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ABSTRACT

The purpose of this study was to examine the relationship between exchange rate
volatility and net capital flows in six Asian countries: Thailand, Malaysia, Singapore, the
Philippines, South Korea, and Japan. This study also investigated the relationship between each
of the following four macroeconomic indicators and exchange rate volatility: inflation rate
volatility, interest rate volatility, money supply volatility, and growth rate volatility. Secondary
monthly data were used, from January 1997 to December 2006. Moreover, the Generalized
Autoregressive Conditional Heteroskedastic Method was used in three ways: GARCH(1,1),
T-GARCH, and E-GARCH.

The results showed that exchange rate had AR(1), which means the exchange rate in this
period was influenced by the past period of exchange rate. The results also showed the
heteroskedastic condition in the model, which supported the econometric method in this study
was suitable. Both ADF and KPSS tests showed that the exchange rate and net capital flows were

stationary at the first order of integration.



The results showed a significantly direct relationship between interest rate volatility and
exchange rate volatility in Thailand, Malaysia, Singapore and the Philippines, while South Korea
and Japan, they showed a significantly inverse relationship. There was a significantly direct
relationship between inflation rate volatility and exchange rate volatility in the Philippines, South
Korea and Japan; and Thailand, Malaysia and Singapore showed both a significantly direct and
inverse relationship. A significantly direct relationship between money supply volatility and
exchange rate volatility was shown in Thailand, Malaysia and Japan, but a significantly inverse
relationship was apparent in South Korea. The Philippines showed both a significantly direct and
inverse relationship. A significantly inverse relationship between growth rate volatility and
exchange rate volatility was shown in Thailand, Singapore, South Korea and Japan, but the
Philippines showed a significantly direct relationship. Malaysia showed both a significantly
inverse and direct relationship.

Finally, the results of this study showed a significantly inverse relationship between

exchange rate volatility and net capital flows in Thailand, the Philippines, and Japan.



