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Ao 2 4#A Yty MacDonald and Taylor(1994), Johnston and Sun (1997),
Frankel and Rose (1995), Chinn and Meese (1995), Rapach and Wohar (2001) 2}

A (2001) & AT TAE FEATIE B3 B9 oA Al F3e

S LA, 718 d S oY RPET} 2 oS 9AHE HolE Ao R
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1) “The long run theory of exchange rate determination implied by equation (15-7) thus
includes the valid elements of the monetary approach, but in addition it corrects the
monetary approach by allowing for nonmonetary factors that can cause sustained
deviation from purchasing power parity.” p. 407.

2) “most changes in real exchange rates are due to real shocks with a large permanent
component. Because of the high correlation of nominal and real exchange rate changes
the evidence is consistent with that most changes in nominal exchange rates are caused
by largely permanent real disturbances.” Dornbusch (1998, p.18) =,
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A71A b 11 e X = (B(5,6,)) ' E5;¢,, & AL (projection) Al o e
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22 g Utk o] AFTHY AL T3AQ] Wald-HA = ©]88 + 311‘:}<Kim,
2018, Theorem 3.1 #%).

o|¢} g o] 2R w7 dtol| Thx ol FElvete] ARE vEeR AF
AZ Fdstazt gt

M. -2 shgoll ik A4

oWl Aol 2gelA] AAGE o 2L vheo R f1/de] Bgel U AEEAS

st 27178 Y= Lucas (1982), Bilson (1978),
Frankel (1979) ¥ 2 &E 7|Fo2 A3t F4d o] 83t dixlgs &
&)

B2k 7 A, a5ReE AgAMAIE, Sk ML, @7]5els CD G/hE=
F9E, Yiade vl suFgAdaae (6d) o vi=e SAEE 69),

3
= A
F7h= KOSPI®} th-E2A| 75 22t o] &353ith
3k, ARG FAR AEA 0] e
e & AL AFES BT AR Wgketo] ARSIt Z} = ‘1}%—‘534
A EA A 2~E 2} /‘ﬂ?_EEO]Z: AHFEH] 28] (St Louis Federal Reserve Bank) 2
FREDIA Y43ttt #4717k €]8h917]9] 32 Zietate] o] 713k A9l e
o1gk917] 713kl ¥ AR 019~°l 7Feet A7kl 717H(2000. 1~2019.5) 2.2 3}
Ak 12
WA o]E WS tigk ADF 2 Elliot Rothenberg Stock Point Optimal ¥+
= A% A3} o (Table DollA HE RE MI5o] ©he|o] Z3the A5}

e 5% FelFFEdA 714 £ 9l ZoR el

12) A - 25 (2004) &) mlEE A9 23S B3 AT w2d 9gkerd o8] T84l
o] A AL e A7]E 19973 1024 1 999»# 27 2 A"
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(Table 1) Unit root test results

Monetary fundamental variables
FX M1 IPI INT INTL Sp

ADF test” 0.121 0.088 0.629 0.478 0.155 0.738

Elliot Rothenberg Stock

. . 2.105 18.76 7. 086 5. 084 5. 677 9. 276
Point Optimal test

Note: 1) P-values where null hypothesis is that “Ho: unit root exists.”
2) Constant term added case.
3) 1%, 5% critical value of Elliott-Rothenberg-Stock test is 1.923, 3.177, respectively.
4) FX: Exchange rate, M1: Money difference, IPI: Income difference, INT: Short term

interest rate difference, INTL: Long term interest rate difference, SP: Stock price
index difference.

o2 VAR B39 ke A5 flste] HE7|ES (Table 2) 9} o] AlLke}
Atk 2 A 7|EEe] LAsh 2] A (curse of dimension) 13'E 3]3]5}7]
9sld = t] 72H23F Schwarz H7]FC0 2 VAR 239 ¢ 18 AdHsyth

(Table 2> VAR model order selection criteria

Model Basic Bilson Frankel Extended
SC 1 1 1 1
AIC 6 7 7 4

Note: 1) The numbers represent the order selected by each criterion.

2) AIC: Akaike information criterion, SC: Schwarz information criterion.

tgog VAR(1) EFE 7|%E Johansen FAE #HAAS 2A)et A3} o}
{(Table 3)NA EX Trace AFL FTAE #A} 2A514] vt AFE S
5% {relasollA 712t sk Ao= ‘/}E}‘/&E}. 1) o]y dt HAYAINE 7Atslo] £

l

aellA= 708 FAR BAE EAckeE Ao Ha FHEME A6k

1) S 5 Frankel 233k 2] VAR R TSt W7} The 2 AIC 12 E e
AT 74 Feord A 150707 S7k8k ol met & o] aiErt ad |
ok

14) o]¢k &) Max-Eigen 739 2-¢ 3% EAE 7148 A4= slo, o #3& &%

wolA el "ol o & geld ek
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(Table 3) Johansen test: Number of cointegration vectors

Model Basic Bilson Frankel Extended
Trace 1 1 3 4
Max-Eigen 1 0 1 1

Note: MacKinnon-Haug-Michelis (1999) p-values, 5% level.

