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olof FEst1L YtV dlE E°], Engel (2016)2 A 554 20|17} o|A-& B3
7hdo| 2h& 9] FA UL AHoHA] Hohe FiEs ATt S, Jiang et
al. (2021)~ 4 F-5730] vl= 229 7HX & 245kt 8% 4T st
22 2t Bianchi et al. (2022)= &871%EY v|= &8 §-5AHtof tigh

—.—37} 382 AA5H= st 2QAYS B, Engel and Wu (2023)2 New
Keynesian @< 7]‘3}21 =49 AdA 574 Zo|7t g Ao F8%t o
S ot 75481 T2 9] A= vl= T 971 7170l =9k Aol oyt 3
SHA -l 53T

2 AdF= 75489 9 4x3 Engel and Wu (2023) 2ol =9 tfjn] g
& A YS & A=A E A EYEY|, Engel and Wu (2023) 23] 49
E of wket ZA Walste AL EHsklth. 18]l A7)0 wHE Engel and
Wu (2023) =¥ 9] A2 Wsl7F Bacchetta and van Wincoop (2013)9] 3]
A9 o]& (Scapegoat theory)2 2 fAE & U=XE B4t Bacchetta
and van Wincoop (2013)9] 3| o] &2 Hiths €& K9] Aol Al7]
w2t 34 HEohs A2 oldfsty] st A|ekE o]&o|tt. Bacchetta and van
Wincoop (2013)9] 31A%F O]Eq] U2 ghgo] IEE7sT 810 Hake
j, AAFAES TR Hays S04 | %4\—7} 91*54 Bﬂﬂ** oF7|W=A
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convenience yield2 X3 =1l 9},
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WIS HojF a1 9t} [ A= Bacchetta and van Wincoop (2013)9] 3]
& o] 2oflA =EH 5A% PO ASH & A HTh AlSTt AlZto] whet
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A FES ARESH HEH F Y o|AHEH 7} (covered interest rate parity)
o] olFEE S4E & U= 7t ST vl= T 9] 5 AR S g AREE
g Q&= olft= w2t 2 &) (1717 A=Al A1) AR oA i)
B RAGCE S Y] §548 ZEvde v =i — 42 28 S Qlrh &
Ao g A9 §-57d0] 27| fliZel 4= ¥ #= 7HIth 22 =T & 159
B2 ZEuQgL 4 =i — i, o] "k whaba] = O] REA AL g =, -
v = G =) = Gy= i) = (fp —s) = (G,— i) 02 EEE 4= QUr}tS)

Engel and Wu (2023) 23 stolA 4] (1)olA9] g, <0, 3,<0, 223l 3<0
ojtt. A AEghEo] woH FHiy F7HE 9 olFE vl H3rt BIHEAAE
I, v =24 ofB] b A 9] F5Ado] EokAlH ¥ BrPEAE AL, wl= oA}
& tH| g o]A&o] oA H Ysrt B E e A2 9Jultt). Engel and
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gol=A] {52} Engel and Wu (2023) 232 Ago] 77to] A glel 4
AsHA FAEEA ofFE AHEJH. 2 A9 #27|7H 20009 2E7-H
20239 1971419 717tolnt. BE 7|7kl 20069 2] ©lf+= 200649 2EFH
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(Table 1) Summary Statistics for Variables
8 a4 U (it - Zt)
Mean 1122.2 7.9598 -0.0132 0.0134
Standard 104.26 0.0928 0.0099 0.0136
Deviation
Maximum 1533.5 8.2758 -0.0041 0.0398
Minimum 900.7 7.7795 -0.0674 -0.0088

Notes: This table presents the summary statistics for variables used in the analysis

P Rk F= =A 759 ARk Bt -0.01322 eI Wb g
A wAE2 v= A FAERT AR ot d= =4 g2 Aol= B
1.34% o0t E2717F T ool A" Ak glet F= =A #E Aol
o] H5gh2 -0.9%, A2 3.98%F 71533

(& 22 4 ()& AH&3t°] Engel and Wu (2023) 259 o= tfv] h& &2
Aol it dds 24 AaE BofFal sl (& 29 3 WA 92 A4 &

I

2717000 digt A (1)9] 23E BT, g, Any yage Al a3~ 1y 143)7F 25 5%
FoA FoAH 29 FEE Kol Qlth= HolA Engel and Wu (2023)2]
Ao} SAFslth B E 0.3677% Engel and Wu (2023)2] 954 mao] EE7)
b Soll 3=t tju| &) 220 & Aokl Qg2 HAlsL Sl

