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Abstract

During recent decades exchange rate witnessed considerable fluctuations leading to an
uncertain economy and affecting other economic variables. This paper seeks to find the
appropriate model for volatility of foreign exchange market in Iran, among symmetric and
asymmetric GARCH models. Although many empirical studies, in accordance with their
purposes which was abundantly studying effects of Volatility on other macro or sectoral
variables, have dealt with volatility and GARCH models, but few studies had a
comprehensive approach to obtain the appropriate volatility model for foreign exchange
market. This paper examines exchange rate volatility with GARCH models using daily
exchange rate return series from 1368 to 1399 for IRR/US dollar return. The study compares
estimates of symmetric and asymmetric variants of GARCH models. All estimates are done
and compared under two different assumptions for the error terms distribution: t-student and
General Error Distribution (GED). Our results confirm the impact of lagged conditional
variance and lagged squared disturbance on the conditional variance. Furthermore, the
EGARCH model results under GED distribution assumption provide evidence of leverage
effects. Moreover, the sum of ARCH and GARCH coefficients under the GED distribution,
indicates that volatility shocks are quite persistent. Values for AIC and SIC information
criteria confirm that asymmetric PGARCH model better fits the exchange rate volatility in
Iran. In testing the impact of time frame on models’ performance, dividing the data into two
parts we found that for pre-breakpoint period, asymmetric PGARCH model performs better
and for post-breakpoint period a symmetric GARCH model shows better performance.
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