Theo =2 ke Axuulgze] 7] dF A ety 95t T4 ¥
B & (Table 4)¢} Zo] FIMLE 4315tk 7|4 Fd7] o|a}&o] BT wk
FARY | AS FHATTE AWM FAL H (v, Gha 3.1 FR) <], @]
Agakel F(-) o, M1 2 2 A7|o|zk&ateh= A (1) 19 9] Fo5 22 Bglon
ol AR o284 oS3 F3she lolth. mEg R o] AIC 52 SIC 7I%
o2% VMY e gE BT

(Table 4) Johansen cointegration test results

=y FX M1 IP] INT INTL SP AIC SIC
Basic 1 4.833 3.808 -13.3 -13.1
(1.317)  (1.472)
Bilson 1 0.364 1.310  -0.089 -13.5 -13.2
(0.243)  (0.311)  (0.022)
Frankel 1 -0.817 1. 590 0.036  -0.271 -13.4 -12.9
(0.240)  (0.311)  (0.023)  (0.041)
Extended 1 -0.620  -0.551  0.056  -0.202  4.405 -20.6 -20.0
(0.118)  (0.229)  (0.012)  (0.021)  (0.541)

Note: 1) Standard error is denoted in parentheses.
2) FX: Exchange rate, M1: Money difference, IPI: Income difference, INT: Short term
interest rate difference, INTL: Long term interest rate difference, SP: Stock price
index difference.

3) AIC: Akaike information criterion, SIC: Schwarz criterion.

(AL 3.1)16) o|BH R Prps 87}, Pues VT2 Ao v d/2

o
ol\

15) °l& &3t 7l & 9 - g2l 88 ST old mE AEH el el IARAE A
2 A70|AME Ao r AZdE e IS Wdd Aow Holth
16) Krugman and Obstfeld (2009) Z=.
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(Figure 2) Trends of cointegration error!?)

15

00 02 04 06 08 10 12 14 16 18

Note: Basic (UA), Bilson(UB), Frankel (UF), Extended (UE) model respectively.

A7 g v Bete Avue 37 el 242 2] sk 27l
A ANR AR Hy Em—w e ¢ AS AAeEgth o A%

(Table 5yllA] HE RE E?’ﬂoﬂ/ﬂ 5% ol AF7HAS 7Ztsle], g8 U H]
B324 Agug F4 FAVE EAlcks Zo2 YETth

(Table 5) x? test results

Model Basic Bilson Frankel Extended
Degree of freedom 2 3 4 5
x*-test statistic 12.54 10.33 32.30 65.25
(5.99) (7.81) (9. 48) (11.07)

Note: The parenthesis indicates 5% significance critical value.

U202 (Table 5)2] HAAANE Bl ste] (Table 6 yol W3 2474
2 [Kim (2018) 2](3.3))2] /NEupg 2o Eat22 Ague wWEe Alal o
23] AWWER folet A2 AAsIth W ex 2E (Kim (2018) 2

17) 9714 BARE= FAE 231 (Table oA ¢} Zo] Johansen A A4S ulgo g 3
FHE Asolth
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(Table 6 ) Estimation results of transformed error correction model

59 U AMI ATPI AINT  AINTL  ASP AIC SIC
1 0.942  -0.010*  -0.000 -13.3 -13.1
0.017)  (0.002)  (0.002)
Bilson ~ 0.898*  -0.020  -0.004  0.372* -13.5  -13.2
0.027)  (0.015)  (0.012)  (0.123)
Frankel ~ 0.780*  0.033*  -0.020 -0.223*  0.435* -13.4 0 -12.9
0.040)  (0.012)  (0.010)  (0.105  (0.135)

=+ 0.729*  0.052*  0.038* -0.691* 0.697*  0.006 -20.6 -20.0
(0.045)  (0.019)  (0.015)  (0.153)  (0.202)  (0.005)

Note: 1) VAR(1) model based results where explanatory variables are once lagged cointegration
error U(-1).
2) () denotes a standard error.
3) * denotes 5% level significance.
4) AIC: Akaike information criterion, SIC: Schwarz criterion.
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(Figure 3) Won/Dollar exchange rate, fundamental trends, US fiscal balance
and interest rate difference2?