SHAIRE AA| #7171 Yol A4 EH Engel and Wu (2023) 239 24
o Al7]ef wEt & Aol7t U= & 5= AUk (I 2)9] FHA FEE vHA F7t
A= AA FE7|17HE Al 71702 Uiro] B4 Aakg HojF1 QIrho (& 2)
o] FHA Yol AAH AR FE7|7toll= AA TE7|7H] AHAE ¢, An,
Al 3= i ) 25 S5 29 S E 73 R & 0.62139] 0|23 it} 3}
A5k, 3 2)9] AlA ol A E TR 87170l AG, 5 ;45 2 ASTH
Qol5lA] 9F1L B 0.2344% sHetelgith. (I 2)9 vlHA so] AAIE npxd B
Bl An, .50 5% 2014 823 9] ASE /AL = 0.0610714]
oFtotlet.”)

N

¢

6) Engel and Wu (2023) 232} Aeo] 992 HojF7] Y35l (E )= BEV|HS s 3

SEIAE W Ayt 2A HFE HojRa 9tk B ATte] HEY]7F Fof Engel and Wu (2023) g9
““s o] EQMY3lY| HEo] REV|ZHE 2585t AL 27, Ko 283 F7F 3A HEe A
Flg 4= Qict. XE|7HE 25 E519S W) Axk= 935Hd AlE 7Hssith,
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(Table 2) Estimation of the Engel and Wu (2023) Model
. * - No. of
q, Antvt+3 A (Zt,t+3 Tl 3) R2 obsefvact)ions

Full sample ~ w | B
2006 Feb. - 0.1294 5.2811 4.1509 0.3677 200
502 (0.0619) | (0.8535) (1.2579)

3 Jan.
Subsample 1 | w | B
o || e o
2011 May ' ' '
Subsample 2 | o | B
o B B R P
2017 Apr. ’ ' '
Subsample 3 | _ - ~
2017 May - 0.1162 4.2109 2.4236 0.0610 66

(0.1514) | (1.8060) (2.1327)

2023 Jan.

Notes: Table 1 presents the regression results for As,, 3= 8, + 8¢ + BoAn, 415 +
ENAN A Zt,t+3) + 8,1+ Bs(i,_, —i,_,) + 2, 44 According to Engel and Wu
(2023), 3,<0, 3,<0 and 3 < 0. The Newey-West standard errors are used for

G e
)

possible serial correlations and heteroskedasticity. , and "™ denote a

significance level at the 10%, 5%, and 1% level, respectively.

2>9] A7= Q9F5HA Engel and Wu (2023) 232 gk thu]ghe9] 24

A= & AYste AAT HolX|ut A o] HA HE7|XoA dASHA F-A =
+ Zlo] ofugt 7)7tef uet & WskE Holil Qlt}. Engel and Wu (2023) 23 9
7k T Aol & Kol Qlth= 2 7|E0] AXE v g 1

ot & Ao AL o]et T2 Engel and Wu (2023) 28 9] A8 W
37t Bacchetta and van Wincoop (2013)°] A|otet 3] &3} (Scapegoat

effec) 2 A= 2 QJ=x= n2s}14} s},

148 2ol 7k 134 AHE0] el S 714Io] EFHE7] tio] Al SR B2 S0] o] HA)

7) & o
bo) P23 4wrt Ak

Sk}
7

O L= X
o
2]
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III. Engel and Wu (2023) 2§ 9] A9H <& H3}9}
3349 o]

1 AS 24 A=

Bacchetta and van Wincoop (2013)2 A|27HA] AAH S-S Ash= &
29 BY E+= ¥ A Eo] AASHA FAIEA 21§74 71 B A7)0l
e A EE HoA|TE thE 717 B Al7]ofl= A8 g o] ARl @A olslist
7] I5te] 3| F o2& AQtelTt. S|AYF o] 2of W= FAFA7F #E Vs
SHA] g2 Rl 2 ghgo] M o], AAFAE2 B 7hstt MaeE So4 5Y
St Al7]9] o] 23} Fotots WFo R & s A2 H4E Y E Aol o] |
71 g WIS of7ISkthaL St olF A o R AAE Hgo] Hot
E2 7 AE F0] &9 HIBkE si4ls7] gzl MaTt SR FuS e
o= A go] Fth7t the W7t YO RE F52 W] AlAFehH dggol W
opzltt

