 1.4

H7H%(2014), “AREolsat FHE 7ROl WA BA AAAIAT, A43HE ABZ,
pp.1-35.

AR, A9d ABS, pp.209-243.

HES - 9542016), =7F 2 FEAEY S A 1] SH
A TRAZASIE ], Al16d A%, pp.171-189.

A - ol 2011), B3t AT Ael FEWEAdel WE A HAEAIA
AN7@ AB3ZE, pp.91-111,

2
S
e
ol
ol
.

Bencivenga, V.R. and Smith, B.(1991), “Financial Intermediation and Endogenous
Growth,” Review of Economic Studies, Vol.58 No.2, pp.195-209,

Calvo, G.A., Leiderman, L. and Reinhart, C.M.(1993), “Capital Inflows and
Real Exchange Rate Appreciation in Latin America: The Role of
External Factors,” IMF Staft papers, pp.108-151,

Chuhan, P., Claessens, S. and Mamingi, N.(1993), “Equity and Bond Flows to Latin
America and Asia: The Role of Global and Country Factors,” World Bank
Working Paper,

Doong, S., Yang, S. and Chiang, T.(2005), “Responses Asymmetries in Asian Stock

”

Markets,” Review of Pacific Basin Financial Markets and Policies, Vol.8 No.4,
pp.637-657.

Forbes, K.J. and Warnock, F.E (2012), “Capital Flow Waves: Surges, Stops, Flight,
and Retrenchment,” Journal of International Economics, Vol.88 No.2,
pp.235-251.

Granger, C.Q., Husang, B. and Yang, C.(2000), “A Bivariate Causality between Stock
Prices and Exchange Rates: Evidence from Recent Asian Flu,” 7he Quarterly
Review of FEconomics and Finance, Vol 40, pp.337-454.

Greenwood, J. and Jovanovic, B.(1990), ‘Financial Development, Growth, and the
Distribution of Income,” _Jjournal of Political FEconomy, Vol,98 No.5,
pp.1076-1107.

Karolyi, A.G. and Stulz, RM.(1996), “Why Do Markets Move Together? An

_‘]8_



A ARolEd F HEAdd B3 A7 78 SEiv] 93} ded TR

Investigation of U.S.-Japan Stock Return Comovements,” Journal of Finance,
Vol.51, pp.951-980.

King, R.G. and Levine, R.(1993), ‘Finance, Entrepreneurship, and Growth,” Jjournal
of Monetary Economics, Vol.32, pp.513-542.

Levine, R.(2001), “International Financial Liberalization and Economic Growth,”
Review of International Economics, Vol.9 No.4, pp.688-702,

Pesaran, M.H. and Shin, Y.(1998), “Generalised Impulse Response Analysis
in Linear Multivariate Models,” Economics Letters, Vol.58, pp.17-29.

Rajan, R.G.(2006), “Has Finance Made the World Riskier?” European Financial
Management, Vol 12 No.4, pp.499-533.

Reinhart, C.M, and Reinhart, V.R.(2008), “Capital Flow Bonanzas: An Encompassing
View of the Past and Present,” NBER Working Paper, No.w14321.

Stiglitz, J.E.(2000), “Capital Market Liberalization, Economic Growth, and Instability,”
World Development, Vol.28 No.6, pp.1075-1086,

_]9_



HOBAE 5428 B4R

The Relationship Between International Capital Flows

and Foreign Exchange Volatility

Don—Seung Choi

Abstract

This study is to investigate the dynamic relationship between international
capital flows and won exchange rate to the major currency in Korea. As the results of
Granger causality test, international capital flows Granger-cause currency rate volatility
in the short term. However, over time, won exchange rate volatility Granger-cause
international capital flows in Korea, According to the results by period divided based
on 2008 financial crisis, international capital flows have the significant effects on
won-dollar exchange rate volatility before 2008 crisis although currency rate volatility
Granger-cause international capital flows after the crisis. As the results of
impulse-response function of the basis of VAR, foreign exchange rate volatility has no
connection with international capital flows before the crisis while it doesn't after, After
the crisis, currency rate volatility has promoted international capital flows, while its
influence diminishes as time passes. As these results, the uncertainty of foreign
exchange market tend to influence the international capital flows rather than vice
versa in Korea, Thus, it would be a more effective policy to control the uncertainty of

market than the direct restrictions international capital flows,

{(Key Words) International Capital Flows, Foreign Exchange Volatility, Granger Causality,
Vector Autoregressive, Impulse Response Function
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