00 02 04 06 08 10 12 14 16 18
Note: Won/Dollar exchange rate.
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Note: 1) Extended model case.
Monetary fundamental FUNDTREND), Non-monetary fundamental (BUBTREND).
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Note: 1) Korea-US interest rate difference (Short term: IS, Long term:IL), Left-axis.
2) US finance balance (Fbalance), + denotes surplus, Right-axis.

22) 71 AAE d/2Y &8, AruD 9 w5 AYeA] Aap g oojakeAt Fole BF
2008 ==Y 28971 713 F TEHoE ASshe FolE Helx Sith



Bfge A67 3 A4S

TS
H

{

R
st

b

84

A Aze} 27 o

R

O
©

puil

]

2

Bilson

2y

Ha2E 7

€]

g

s

o] A% 10714

€]

7}l Frankel &

=
T

o] A9l glent A71olAEe]

SHA| <

7 el

s
-

¢}

(Figure 4) Generalized impulse response analysis23)

Response to Generalized One S.D. Innovations ?2 S.E.
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(Figure 5) Cholesky decomposed impulse response analysis

Response to Cholesky One S.D. (d.f. adjusted)Innovations ?2 S.E.

Response of BUBTREND to BUBTREND Response of BUBTREND to FUNDTREND Response of BUBTREND to FX

0010 .0010 .0010
0005 . — 0005 o SRS S
0000 I T 0000 ==
0005 ~0005 ~0005
5 10 15 20 25 30 5 10 15 20 25 30 5 10 15 20 25 30

.02 - .02 - .02

00— 00 00
-0 - h 3 . -02 e e S —
5 10 15 20 25 30 5 10 15 20 2 30 5 10 15 20 25 30
Response of FX to BUBTREND Response of FX to FUNDTREND Response of FX to FX
03 03 03
o o ~ 02 02

-01 -01 B B -01

g Eakdel 2ds SRS A3 FASH Figure 6014 % &0 &

M e AU FA9 Row
B



86 AEIREMHTE A 67 H A4 s

(Figure 6) Variance decomposition analysis24)

Variance Decomposition using Cholesky (d.f. adjusted) Factors ?2 S.E.
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£E 1) Trends of monetary and non-monetary fundamentals
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£E 2) Variance decomposition table

Variance Decomposition of BUBTREND:

Period S.E. BUBTREND FUNDTREND FX
1 0. 001205 100. 0000 0. 000000 0. 000000
2 0.001708 99. 95943 0. 009691 0. 030882
3 0. 002093 99. 86999 0. 032523 0.097491
4 0.002415 99. 73678 0. 068719 0. 194502
5 0. 002695 99. 56414 0. 118501 0. 317356
6 0. 002943 99. 35579 0. 182083 0.462129
7 0. 003165 99. 11490 0. 259674 0. 625422
8 0. 003365 98. 84426 0. 351468 0. 804270
9 0. 003547 98. 54630 0. 457643 0. 996061
10 0.003712 98. 22318 0. 578350 1. 198475
11 0. 003861 97. 87686 0. 713707 1. 409432
12 0. 003997 97. 50917 0. 863790 1. 627042
13 0. 004120 97.12180 1. 028624 1. 849578
14 0. 004231 96. 71639 1. 208170 2.075436
15 0. 004331 96. 29456 1. 402316 2.303122
16 0. 004421 95. 85790 1. 610869 2.531227
17 0. 004502 95. 40804 1. 833540 2.758415
18 0. 004575 94. 94664 2. 069938 2.983417
19 0. 004639 94. 47542 2. 319559 3. 205021
20 0. 004697 93.99615 2.581780 3.422070
21 0. 004748 93. 51068 2.855853 3.633467
22 0. 004793 93. 02093 3. 140899 3. 838173
23 0. 004833 92. 52887 3.435913 4. 035215
24 0. 004868 92. 03655 3. 739762 4.223693
25 0. 004898 91. 54602 4. 051191 4. 402786
26 0. 004925 91. 05940 4. 368835 4.571765
27 0. 004949 90. 57877 4. 691229 4.730000
28 0. 004970 90. 10621 5. 016825 4. 876969
29 0. 004988 89. 64372 5. 344015 5. 012267
30 0. 005004 89. 19324 5. 671147 5. 135611
Variance Decomposition of FUNDTREND:
Period S.E. BUBTREND FUNDTREND FX
1 0. 061987 1. 35E-05 99. 99999 0. 000000