o]@} Z+2 Bacchetta and van Wincoop (2013)2] S|4 o] 2] wt= (1) 3

Z 7kt 4 ®aot g0 WA= AASH A El= 2ol ok = Altol| wk
HI}SH He (2) g&o] B 7FeSHA] 92 8R10 g FA W |, IS W
+ |} Befotes WRFe = IA Walsh= Aol Atk (3) g0 T 7hHsst
A g2 Q10 FA WSkl FAlo] S Mk o] 23 AX|5HA A M u,
et Y Hpete] TA JA| FFE =t Fratzscher et al. (2015)9F #
AFoHA 2 Aol A= flolA AGE 3T 01%«] Al 7HA] g ASEHeE &
A5to] Engel and Wu (2023) 23] A e #is7t 3| o] 29] ghojof #3ts!
SAE AT B I Bk FAHH O R, AlGTt Ao wEt HIlshs A 58
St o, 4] (1) EAE Engel and Wu (2023) 2g 9] o] /A== o7
Engel and Wu (2023) 2.8 HE 5 80| T 7014 &2 3102 H5let
4} sAlof ]2 Rchs WFe R A Walste= Aol A=A ofF, 18 1
o g3t SY MeE Hol= HEo] WAV I WA AR E ARt
El=g

E 3= Bacchetta and van Wincoop (2013)9] SR o] 204 &5 A
7H] 5 AFH o7 AR = oA Fratzscher et al. (2015)2F f-AFSH
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S|MQF 012 (Scapegoat Theory) 22 ATHE E41t

SHATE AAHSRE0] S22 ’5%‘6}% 274& HolF= AHo] HloJElE ARES
of AlZto] Wt Moh= A gt Fratzscher et al. (2015)2} Th2A] Af#|o] ©
olEE AREOIA| kAl MR
Zholl wpt ¥slel= AE 42

ZF B7ssE 89107 QI 8-8-9] HS}E THIE H|o]E 9l order flows tE|H<4
2 ARESHA] %Ol Bloomberg AISA 2 AR ER| o= 9] FFJo= FLAFSH
U= HolM = 523 &ol7) et & A9 i Eol] 7|E A9} Hlawste] 2
E oA Loty & 4= ¢lo, Engel and Wu (2023) 233} o] TS
At M52 S0l tigt A ]O] Hlo|E 7} EAISHA] Y= ME XS
Foll A 3 ol&2 AEE o Urhke AollA] ApEsbE

1m

H
—ﬁ‘—x*%ﬂ(Nonparametric approach)& ARE-slo] A

o =AY tH= oA Z}o]7} Q.8 ESH T

JE -l>ru
o

O

2. A|7to] Wt ¥3lsH= Engel and Wu (2023) 29 34

5] ol2ol et Engel and Wu (2023) E3go] xgte #i4et Santo]
A7F AlZte] we} Hotel=AlE AW ET| fj5to] Bl S /\}06}01 Engel
and Wu (2023) 2¥< F45IAh Als7F Ak (time-varying) 2= 31-8-3t

w4 ()9 A theat ol B 4 vk
Aspprs = Xiby T 24445 @

A%t A ERTHE AE AG ZE Fol A 4] ()7 5Lt g
X, = g Ay Ay iy = ps3)im s (i1 — i, 1)) O] 2L

b= 1B B B) 01 b7F AlZbOl W} WslslE e S Feol
—@*i u]a] kA T T B AR 24 S Aok 7P,
b, = () 7F TIElE o] FEE 7HA 7] iRl thaba) Ek AzhRkeE 24
e mu 7147 b, ()& Thek o] & 4 Qlr.

t t
bi(?) ~ .7219,@%(7) 3)

8) Pozzi and Sadaba (2020)% AA|HES0] B8-S Auahs 2942 T 9l Al¥|o] glo]gS AL}
of B B/HsT 7] olAHE AXE FASHE 4 X 724 WA 7P SolA Bacchetta and van
Wincoop (2013)9] 3]4¢F o] 22 B35t}
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4 GBI () RS B AZESE deie. 4] 39 71 sl
4 e theat o] &

et
it oo
=

Asy iy = Xib+ 2 103
~ < t
= bO + Xf[ ZQZJSDJ(T)] + Znt,t+3
j=1

_ 7 ’ b
- bO + X ntQnp + Zm‘,t+3

4
0117"'7051 ( )
t t 1, 015,...,05 t
Xnt - ’U@C(Xt ® [901 (7)’ LA @071(7)] ), a’fz —=vec 2 : b} bin(T)
01117 '765n

