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The Foreign Exchange Exposure and
Asymmetries on Individual Firms

Hyonsok Lee”

{abstract)

This work analyzes the influence of the dollar and yen currency on the rate of return
of the individual firms and its symmetries based on the data from Jan. § 1987 to Dec. 28,
2001. GARCH and autoregressive error models were used for on the daily data, due to the
heteroscedascity and autoregression of the error terms, and as for the monthly data, this
paper follows the autoregressive error models. Daily data turned out to be a better explanatory
variable in detecting exchange rate exposure, and EGARCH(1, 1) and GJR-GRARCH(], 1)
have higher competence in analyzing the daily data. Also, most of the exposed firms have
been exposed in the negative region, and appreciation of exchange rate does not help
enhancing the asset value of the domestic value.

Analysis on the asymmetries let us conclude that high proportion of domestic firms face
asymmetric exchange rate exposure, and that the pricing-to-market theory carries more
conviction than the real option theory. Furthermore, monthly data are more precise in analysis
of asymmetries.

Keywords : EGARCH, GJR-GARCH, Asymmetric Exchange Exposure, Real Option Theory,
Pricing-to~Market Theory
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