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ABSTRACT

The impact of exchange rate risk on exports has been perennially debated in the literature.
Regardless of whether a study is theoretical or empirical, it has lacked a consistent conclusion. In
this research, the bilateral export relationships between the USA and six other industrialized countries

are investigated through the traditional export demand equation, bilateral export being a function of
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foreign GDP as well as of both real exchange rate and exchange rate risk. Here, the real exchange

rate volatility is taken as a proxy variable for the exchange rate risk, measured by the GARCH

(generalized autoregressive conditional heteroscedasticity) model.

However, most empirical studies

have suggested that the bilateral export as well as the foreign GDP and the real exchange rate are

characterized by a I (1) process; whereas, the real exchange rate volatility is stationary. The

traditional exportation equation variables result in an inconsistent order of integration incapable of

using the traditional cointegration method to analyze the long-term equilibrium relationship. This

study applies the ARDL (autoregressive distributed lag) cointegration method to deal with the

inconsistent order problem. The empirical results indicate that the exchange rate volatilities of both

Japan and the UK have a negative effect on USA exports.

Key Words: exchange rate volatility, bilateral export, GARCH model, ARDL cointegration method
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