function)& olg3tol 2A1E A% b(H)e N T HUHoR Wl Hye
HoIE JoR ot ulehA vRS Fuol SJated FHE A% b (1)E
Bacchetta and van Wincoop (2013)9] (Figure 1)°]| AA|% i<l gt 29
EP4E HoIZ e (Figure 2)°] ANE WS i) Aol gt 7|fhHe]
Y HolZTkT ¥ 4 YLk

b(1)E TAE7] Hsto] oW P Pk HEMEEAL Schwarz (1978)
information 7128 A-85te] Blofelo] Slato] 2y a9k, ofzl g4 FH
FolH SIC S Haohe ¥4 Fohe At (E 3 A, oY
ot 4 2F a7 A%E Fourier flexible form (FFF) 5 ThFst &< Fefol tigh
SIC 2k AIAISHRL ek GE 3)0) vehd vle} o] b, (1)7k 22414 1 SIC7}

H43HE A7) MR b(1)E 2SR 2Ate] 25,

9) Bacchetta and van Wincoop (2013)°f 2J5td Al5=9] t7] 7|t A= S|AF a7ke} t—17]19] 7|t x| e} Al
9| 715 Bt o AAH & AlSY] A = Y Bte] JFE W=t
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(Table 3) Schwarz Information Criterion (SIC) for Various Series Functions

b(m) SIC
1,m,m? -6.1003
1,m,m%m? -5.9909
1,m,m? -, m* -5.8846
1,m,m? -, m’ -5.8400
1,m, m? cos(m), sin(m) -5.8713
1, m,m? cos(m), sin(m), cos(2m), sin(2m) -5.7767
1,m,m? cos(m), sin(m), ---,cos(3m), sin(3m) -5.6029
1,m, m? cos(m), sin(m), --,cos(4m), sin(4m) -5.4139

Notes: Table 4 presents the Schwarz (1978) information criterion, which is a data-

e . . . . t
dependent criterion for selecting the optimal series functions. m = T

(ad 1) F49 AHskE ALt 90% A7 Hoj5al Qlnt. A7t Al
Sh= AL 5185tH 2t Engel and Wu (2023) 2 3fA] ¢,9] A= AA 27
oA Aol AT 29| 9k 7= AL E UERT A, 9] ATk AL
2 29 g= 7HANE 22 589171 717t ¥ & 29 g 7 AL foE =
O = A O R UEIRTE A, 43— i, 43)S 22 369171 71X COVID-197}
22 §171 717toll= FoJstA &9 = 7HAIAIRE 11 9]9] 7]7toll= -9l oHA] 9
Ao = Yelth Engel and Wu (2023)2] ASAH #27]7H] tfFE2] FHof
A g Any s AGy 15— 0y ,45) 2 A7 S 2 7HH

Aol AHAS 518 o Bacchetta and van Wincoop (2013)2] 3|24 ©]
20| F4sh= viet 2ol g9 FAdS o & AYsteAE A EY] 8 (13
D= AA As, 59 22, A (D2 544 Engel and Wu (2023) 239 As, .5
of tigt AA (fitted value), 1L 4] ())& F7E Al¥sH= ASE 7H Engel
and Wu (2023) 239 As, ,.;°l tHg A (fitted value)E Blaskal St
(19 2)olA4 YeRd vble} Zo] A|®Hst= A4S 7HA Engel and Wu (2023) =8
2 A3t A4S 714 Engel and Wu (2023) P ET} AR As, .5 G4 © 7h
A ZEsk= Aog yehgth whebd, 7°9) FHe 21(1)9] 036770141 4] (4] 73
Lol 0.47052 A5sH= AL B8 4= Itk (™ 2)9F 4] (4ollA B 2] 4
%< Bacchetta and van Wincoop(2013)2] 3]A % o| 204 =& AHA T
Zo] Engel and Wu (2023) g0l Z3HH W49} 2H&-0] HHA| = AHsk= 37

U2 FAISHL U
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(Figure 1) Estimated Time-varying Coefficients in the Engel and Wu (2023)
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Note: A nonparametric time-varying coefficient regression, As,, ;= X,b, + 2,3, is run.
Point estimates for b, (solid line) and the 90% confidence interval are plotted.
The Newey-West standard errors are used to construct the 90% confidence
interval.

