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The Measurement and
Comparison of the Relative
Efficiency for Currency Futures
Markets : Advanced Currency
versus Emerging Currency

Tae-Hyuk Kim”* : Cheol-Jun Eom™ - Seok-Kyu Kang**

abstract

This study is to evaluate, to the extent to, which advanced currency futures and emerging cur-
rency futures markets can predlct accurately the future spot rate. To this end, Johansen’s the max-
imum-likelihood cointegration method (1988, 1991) is adopted to test the unbiasedness and efficiency
hypothesis. Also, this study is to estimate and compare a quantitative measure of relative efficiency
as a ratio of the forecast error variance from the best-fitting quasi-error correction model to the
forecast error variance of the futures price as predictor of the spot price in advanced currency fu-
tures with in emerging currency futures market. Advanced currency futures is British pound and
Japan yen. Emerging currency futures includes Korea won, Mexico peso, and Brazil real. The em-
pirical results are summarized as follows : First, the unbiasedness hypothesis is not rejected for
Korea won and Japan yen futures exchange rates. This indicates that the emerging currency Korea
won and the advanced currency Japan yen futures exchange rates are likely to predict accurately
realized spot exchange rate at a maturity date without the trader having to pay a risk premium for
the privilege of trading the contract. Second, in emerging currency futures markets, the unbiased-
ness hypothesis is not rejected for Korea won futures market apart from Mexico peso and Brazil
real futures markets. This indicates that in emerging currency futures markets, Korea won futures
market is more efficient than Mexico peso and Brazil real futures markets and is likely to predict
accurately realized spot exchange rate at a maturity date without risk premium. Third, this findings
show that the results of unbiasedness hypothesis tests can provide conflicting finding. according to
currency futures class and forecasts horizon period, Fourth, from the best-fitting quasi-error correc-
tion model with forecast horizons of 14 days, the fmdmgs suggest the Japan yen futures market is
27.06% efficient, the British pound futures market is 26.87% efficient, the Korea won futures market
is 20.77% eff1c1ent the Mexico peso futures market is 11.55%, and the Brazil real futures market is
4.45% efficient in the usual order. This indicates that the Korea won-dollar futures market is more
efficient than Mexico peso, and Brazil real futures market. It is therefore possible to concludes that
the Korea won-dollar currency futures market has relatively high efficiency comparing with Mexico
peso and Brazil real futures markets of emerging currency futures markets.

Keywords : Currency Futures Market, Unbiasedness Hypothesis, Relative Efficiency, Advanced
Currency, Emerging Currency

*  Division of Business Administration, Pusan National University

%  Corresponding Author, Department of Business Administration, Cheju National University

w=x This work was supported by the Korea Research Foundation Grant funded by the Korean
Government (MOEHRD), KRF-2005-003-B00105