2 0. 086779 0.002718 99. 99728 1. 98E-06
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3 0.105216 0. 009507 99. 99049 2. 54E-06
4 0. 120282 0. 020470 99. 97953 1. 95E-06
5 0.133146 0. 035648 99. 96435 4. 96E-06
6 0.144417 0. 055035 99. 94494 2.02E-05
7 0. 154459 0. 078582 99. 92136 5. 93E-05
8 0.163513 0. 106195 99. 89367 0.000137
9 0.171751 0. 137743 99. 86199 0. 000268
10 0. 179296 0. 173058 99. 82647 0. 000472
11 0. 186245 0. 211939 99. 78729 0. 000766
12 0.192672 0. 254155 99. 74468 0.001169
13 0. 198638 0. 299450 99. 69885 0. 001698
14 0.204193 0. 347548 99. 65008 0.002371
15 0. 209379 0. 398154 99. 59864 0. 003206
16 0. 214229 0. 450960 99. 54482 0. 004215
17 0. 218775 0. 505649 99. 48894 0.005414
18 0.223042 0. 561899 99. 43129 0. 006813
19 0.227052 0. 619386 99. 37219 0. 008421
20 0. 230826 0.677787 99. 31197 0.010245
21 0. 234381 0.736783 99. 25093 0.012290
22 0.237732 0. 796066 99. 18938 0.014558
23 0.240894 0. 855335 99. 12762 0.017048
24 0.243879 0. 914304 99. 06594 0.019759
25 0. 246699 0.972701 99. 00461 0. 022686
26 0. 249364 1.030272 98. 94391 0. 025821
27 0.251884 1. 086781 98. 88406 0. 029155
28 0. 254267 1. 142011 98. 82531 0. 032679
29 0. 256522 1. 195765 98. 76786 0. 036379
30 0. 258655 1. 247869 98. 71189 0. 040242
Variance Decomposition of FX:
Period S.E. BUBTREND FUNDTREND FX
1 0. 030200 83.16730 8. 958832 7. 873868

2 0. 041676 82.92331 8. 713557 8. 363133
3 0. 049780 82. 64727 8. 489686 8.863043
4 0. 056030 82. 34131 8. 286338 9.372352
5 0. 061035 82.00772 8.102649 9. 889636
6 0. 065120 81. 64897 7. 937764 10. 41327
7 0. 068486 81. 26779 7.790821 10. 94139
8 0.071270 80. 86713 7.660942 11.47192
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9 0.073575 80. 45025 7.547215 12. 00254
10 0. 075479 80. 02066 7. 448690 12. 53065
11 0.077045 79. 58218 7. 364366 13. 05346
12 0.078325 79. 13888 7.293187 13.56793
13 0. 079365 78.69511 7.234037 14. 07085
14 0. 080201 78. 25538 7.185739 14. 55888
15 0. 080869 77. 82436 7.147059 15. 02858
16 0. 081396 77. 40675 7.116719 15. 47653
17 0.081810 77.00723 7. 093406 15. 89936
18 0. 082133 76. 63031 7.075789 16. 29390
19 0. 082384 76. 28023 7. 062547 16. 65722
20 0. 082583 75. 96082 7. 052389 16. 98679
21 0. 082744 75. 67542 7.044084 17. 28050
22 0. 082880 75. 42671 7. 036489 17. 53680
23 0. 083003 75. 21668 7.028578 17. 75474
24 0.083123 75. 04654 7. 019462 17. 93400
25 0. 083246 74. 91667 7.008415 18.07491
26 0. 083380 74. 82667 6. 994884 18.17845
27 0. 083528 74.77530 6. 978497 18. 24620
28 0. 083694 74. 76064 6. 959067 18. 28029
29 0. 083880 74.78011 6. 936581 18. 28331

30 0. 084086 74. 83059 6. 911193 18. 25821
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Does the Non-monetary Shock Affect the Long-term
Expectations of the Won-dollar Exchange Rate Even
Under the Monetary Approach Model?*

Yun-Yeong Kim™*

Abstract

This paper attempts to empirically examine whether the trend of shocks that
is independent with the shocks of monetary approach model variables can
affect the long-term expectations of the won-dollar exchange rate. For this
purpose, we show, employing Kim (2018)’s approach, that a non-monetary
shock may affect the long run expectation of exchange rate when a trend of
non-monetary shocks is included in the variables of monetary approach model,
even if the exchange rate is cointegrated with the monetary variables. We also
test the existence of non-fundamental trends and estimate it through the
Beveridge-Nelson decomposition and the projection of the monetary model
variable shocks to the exchange rate shocks. According to empirical analysis
on the data after the Asian financial crisis, the null hypothesis that there is not
a non-fundamental shock trend in the won-dollar exchange rate was rejected
at 5% level in all models. In addition, the results of the generalized impulse
response analysis showed that the non-fundamental trend shock showed a
greater exchange rate response than the fundamental trend shock. The results
of variance decomposition also showed that the non-fundamental trend
overwhelmed the fundamental trend in the variance ratio of the exchange rate’s
change. These results suggest that shock factors other than monetary model
variables are very important in long-term determinants of the won-dollar
exchange rate.
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non-monetary fundamental shock
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