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Abstract

A conditional variance analysis is applied to study the exchange rate of the Czech crown. The
crown is pegged to a currency basket with an imposed narrow band. The central bank's consistent
policy enables the semi-fixed exchange rates to behave similarly to free ones. Their movements
exhibit strong nonlinear dependency which is accounted for by an employment of the
GARCH(1,1) model with daily dummies. The nonparametric BDS test proclaims accuracy of the
model that filtered out nonlinearity and captured a forecastable structure present in the data.

Abstrakt

Analyza podminéného rozptylu je pouzita ke studiu sménného kurzu ceské koruny, jejiz tésné
spojeni ménovym koSem vytvafi pouze uzké fluktuacni pasmo. Opatieni centralni banky
umoziuji, aby se ¢astecné fixni sménny kurz mohl chovat jako plovouci. Chovani sménného
kurzu vykazuje silnou nelinearni zavislost, ktera je vyhodnocena pomoci modelu GARCH (1,1) s
denni ,,dummy" proménnou. Neparametricky test BDS potvrzuje vhodnost volby tohoto modelu,
ktery odstrani nelinearitu a umoZzni identifikaci struktury procesu.

Keywords: exchange rates, currency basket, nonlinearity, GARCH
JEL Classification: C22, F31, G10

L' would like to thank D. Papell, D. Dechert, R. Susmel, and J. Fahy for their helpful comments on this paper. The
usual disclaimer applies.



