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Abstract

This paper studies foreign exchange risk premium using the uncovered
interest rate parity framework in a model economy. The analysis is
performed using weekly data on foreign and domestic currency
deposits in the Armenian banking system. Results of the study indicate
that contrary to the established view there is a positive correspondence
between exchange rate depreciation and interest rate differentials.
Further, it is shown that a systematic positive risk premium required by
economic agents for foreign exchange transactions increases over the
investment horizon. One-factor two-currency affine term structure
framework applied in the paper is not sufficient to explain the driving
forces behind the positive exchange rate risk premium. GARCH
approach shows that central bank interventions and deposit volumes
are two factors explaining time-varying exchange rate risk premium.
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Abstrakt

V tomto ¢lanku se zabyvame rizikovou prémii ménového kurzu v
modelové ekonomice za pouziti nepokryté urokové parity. Pii analyze
pouzivame tydenni data o depozitech v zahrani¢ni a domaci méné v
Arménském bankovnim sektoru. Na rozdil od zazitych empirickych
schémat nase vysledky ukazuji na existenci pozitivniho vtahu mezi
znehodnocovanim ménového kurzu a urokovym diferencidlem. Dale
ukazujeme, ze systematicky kladné rizikova prémie ménového kurzu
pozadovand investory pii1 cizoménovych transakcich se zvétSuje v
zavislosti na délce investiniho horizontu. Sily urcujici kladnou
rizikovou prémii ménového kurzu nelze v naSem piipadé vysvétlit za
pomoci "affine term structure" modelu s jednim faktorem a dvéma
ménami. Naopak vysledky z aplikace modelu typu GARCH ukazuji, ze
intervence Ustfedni banky a objemy deposit jsou dva faktory jenz v
¢ase se menici rizikovou prémii ménového kurzu vysvétluji.