(Figure 2) Exchange Rate Returns, Fitted Values from the Engel and Wu Model,
and Fitted Values from the Time—-varying Engel and Wu Model
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Note: Figure 2 plots exchange rate returns (blue solid line), fitted values from the
Engel and Wu (2023) model (black dotted line), and fitted values from the
time-varying Engel and Wu (2023) model (red solid line).
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(Table 4) Scapegoat Variables in the Engel and Wu (2023) Model
Yo M 3
20% 0osn | (oo | 02104
fu=a 0% ©osn | (Googs | 027
0 | Qooim | (oo | 0¥
20% 0ooin | Goory | 026
fue = Am s 30% 00060 | (o) 0.2258
0% coody | s | OHT
20% 65059 (252520 0.0579
os = A S0% 60059 a5 0.0472
40% 000 | arsi 0.0377

Notes: Table 4 presents the regression results for As, .5 = v+ v (2, X £, )] L, }+ u,
where z, = 5, ;3 — 5, 43 and f,, denotes either g, An, 13, OF Ai" 3= Al 13— 1y 113).
[{"' £ takes unity when both z, and f,, are in their top 20%, 30% or 40% of
observations in magnitude. The Newey-West standard errors are used for

g G
i

possible serial correlations and heteroskedasticity. , and *** denote a

significance level at the 10%, 5%, and 1% level, respectively.

T2 Wl AAghE, 754, o|A& Atel7} 29t o] Jlvtd 371 & g oS
| oF AR ghg o] Apol= 4] (1)) T4 B E7HsT 8.%10] op7]gh e W
k= & 4 Qo

A (5)= W E7155E o] 82 $80o| 34 ¥E w Engel and Wu (2023) &2
B q,. Ay s B AG 05— 4, ,5)7F CIERA O R BIERE WFo R 2 HBLE
SFA=AE &Rlsh= 3lA4°ltt. Engel and Wu (2023) 23MA ¢, An, .5

Al 3= 1y ) 25 59 AeE 7HA17] wiZe] S G o282 FHA o]
N g, Aty sy Al a3 = 4y 43) O] B W] 2AS WS3P7] HloiA=
2 (5)9 7,2 59 R2E 7HAok Rt (& 4)+= A (5)9] 2HE HolFal
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(Table 5) Relation between Exchange Rate and Scapegoat Variable (A7, ,.3)

Po P1 Vs
G| st | 0%
wo | ey | Gseise | 000
Notes: Table 5 presents the regression results for b, , = po + p1(z, < f,. t)[{ )T where

b, , is the estimated time-varying regression for f,, = An, ,.; from equation (4)
with X, = [1, ¢, A0 s AGy 13— 10) 143)s ety Gog— i-p)]. L) takes unity when
both z, and f, .= An, .3 are in their top 20%, 30% or 40% of observations

in magnitude. The Newey-West standard errors are used for possible serial

o G
)

correlations and heteroskedasticity. , and *** denote a significance

level at the 10%, 5%, and 1% level, respectively.

ES5»e Iy 7t a2k £ = Any a7t BHGECE 49T 20%, 30% E 40%
o9l %= 7}751_1 ‘IH 19] 32 7M1= Al 7HA B9-5 B5F EofFaL Stk (& 5)9]
oI5t Al 7HA] B9 BT pi= 1% oA F25HA &9 32 7= 2o = Y
Bt 0] Fol Zre 7HA A An, 30 HE 2 29 @& 7H o (5 v
= =42] F-54d0] = iLZHOﬂ H3f| 5% kil APgolA Bk ), Ap, Y
AlRste= A b, ZF AUigho] HE & 29 @2 2 "tk AL 2n(git). o]
St A= vl= =AY f-5/do] S FAfof] vl Bl Aal Aol A H7HE o,

nl= 2 (R 93h7E 8L B7HEA (B7HEsh "ebe A& 9fnlstal o2t 4
2+ Bacchetta and van Wincoop (2013)°] A|Qst S|AJYF o] 29| A5 HEQ}F
2 Bttty siAE &= Qi

ntR9kO & Engel and Wu (2023) =¥ 2] 9 #H49}F 3h& Alo|o]| A|Hsh=
A7t EAgth= A2 Engel and Wu (2023) 239 8 W49} 3k& Apo]o] H

A BAZ EAR T AT S e, ST (E 49} G 5)9] ZTHE Engel
and Wu (2023) 299 8 ¥i49} 38 Alo]o] T} whesst wlAY BAE o
o4 7L AL B9 ol 2] Folot RS AFH 0= HelF: e,
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(Table 6) Estimation of the Engel and Wu (2023) Model Using 7,
. * — No. of
4 A1)y 443 A (lt,t+ 3 Liit 3) R obser(:/a(t)ions
Full sample w .
_ -0.1631 -11.0015 -2.4907
2007 Oct. (0.0690) | (5.5438) (1.4060) 02036 180
2023 Jan.
Subsample 1
_ -0.1479 -18.9119 -2.3319
;8?3 geb' (0.0596) | (3.3790) (0.9131) 06416 >
ep.
Subsample 2
7 -0.47387 | 3.0215 -1.3947
58}1 Jun. (0.1909) | (7.9673) (4.7938) 0.0911 >
7 Sep.
Subsample 3
2| -0.1163 | 6.5027 -0.0798
;8;7 Oct. 0.1262) (5.7031) (2.3089) 0.0707 60
3 Jan.

Notes: Table 6 presents the regression results for As, .3 = B0+ B1q, + BaAN, 14s +
B3AG, 13— 1y 103) + Banger + 51— 4,-1) + 2, 43. According to Engel and Wu (2023),
5:<0, 3,<0 and 3;<0. The Newey-West standard errors are used for

[T RN
)

possible serial correlations and heteroskedasticity. , and ' denote a

significance level at the 10%, 5%, and 1% level, respectively.

(72 0,5 AT A4 (5)9] 235 HofF=al Uk <& & o] = 1%
FAFENA 22 yi= ZHRAINE 2% AG, 05— iy, )T T e 7= AR
UEHRTE ol9} 22 A= (F 4)9] 239} o] Engel and Wu (2023) 23 9]
T8 W FoA g, Tto] G W 212 WSS FAIRIT

TR O & (H 8)2 0,5 AR IAH (0)9 AHE HAFA QY. f,, =
A pr& 1% oA s F9] = 7= Ae=
A3}t 94| 5, 7F Bacchetta and van Wincoop (2013)9] 3] H

T 7

% ol
4 28 WEFLS Au)sta (X 5)9 At ), 5 R54 WMSE AMEstolE A
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(Table 7)  Scapegoat Variables in the Engel and Wu (2023) Model with 7,

Yo o i

20% 0oen | Goowy | 0209

Fre = @ S0% 00027 30183929 0.1952
0% Cokn | Goors | 0276

20% 00059 | ity | 0182

fue= A 30% (828822) (712?)56262) 0.2039
0% 005 | Gmemy | 0208

20% 0,006 322023 0.0425

it o Ooosy | Grazm | 00
40% 00060 (26409 0.0364

Notes: Table 7 presents the regression results for As, .3 = vo + (7, ¥ n,t)l{‘mp’ﬂ:»’} + u,
where z, = 5, .3 — 5, 143 and f,, denotes either q, A7, .3, or Aiy3 = Al 13— 1) 143).
[{z',:/,:,‘} takes unity when both z, and f,, are in their top 20%, 30% or 40% of
observations in magnitude. The Newey-West standard errors are used for

A Gl

possible serial correlations and heteroskedasticity. ™, , and ™ denote a

significance level at the 10%, 5%, and 1% level, respectively.
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(Table 8) Relation between Exchange Rate and Scapegoat Variable (A7, ,.3)

pox 10° o x10° 7
06| Coen | Gowy | 00
fam i | 3% | OO ey | 0059
06| Gomn | Gag | 00

Notes: Table 8 presents the regression results for b, , = py+ p,(z, X f, ,)1{ 1te where
b,., is the estimated time-varying regression for f, , = An, .3 from equation (6)
with X, = [1, ¢, AN s Ay 3= 11 103)s Deets G — 05-0)] I, }takes unity when
both z, and f,,= A, .3 are in their top 20%, 30% or 40% of observations
in magnitude. The Newey-West standard errors are used for possible serial

IO RO

correlations and heteroskedasticity. ", and *** denote a significance level

at the 10%, 5%, and 1% level, respectively.
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The Relationship between Liquidity Return
and Exchange Rate Based on the Scapegoat
Theory: Evidence from South Korea

Cheolbeom Park’

Using data from South Korea, this paper shows that the explanatory
power of liquidity returns for the exchange rate varies over time and
examines whether this unstable relationship can be explained by the
scapegoat theory. This paper finds (1) that the time-varying regression
has better performance to explain exchange rate movements, and (2) that
the liquidity return satisfies the conditions for the scapegoat variable.
The results in this paper support the validity of the scapegoat effect for

exchange rate movements in South Korea.
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